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ABSTRACT

In light of the mid-term review of the European Union (EU)’s Lisbon strategy, the
study’s general concern is to explore how Member States have converged around the
European Commission’s administrative best practices for the transposition of EU
legislation. Embedded in the broader institutional change literature and the
Europeanisation literature in particular, this study examines the Europeanisation of the
public administration in five Member States. It evaluates whether national
administrative settings in France, Germany, Sweden, Greece and Italy have converged
around the most efficient solution to the European transposition problem. The study
finds new evidence for converging tendencies towards the recommended
administrative model in the EU. Since 2004, developments in Member States show
that national coordination models for transposition have been adjusted, coordination
mechanisms created, and special processes and procedures in line with the
Commission’s recommended best practices established. Transposition data from 1995
to 2006, however, displays that the EU’s transposition problem does not seem to be
solved yet which puts the use of European Commission recommendations and the
Lisbon strategy more generally at stake.
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‘Even regulation of the highest quality is useless unless it is
properly enforced’,

C. McCreevy, the European Commissioner for Internal Market and Services

INTRODUCTION

At consecutive EU summits, the European Council has repeatedly urged Member
States to accord high priority to the transposition into national law of directives
affecting the internal market. Recognizing the importance of a properly functioning
internal market for the competitiveness of the European economy, the guardian of the
treaties, the European Commission, however, has expressed concern about the poor
Member States’ records. With the so-called Lisbon strategy, Member States agreed in
2000 on mainly five points to make the labor market more flexible, encourage
entrepreneurship, stimulate innovation, spend more on research and complete the
single market. The completion of the single market with explicit reference to the
conclusion of transposition of internal market directives represents a major concern.
In December 2003, the Inter-Institutional Agreement on better law-making further
emphasized the need for Member States to comply with Article 10 of the Treaty and
calls upon Member States to guarantee legal certainty by ensuring that Community
law is properly and promptly transposed into national law within the prescribed
deadlines to guarantee legal certainty. Non-transposition, otherwise, frustrates further
European integration involving the free movement of goods, persons, services and
capital (Art. 3(1)c). Based on the devastating Kok mid-term evaluation of the Lisbon
strategy (2004), the European Commission laid down an improved strategy, entitled:
Better regulation for Growth and Jobs in the European Union. Again one key
objective in both reports was the timely and correct transposition. Hence, to ensure a
simple and high quality of the regulatory environment in EU Member States, among
others, serious attention to transposition is required.

Given the importance of full transposition and the repetitive nature of Member States’
failure to do so, in 2004, the European Commission, more specificly, urged ‘Member
Sates to re-examine their administrative procedures and practices to ensure that they
consistently meet this legal obligation’ (2004: 9). After more than 30 years of

experience in the monitoring of the EU policies, the European Commission set out a



number of good practices which ‘should be followed by Member States to ensure
better and faster transposition of internal market Directives’ (European Commission,
2004: 48). These recommendations are considered to be the most efficient solution to
the overall European transposition problem, i.e. can ‘be expected to lead to an
improvement in the speed and quality of transposition” (European Commission, 2004:
49).

Six years after Lisbon and two years after the 2004 publication of these best practices,
it is time to see what Member States have done. To what extent do we observe
domestic administrative change and new administrative behavior and practices under
the impact of the EU? Do we see Member States’ administrative convergence around
one administrative coordination model to ensure timely and correct transposition of

EU legislation?

The study is structured as follows: First, it explores the state of art of the existing
Europeanisation literature dealing with administrative convergence. Then, the
analytical framework is embedded in the organizational perspective arguing that
institutions in a ‘shared institutional environment’ (Di Maggio and Powell, 1991) are
likely to grow increasingly similar converging around the most -efficient
organizational form. Thereupon, the European Commission’s administrative best
practices on transposition are presented as the structures and procedures that have
proven to be the most successful. This study finds that there is some evidence that
Member States have converged around the Commission’s best practices. In recent
years Member States have bothered considerably about how to adapt their institutional
settings to obey their membership obligations, i.e. to improve their transposition
records. In a last step, this paper reveals, however, that despite the evidence for some
convergence, Member States’ efficiency diverge independently from their degree of
convergence. Whether the European Commission’s best practices, and the Lisbon

strategy more generally, are useful will be discussed in the conclusions.

LITERATURE - ONE PLUS 27 EU COORDINATION MODELS?



Under the Europeanisation literature label falls a considerable set of studies dealing
with the effect of European integration on national policies, politics and polities
(Wallace, 1973; Siedentopf and Ziller, 1988; Toonen, 1992; Metcalfe, 1994; Pappas,
1995). This study applies a concept which is widely defined as ‘a process by which
distinct structures of governance at the European level affect domestic structures and
domestic politics’ (Cowles and Risse, 2001). More specifically, it is administrative
convergence which is the study’s focus, rather than the evaluation of European policy
outcomes and inputs (Knill, 2001: 17; Olson, 2002). Europeanisation refers to a
process by which ‘administrative change occurs due to membership in the EU’
(Laegreid et al., 2004: 348).

This study identifies three main features of the existing literature: First, the field is
mainly characterized by a number of edited volumes addressing Member States
individually. These studies are often long standing. Dating back to the 1980s, second,
their overall scope is to describe mainly the EU policy making process leading up to
new EU legislation in the Member States (Pappas, 1995; Kassim et al., 2000; Wessels
et al., 2003; Bulmer and Lequesne, 2005). Furthermore, third, they disregard the
interim phase of the EU policy cycle, namely: the national coordination of EU

implementation.

Only few scholars pay particular attention to the transposition phase in single Member
States (Giulinai and Piattoni, 2001; Beyers, Kerremans and Bursens, 2001). In line
with Siedentopf and Ziller, 1988: 87, these scholars conclude that ‘the implementation
of Community legislation follows the same patterns and meets the same obstacles as
the implementation of the respective national legislation.” Hence, policy-making
models in the Member States remain ‘national’, i.e. national particularities persist.
Distinctive national patterns of institutional adjustment ‘emerge as corresponding to a
basic logic of differentiation indissociable from the integration process itself’
(Harmsen, 1999: 81). The argument is that common pressure from Brussels has not
lead national systems to adopt similar methods of organizing the essential

institutional dimension of their EU coordination systems.

To summarize, the administrative convergence literature is long standing and mostly

atheoretical with a lacuna surrounding national transposition processes and their



respective administrative coordination. Addressing the convergence debate, scholars
agree that despite the fact that all national administrations have been undergoing a
‘very drastic process of adaptation through the sudden immersion of the primacy of
European law’, there is not one single national coordination model for EU policy
making. They conclude unapologetic that there is no such one thing rather one plus
twenty-seven EU coordination models. In the following, this study attempts to address
some of the shortcomings and assesses, in the shadow of the Lisbon strategy and the
European Commission’s recommendations towards achieving full transposition of
internal market directives, the administrative coordination models across the EU. The
conceptual framework guiding the analysis follows next.

ANALYTICAL FRAMEWORK - ADMINISTRATIVE CONVERGENCE
AROUND THE MOST EFFICIENT COORDINATION MODEL

Administrative convergence can be understood in institutional terms. Among the most
frequently discussed basic patterns of institutional change is the incremental,
otherwise known as evolutionary, pattern. This entails continuous change in small,
incremental steps along a single path in a certain direction (North, 1998). Scholars
argue that institutional change occurs incrementally through ‘path-dependent
mechanisms of feedback, increasing return, and choice within constraints’ (Campell,
2005: 16). Based on the notion of increasing returns and imperfect markets, North
(1990) argues that evolutionary change occurs around the most efficient solution to
common problems for institutions in a shared environment (DiMaggio and Powell,
1991). Three causing factors can be identified, namely: coercion, mimicry and

socialization (for an overview see Kassim, 2003).

Applying this view to national administrative coordination systems of EU
transposition, Harmsen (1999) argues that the result of ‘optimization [is] a gradual
convergence of national practices around the most efficient solutions to ... common
problems’ (ibid: 84) caused by ‘hard and soft’ rules. In line with Knill (2001), hence,
administrative convergence is defined by the extent to which domestic administrative
styles and structures ‘reveal similar characteristics because of the influence’ of EU

membership.® Driven by a consequentialist logic the anticipated result is



administrative convergence of national practices around the most effective
administrative solutions when transposing EU legislation. EU Member States are
expected to converge around a single coordination model through pressures deriving

from their membership.

With reference to the broader Lisbon talk and the more specific 2004 European
Commission’s best practices to administrative procedures and practices to ensure that
they consistently meet Member States’ legal obligation, the following testable

hypothesis can be derived:

European administrative convergence hypothesis: EU Member States have
converged around the recommended most efficient administrative coordination

model for the transposition of internal market directives.

RESEARCH DESIGN

Dependent variable:

The European Commission’s best practices for national administrations when
transposing EU directives represent the most efficient administrative solution to the
overall European transposition problem leading to a considerable improvement in the
speed and quality of transposition. Twelve recommendations can be distilled and can
be summarized in four groups: the political priority assigned to transposition, the
nature of the administrative coordination, parliament’s involvement and the nature of

national implementing measures.

To assess whether Member States have converged around the most efficient
administrative solution over the last ten years, the study calculates a so-called
administrative convergence ratio. Admittedly, there is no shared concept of
administrative convergence (Olsen, 2002). But, the administrative convergence ratio
may be a small contribution to get a hand on its operationalisation. This ratio score
represents the simple division between the numbers of implemented best practices
with the maximum number of possible recommendations. A convergence ratio above

.6 illustrates that European Commission’s recommendations are being considered.



Scoring above .9 reads as almost perfectly converging around the recommended
administration coordination model. Arguably not every recommendation has the same
weight. National parliaments’ involvement before the adoption of the EU directive
(recommendation 10) might be more important in terms of timely and correct
transposition than so-called correlation tables recommended to be used by civil
servants (recommendation 8). Following the logic of more and less important best
practices for the final success | assigned ‘2’ and ‘1’ points to the recommendations
respectively. This rather crude but manageable measure leads to a maximum score of
18, with six recommendations scoring ‘2’ and six recommendations scoring ‘1’. Table
1 illustrates the European Commission’s recommendations and their respective

salience factor.

[Table 1 about here]

Selection of Member States:

Against the abovementioned conceptual framework, this study chose five Member
States to explore the patterns of administrative convergence across the EU. The
countries included in this study were selected to cover most of the important
dimensions of variation among the European Commission’s areas of recommendation
(policy-system and civil service characteristics). Germany, France, Italy, Greece and
Sweden, offer similarities as well as contrasts. Germany and Italy are federalist
countries, whereas France, Sweden and Greece clearly unitary states (Colomer, 2002).
Some member states (France) are characterized as ‘rationalized” (Knapp, 2004)
parliamentary systems, whereas Sweden clearly has a strong unicameral
parliamentary system (Strom, Miller, Bergman, 2006). Then, interest groups play a
strong role in densely organized society like Germany and Sweden, whereas in Italy,
Greece and France they do not (Mény and Knapp, 1998). Furthermore, Greece and
Italy has a bureaucratic and particularistic bureaucracy coupled with a low level of
professionalism (Papadoulis, 2005) and a crisis-driven approach’ in contrast to the
German or Swedish bureaucracy and their technical and impartial problem-solving

approach.

Data:



To assess the European administrative convergence in five Member States more
generally and to cross-check the assignment of salience factors to the
recommendations, the study extracts data concerning the four groups of
recommendations from the European Commission questionnaire sent to the Member
States in 2004. In addition, | rely on the scarce existing country reports in the
scholarly field, but, foremost, conducted interviews gathering new data of experts and
key players. Interview partners are civil servants involved in the national EU
coordination process in each of the Member States and the European Commission. In
total, 1 conducted 38 interviews in the five national capitals and Brussels which were
either conducted in person or by phone between January 2005 and July 2006.

ANALYSIS

Addressing each of the twelve recommended best practices one by one, the following

section analyses the national administrative coordination models in France, Germany,

Italy, Greece and Sweden.

| Political priority:

Position of coordination body towards ministries:

In France, Prime Minister Raffarin reinforced the transposition issue by introducing a
new Interministerial Coordination body in 27 November 2004. Since October 2005,
the then most important body with regard to the implementation of EU policy,
Secretariat General for Cooperation and Integration (SGCI), was shifted away from
the Ministry of Finance to the Prime Minister at Matignon. Nowadays, the SGAE
(Secretariat General for European Affairs) is directly responsible towards the Prime

Minister.

In Germany, whereas the coordination of EU policy-making has been split up and
somewhat shifting between mainly four institutions to different extent (the Ministry of
Foreign Affairs, the Ministry of Economic Affairs, the Ministry of Finance and the
Chancellery), the German coordination of the transposition of EU legislation has been

always assigned to the Ministry of Economic Affairs.



Whereas the Italian Foreign Affairs Ministry has, for many years, dominated the
preparation and implementation phase of EU policy in Italy, the Coordination
Department of EU policies has become the main coordinating body in recent years. In
2005, the legislative act no.11 of 4 February 2005 introduced an Interdepartmental
Committee for European Community Affairs (CIACE) in the Office of the Prime

Minister coordinating the Italian transposition of EU legislation.

Like in all other member states at some stage, Sweden, since its membership in the
mid-1990s until recently, had an EU Secretariat within the Ministry for Foreign
Affairs coordinating the transposition process. Since 2005, however, the EU Co-
ordination Secretariat in charge of monitoring and coordinating the implementation

has been transferred directly to the Prime Minister's Office.

Greece is often said to have not yet found a workable formula for coordination of the
EU transposition. To improve its stands towards other ministries, however, the
Special Legal Department for the EU has been transferred to the Prime Minister’s
Office in 2005 which has the responsibility for the coordination of the transposition

process.

Regularity of meetings:

In France, since 2004, transposition issues are regularly discussed in the newly
interministerial coordination body. Approximately every two to three months the
Interministerial Committee on transposition jointly chaired by the SGAE and the SGG

supervises and discussed detailed overviews on the progress of transposition.

In Germany, transposition issues have been regularly discussed in high-level meetings
across the federal government since the 1980s. These meetings take place about twice
every month, attended by the relevant directors of all ministries and monthly meetings

of the Secretaries of State for Europe (Europastaatssekretare).

In Italy, since 2005, the Interdepartmental Committee for European Community
Affairs (CIACE) coordinates work with the legislative sector, monitors progress with

the implementation of Community directives and submits the findings monthly to the



Council of Ministers for appraisal. Next to the monthly Council of Ministers meetings
dealing explicitly with problematic transposition issues, the Interdepartmental
Committee for European Community Affairs may convene an earlier meeting with a

‘laggard’ ministry.

While the Swedish coordination of the EU policies has been transferred from the
Ministry of Foreign Affairs to the Prime Minister’s Office in 2005, formal
transposition meetings hardly occur. Whereas the cabinet meets approximately once a
month to discuss, among other things, issues of implementation, it is the widely
applied informal communication among the policy-making and implementation across
and within ministries which are named by all interview partners and that are conduced

via electronic communication, phone calls or email correspondence.

In Greece, the Special Legal Department for the EU under the Prime Minister only
sometimes organizes consultations with ‘problematic’ ministries. Whereas general
transposition issues may be also addressed in the Council of Ministers, the regularity
of inter-ministerial meetings remains ad-hoc depending on the urgency of the issue
concerned. Table 2 summarises the findings in terms of political priority.

[Table 2 about here]

11 Nature of administrative coordination:

Inter-ministerial coordination:

In France, the SGAE allocates the task of transposing the directive to the ministries
which normally have already participated in the shaping of the French position in
Brussels. Often this includes two or sometimes three different ministries at the same
time. Since 1993, the SGAE has maintained an overview of all directives requiring
transposition by setting up the before-mentioned implementation table. This data-base
provides information on how the workload associated with transposition is divided
between areas in which parliamentary law is required and those in which
governmental regulations will suffice. But only since 2004, the SGAE convenes

regular meetings of the inter-ministerial coordination body.

10



In Germany, any policy matter is attributed to one department of a ministry, which,
then, works out the draft of the German legislation. If several departments or
ministries are concerned, for example, the principle of ‘Federfiihrung’ is applied, i.e.
one department is assigned the leadership and the final responsibility for the
preparation. Since the late 1990s, the Ministry of Economics has put a database in
place in order to better deal with the administrative challenges (EU
Richtliniencontrolling). The average implementation duration of the individual

ministries, however, is not documented yet.

In Italy, for a long time, inter-ministerial rivalry has prevented any attempt at creating
a body entrusted with inter-ministerial coordination on EC matters (Bindi and Cisci,
2005: 152). The in 2005 established Interdepartmental Committee for European
Community Affairs (CIACE) monitoring the transposition of EC directives into
national law has started to systemize the distribution of the directives between
ministries. While maintaining a database which enables to establish at any time the
record of the performances of Italian ministries, with the backing of the Prime
Minister, it functions as a mediator between the ministries and takes decisions in case

of inter-ministerial rivalries.

In Sweden, since 2002, the EU Coordination Secretariat keeps a list for internal use of
all adopted directives. The responsible ministry is asked to present a time-table for the
transposition of the directive. This time-table is included in the list of adopted
directives. In terms of implementation figures, it is the Swedish National Board of
Trade that keeps a central database where all the latest adopted directives are listed.
Each month a copy of the adopted directives is sent to the EU Coordination
Secretariat that in turn forwards the list to each responsible ministry. The ministries
report back to the EU Coordination Secretariat when they expect to implement the

directive, in which way and what problems may occur.

In Greece, since 2005, the ministries concerned cooperate with the Integrated Office
of Legal Affairs attached to the Prime Minister’s Office, having developed a network
of contacts with the above-mentioned ministries, and providing legal support to solve
the problems encountered. A national data base including all European directives to

be transposed and their Greek national legal instruments is administered since 2003

11



by the Ministry of Foreign Affairs and was not transferred with the Secretariat to the

Prime Minister’s Office.

Intra-ministerial organization:

The way in which the various ministries in France handle transposition varies and is
not based on similar rules of procedure and has not radically changed over the last ten
years (Philip, 2006; Sauron, 2000). In practice, ministries have not reviewed their
structures with the demands of EU work in mind, but rather they have been concerned
not to disturb the internal administrative balances between the old central directorates.
Still most ministries do not have legal affairs unit at the level of a directorate or as a
staff unit of the minister. The only exceptions seem to be the ministries of Foreign
Affairs, Defense, and Economy and Finances and Agriculture, National Education and
the Interior. However, the use of correlation tables seems to be already the dominant
method in the ministries.

Next to the circulars by the subsequent Prime Ministers since 1986, there are
no guidelines of transposition for the individual civil servants. Furthermore, policy-
making teams and transposition teams hardly interact with each other. Here, it is often
a question about number of staff in the different units whether members of the

transposition team joined the working group sessions in the Council.

In Germany, any policy matter is attributed to one department of a ministry (the
Referat) from the beginning of the negotiation process in the Council to the
transposition process. In the meantime, all German ministries consist of an EU
coordination division or at least a specialized unit on EU legal issues. Here, the
responsible department works out a planning schedule for the transposition during the
negotiations in the Council so that the drafting starts right after the adoption of the
text. Normally, members of the policy-making team will be part of the transposition
team. The competent civil servants, however, work out the draft of the instrument
without relying on formal transposition guidelines. The interview partners contend,
nevertheless, that the normal procedure is to set up a correlation table illustrating as
far as possible the correspondence between directives and transposition measures.

In Italy, the level of intra-ministerial coordination on European affairs varies among

the ministries from no coordination at all (Ministry of Environment) to little

12



coordination (Ministries for Telecoms, Health, Treasury, Transport and Agriculture)
to the only example of effective coordination: Ministry of Finance. Here, the unita di
indirizzo has been set up in 1999 at the Director General’s level to coordinate EU
issues (Bindi and Cisci, 2005: 152). Italy does not have any guidelines for the
transposition of EU legislation nor are the transposition teams composed of members
of the policy-making team (due to high rates of fluctuations among civil servants).
This is further aggravated by the fact that no planning schedule for transposition is
worked out during the negotiation phase in the Council’s working groups nor have

correlation tables systematically set up by the civil servants in charge of transposition.

In Sweden, while the Ministry of Justice and the Ministry of Finance have a special
EU department, all other ministries have a legal unit which coordinates the actual
transposition process within the ministry. It is primarily the legal secretariats of the
different ministries that implement the directives; hence, the persons negotiating the
directive are not always the same persons who are responsible for the transposition.
There are, however, regular, informal contacts between these two groups both during
the negotiations as well as during the implementation phase. Moreover, an early
warning system exists through the central database which enables the coordinating
unit to keep track of how Sweden performs. It also includes, among other information,
the planning schedule worked out during the negotiation phase of the directive which
provides information about the latest date for transposition, the responsible Swedish
ministry, what kind of legislation is considered necessary for the transposition and the
estimated date for adoption of this legislation. This database is public information and
accessible by every ministry. In Sweden, only recently, in 2005, the EU Coordination
Secretariat has set up a general note pinpointing to some possible pitfalls for civil

servants transposing directives. Written guidelines, however, are still not existent.

In Greece, since 2005, the transposition teams include more and more often civil
servants following the EU directive from earlier stages in the Council’s working
groups. The responsibility for the transposition of directives lies with the ministries
that participated in the drafting of the directives. However, there are only few
ministries that have specialized units for the transposition of EU legislation. Whereas
the Ministry’s for Agriculture special unit for legal affairs is well organized for the

transposition of EU legislation, it is, for example, the Ministry for Public Health
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which lacks a similar unit leading to considerable delays. In addition, there is no
general rule about the start of the transposition process, nor do general guidelines for
transposition exist. Furthermore, a systematically set up planning schedule for
transposition in the negotiation phase is still missing. Table 3 summarizes the findings
for the second group of recommendations concerning the nature of administrative

coordination.

[Table 3 about here]

I1l. Nature of parliament’s involvement before and after the adoption of the EU

directive:

The French Parliament is immediately informed about directive proposals presented
by the Commission, but it has hardly any influence in the EU bargaining phase. The
National Assembly and the Senate have to adopt an opinion only if the Commission’s
proposal falls under Article 88-4 of the French Constitution; otherwise, they do not
have a compulsory mandate. If Parliament is required to react (on those components
that are legislative), however, fails to communicate while agreement of a proposal by
the Council of Ministers is expected, the minister responsible for the negotiations or
the Junior Minister for European Affairs can ask the Parliament to accelerate their
examination. Since late 2003, the government aims to intensify the debate in the
preparation phase with the help of monthly consultations with the parliament. In
addition, a reduced version of the impact data sheet or fiche® is sent to Parliament.
Parliament lists these proposals in the parliamentary information bulletin and since
2003 MP Christian Philip (in coordination with the Standing Committee on European
Affairs) drafts a yearly report on the state of France’s transposition performance;

known as the Philip report.

In Germany, generally speaking, the federal government has to inform the two
parliamentary chambers before any decision that would become binding EU law — a
decision taken with the adoption of the Maastricht Treaty. Whereas the Bundestag
executed an ex-post control in the past, since 2006, an agreement between the German

government and parliament has considerably improved the situation. It foresees an
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earlier distribution of information about relevant EC documents and a right of
consultation which may even lead to a scrutiny reservation. In the transposition
phase, Germany meets the Commission’s recommendations by sending timetables
right after the adoption and keeping the parliament informed about the transposition

process by reports every three months.

In Italy, with the legge Fabbri (1987) the parliamentary committees receive regularly
all the draft EC decision. In 2005, with legislative act no. 11 this task was even further
enforced by requiring the government to put all draft EU Community Acts and the
preparatory documents for them (including White Papers etc.) before both Houses of
Parliament. Another particularly important novelty is provided by section 4 where the
institution of ‘reserved Parliamentary powers’ which the government must raise
whenever Parliament has not begun, or has not completed, its examination of
Community acts submitted by the Ministry of Community Policies. When this is
done, the government is required to lay the text before both Houses to receive their
opinion within 20 days thereafter. Since recently, he Community act contains the
government’s report to Parliament on the state of conformity between Italian law and
Community law, and any infringement proceedings against Italy, and the case-law of
the ECJ (Giuliani and Piattoni, 2006). Furthermore, it provides a list of the directives
implemented or awaiting implementation through administrative channels; and it
explains the reasons for any failure to transpose directives when the transposition date

has already expired or is about to expire.

Since its membership in 1995, the Swedish Parliament has always been very much
involved in the EU negotiation phase. The Swedish parliament’s advisory committee
on European Affairs was modeled on the Danish committee in most respects. The
Advisory Committee on EU Affairs allows Parliament to consult with the government
which has to inform the Rijksdag about all matters that are dealt with by the Council
and has to confer about Sweden’s positions on important issues more generally
(Johansson, 2003: 377). The responsible ministry has to write a position paper
concerning the Commission proposal which is then submitted to the Swedish
Parliament, preferably no later than five weeks after the proposal has been submitted
to the Council. Then, the government’s position in upcoming Council sessions are

presented and discussed, but the advisory committee is not entitled to instruct
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ministers. The Committee convenes every week ahead of meetings in the EU’s
Council of Ministers and is attended by the relevant minister and advisers, or
exceptionally by state secretaries and under-secretaries of state if ministers are unable
to attend. In the end, it may request a scrutiny reservation and a memorandum from
the government on any case it wishes. In the transposition phase the parliament is kept
informed about developments in the transposition process also for non-legislative acts.
It receives reports every three months including an updated timetable of the
transposition process. Moreover, the report provides an overview of missed deadlines

and reasons for the latter.

The Greek cabinet has an obligation to inform the parliament on all Commission draft
proposals. However, the scope of information that the parliament receives on the EC
issues has been limited and the information transfer is very dependent on the
government. In the meantime, however, they are informed about every Commission
proposal via the Parliamentary Committee for European Affairs, which was
established in 1990. It was the last parliament to introduce, i.e. the ‘only Member
state that did not have such a committee’ (Spanou 2000:174), which meets about
seven or eight times per year. But its influence and visibility is low. Interview partner
argue that it monitors the EU policy cycle in a rather ‘rudimentary and unsystematic
way’. The Greek Parliament is only involved in the transposition process at the stage
where the legislative act is voted (Gange, 2004). Furthermore, it is still not regularly
informed about the transposition of other EU legislation requiring a non-legislative
act. Table 4 summarizes the findings for the role of national parliaments.

[Table 4 about here]

V. Nature of national implementing measures:

Fast track procedure:

In France, two national instruments are of particular interest to adopt legislative
measure at rather short notice. An authorization law (loi d’habilitation), which
provides the government with the authority to adopt ordinances. This instrument helps

since it bypasses a length political debate in both chambers of Parliament and the
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shuttling of a proposal back and forth between the National Assembly and the Senate.
An ordinance only needs to be approved by Parliament in a yes-no vote, without the
possibility of amendment. This instrument has been applied more regular since the
last years. In 2000, 50 directives were transposed using this instrument; in 2004 an
authorization law was approved for the transposition of 23 directives. The other
instrument is the omnibus bill (DDAC). Twice a month for half a day the parliament
has reserved time to examine omnibus bills, which helps to speed up the
parliamentary procedure to adopt a new law. In contrast to ordinances, the omnibus
bill follows the normal parliamentary procedure, which also means that members of
parliament may propose amendments. The omnibus bills are mostly reserved for
politically non-controversial and often technical directives. In the last couple of years
about three omnibus bills have been introduced per year (Philip, 2006) to transpose

EU legislation promptly.

The German set of transposition measures does not provide a fast track instrument
transposing EU legislation. Recently in some exceptional cases, clauses have been
included in laws which provide for the automatic transposition, i.e. dynamic
implementation of EC directives at the moment that they enter into force in the EC. In
rare cases where EC law must be implemented word for word, ‘automatic
implementation’ allows the smooth implementation of a directive. An automatic
implementation clause has been included, for example, in the Road Traffic Ordinance
(Strassenverkehrs-Zulassungs-Ordnung).

In Italy, when urgent action is needed, a decree (decreto legge) may be issued by the
cabinet, and such decree is immediately in force though it has to be later approved by
Parliament to become ordinary law. In addition, although omnibus bills follow the
procedure as a bill they transpose a number of directives covering different policy
areas. One example is the omnibus bills in the late 1980s through which ca. 100
directives of different kind transposed in once. Recently, ‘La Pergola’ is being
reformed suggesting that, in urgent cases, directives can be transposed outside the
comprehensive bill (Giuliani and Piattoni, 2006: 92-93).

The Swedish policy-making system does not provide any acceleration procedures in
case of a legislative act. Greece, to the contrary, allows the adoption of omnibus-bills

17



and prioritizes voting on bills transposing EU directives. Table 5 summarizes the
findings concerning a fast track procedure.

[Table 5 about here]

Summary of findings

Assessing the administrative models for transposition of France, Germany, Italy,
Sweden and Greece, this study finds some evidence of convergence towards the
European Commission’s recommended most efficient administrative model. Over the
last ten years, all Member States have gone through a radical process of change.
Especially over the last two years, since the formal adoption of the European
Commission’s best practices in early 2004, a handful newly adopted legislative and
statutory initiatives across all Member States have entailed adjustments of existing
and the creation of new actors. All five Member States have put in place or have
adjusted specific arrangements for coordinating EU policy implementation and

established special processes and procedures.

In absolute terms, table 6, which reports the administrative convergence scores,
displays that without exception all Member States have attained relatively high
administrative convergence ratio scores. Whereas France, Germany and Sweden score
above .9, Iltaly reached a score of .72 and Greece of .61. Administrative change
implying a reduction of variance and disparition in administration arrangement, more
generally, is found. All Member States have assigned a senior member of government
to coordinate the transposition process; one ministry is responsible for monitoring
transposition as a whole; and civil servants normally use correlation tables when
translating EU legislation into national law.

Nevertheless, these numbers highlight that despite the recent efforts across
Member States and a relatively high degree of convergence around the recommended
administrative model, national differences persist- not only in Italy and Greece.
Recommendation 9 is still not fully implemented by none of the five Member States;

no transposition guidelines exist.

[Table 6 about here]
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DISCUSSION AND CONCLUSION - EVIDENCE FOR ADMINISTRATIVE
CONVERGENCE BUT DIVERGING EFFICACY

To what extent is there support for the European administrative convergence
hypothesis? This assessment shows that there is no prove for divergence. The
interview partners contend that the national administrative coordination models for
national transposition processes have converged mainly over the last two years
following new legislative and statutory initiatives by Member States’ governments.
Although clear differences remain, one cannot speak of ‘various models in the
national administration’s EU model’ like scholars have done in case of national EU
policy-making models (Spanou, 1998). Convergence and change are more typical
than persistence (Laegreid, Smari Steinhorsson and Thorhallsson, 2004);
administrative convergence implying ‘a reduction of variance and disparities in
administrative arrangments’ (Olsen, 2002: 1) proven; a trend towards Europeanisation

of the public service evident (Bossaert et al., 2001: 248).

Wright (1996), however, reminds us that ‘observing the machinery alone is
insufficient’. To account for efficiency transposition figures might give a first
impression. Table 7 presents the transposition deficit figures for the five Member

States over the last decade.

[Table 7 about here]

Table 7 illustrates that transposition records have systematically and steadily
improved across Member States since 2000. Italy and Greece reduced their deficits
from remarkable 11.3% and respectivel0.2% to less than 4%. But also Germany,
France and Sweden improved their records from an average of 7% deficit to below
2%. While one finds a uniform tendency of improvement since the launch of the
Lisbon Agenda, the 2004 stimulus has entailed less systematic effects. Member States
transposition performances have varied considerably. The figures display that only
Germany and France have experienced a considerable improvement in transposition

records since 2004 while Sweden only slightly decreased its transposition deficit. The
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performance scores of Greece and Italy, to the contrary, have even worsened. Greece
and Italy have gone into reverse gear, recording their worst transposition deficits for

many years despite the newly introduced reform programs in both countries.

Why? Do European Commission recommendations understood as measures for
efficiency entail unintended consequences which influence Member States’
performances in a negative way? Whether European Commission recommendations
are helpful or not goes beyond the scope of this study. But, applying these
recommendations as measure for efficiency may entail reverse effects. Two sub-
optimations may be identified in the Member States, namely: a so- called paper

implementation culture and measurement fixation.

Paper-implementation culture:

This analysis has probably only shown that in the departments of the Member States’
ministries a paper-implementation culture reigns. Member States have reorganized
their coordination system on paper, i.e. all coordinating bodies, for example, fall
meanwhile under the direct authority of the prime minister — formally. But, the
translation of the European Commission’s best practices may only lead to informal
mimicking without improvement of performance. European Commission’s
recommendations are followed, the institutional settings formally adapted, but may be
little more than symbolic behavior. And despite the ensuing increased political
priority, interview partner confirm that it is still the approaching deadline for the next
official scoreboards which makes capitals hurry to get transposing measures adopted.
A so-called ‘external evaluation committee-on-visit-effect’. Moreover, the regular
convening coordination meetings among the transposition actors normally only
discuss problematic cases and not the transposition process of every EU legislation.
Hence, not the overall performance is improved, but it is an ‘emergency first-aid
supply’ and does not go beyond.

Measurement fixation:

Measurement fixation is a likely second sub-optimation of best practices. It is often
referred to as the ‘emphasis on single measures of success rather than on the
underlying objective ‘(van Thiel and Leeuw, 2002: 290). Member states instead have

learned which aspects of performance are measured (perverse learning next to positive
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learning by Meyer and Gupta, 1994: 330-342). This measurement fixation ends in a
tunnel vision which “can be defined as an emphasis on phenomena that are quantified
in the performance measurement scheme at the expense of unquantified aspects of
performance’ (Smith, 1995: 284). Aspects of quality, fairness, justice and
accountability matter less and less. Whereas a fast track transposition measure is
advised and found preferred compared to the slower national implementing
instruments (recommendation 12), it may undermine the role of national parliaments.
It is these acceleration procedures that may give rise to legitimacy concerns when
reducing national parliaments’ role to rubber-stamp. Is there no lesson to learn from
Denmark (Dimitrova and Mastenbroek, 2005:1) to synchronize the system of
parliamentary scrutiny with that of EU decision-making, so as to give parliaments

more leverage over the latter process and bolster democracy?

To conclude, the effects of European Commission’s recommendations for the
administrative coordination of national transposition processes may be more or less
effective. But, Member States have not only acknowledged and acted accordingly.
Since 1997, consequently, the EU has placed administrative issues high on the
enlargement agenda. The 2004 round of enlargement, for the first time, included an
assessment of the existing administrative systems (Dimitrova, 2002). Nevertheless,
scholars (Mastenbroek, 2003; Sverdrup, 2004) show that transposition is hampered by
multi-layered governance, a diversity of administrative settings, but also a variety of
legal, cultural and socio-economic contexts and language. Transposition is by no
means an apolitical process. In fact, it seems ‘a prime example of multi-level politics
in practice’ (Falkner et al., 2005: 342). If so, and in light of the reported unintended
consequences of measures for efficiency, this and the findings of the study will
challenge the European Commission and scholars to rethink the degree to how
administrative arrangements matter when transposing EU legislation in Member
States.

Notes:

1 Note that you can think about convergence in a ‘broad’ and in a “strict’ sense.
In the strict sense one can speak of convergence if a decrease in the
dissimilarities between cases over time is observable. In a broader sense, one
can speak of convergence if considerable similarities between cases are
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observable. In the following, this study will the questions ‘whether there is
convergence’ in both senses of the term.

2 Next to information about the background and legal base of the Commission
proposal, the fiche includes an assessment of the impact of the proposal on the
French legal order, the relevance of the proposal to France and the initial
position of the government, based on the discussions between the line
ministries and the SGCI, on the proposal.
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Tables:

Table 1. Presentation of European Commission’s recommendations

European Commission’s recommendation

| Political priority

Position of coordination body 1) Senior member of government at Minister

or Secretary of State level visibly supported
by the Head of Government (factor 2)

Regularity of meetings 2) Monthly discussion of transposition records

to keep up visibility (factor 2)

I1 Nature of administrative coordination

Inter-ministerial coordination 3) One ministry is responsible for monitoring

the transposition as a whole (factor 1)

4) Maintaining a central national data base to
establish at any time the record of the Member
state as a whole and by Ministry (factor 2)

Intra-ministerial coordination 5) Working out of a planning schedule for

transposition during negotiations of the
Directive so that the drafting starts right after
its publication (factor 2)

6) Ministry should have a transposition
contact point (factor 1)

7) The negotiation team in the ministry should
have strong links to the transposition team in
the same ministry (factor 1)

8) Civil servants should use correlation tables
(factor 1)
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9) Transposition guidelines (factor 1)

111 Involvement of parliament

Parliament’s involvement before the adoption
of the EU directive

10) Parliaments are sent directive proposals as
soon as presented by the Commission (factor
2)

Parliament’s involvement after the adoption
of the EU directive

11) They are sent timetables right after the
adoption and kept informed about the
transposition process by reports every three
months (factor 1)

1V Nature of national legal instrument

Fast track procedure

12) The adoption under an acceleration
procedure in case of a legislative act should be
envisaged (factor 2)

Table 2. Political priority

Commission’s recommendation | France | Germany | Greece | Italy | Sweden

1) Senior member of government
at Minister or Secretary of State
level visibly supported by the Head
of Government

X X X X X

2) Monthly discussion of
transposition records to keep up
visibility

) X (x) X

Legend: x stands for full implementation whereas (x) stands for partly implemented policy

Table 3. Nature of administrative coordination

Commission’s recommendation | France | Germany | Greece | Italy | Sweden

3) One ministry is responsible for
monitoring the transposition as a
whole.

X X X X X

4) Maintaining a central national
data base to establish at any time
the record of the Member state as a
whole and by Ministry.

X ) X X X

5) Working out of a planning
schedule for transposition during
negotiations of the Directive so
that the drafting starts right after its
publication.

6) Ministry should have a
transposition contact point

) X ) ) X

7) The negotiation team in the
ministry should have strong links
to the transposition team in the
same ministry.

8) Civil servants should use
correlation tables

9) Transposition guidelines

(x) (x)
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Table 4. Involvement of national parliament

Commission’s recommendation | France | Germany | Greece | Italy | Sweden
10) Parliaments are sent directive X X (x) X X
proposals as soon as presented by

the Commission.

11) They are sent timetables right X X (x) X

after the adoption and kept
informed about the transposition
process by reports every three
months.

Legend: x stands for full implementation whereas (x) stands for partly implemented policy

Table 5. Nature of national legal instrument

Commission’s recommendation

| France | Germany | Greece | ltaly

| Sweden

The adoption under an acceleration
procedure in case of a legislative
act should be envisaged.

X

)

X

X

Legend: x stands for full implementation whereas (x) stands for partly implemented policy
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Table 6. Evaluation of Member States’ implementation of Commission’s recommendations

Commission’s recommendation | France | Germany | Greece | Italy | Sweden
Recommendation no.1 x factor 2 X X X X X
Recommendation no.2 x factor 2 (x) X (x) X
Recommendation no. 3 x factor 1 X X X X X
Recommendation no. 4 x factor 2 X (x) X X X
Recommendation no. 5 x factor 2 X X X
Recommendation no. 6 x factor 1 (x) X (x) (x) X
Recommendation no. 7 x factor 1 X X (x) X
Recommendation no. 8 x factor 1 X X X X X
Recommendation no. 9 x factor 1 x) (x)
Recommendation no. 10 x factor 2 X X (x) X X
Recommendation no. 11 x factor 1 X X (x) X
Recommendation no 12. x factor 2 (x) X X
Total number of implemented recommendation 17.5/18 16.5/18 11/18 13/18 16.5/18
Convergence ratio 0.97 0.92 0.61 0.72 0.92
Legend: x stands for full implementation whereas (x) stands for partly implemented policy.
Table 7. Transposition deficit across Member States 1995-2006
1995 1996 1997 1998 1999 2000 2001 2002 2003 | 2004 | 2005 | 2006
Germany |7.1 6.6 6.4 3.3 45 3.4 2.8 2.4 3.0 3.5 14 1.8
France 7.3 8.2 6.4 5.6 6.2 5.2 3.5 3.1 3.3 3.5 2.4 1.9
Sweden 7.0 6.2 2.7 3.0 4.2 15 0.5 0.7 1.0 1.6 1.4 1.4
Italy 11.3 9.9 7.5 6.4 5.9 3.4 2.6 1.7 3.9 3.0 4.1 3.8
Greece 10.2 8.8 7.2 6.2 7.9 7.3 4.8 2.7 3.3 3.1 3.7 3.8

Source: European Commission 2000-2006 (Asmodee I1).
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|. Introduction

Since May 2004 Cyprus has enjoyed EU membershipwimg what has been
considered the most challenging expansion in thes Bldtory. Along with nine other
Member States, Cyprus was admitted as an equalgoart the Union but in order to
secure accession it had to successfully complet@atbession negotiations and apply
fully the acquis communataire of the EU. This regdivarious domestic changes to
be undertaken. Such changes have subsequenttteaffdomestic equilibriums in
many policy areas and in various ways. This papérewamine the effects of EU
entry in the airline market and more specifically Gyprus’s national flag carrier.
Any effects brought about domestically by EU entyl be assessed by applying
concepts stemming from the literature on Europe&aiois.

Europeanisation, while it is yet a contested tdras become fashionable in academic
literature and can be a useful entry-point for aatgr understanding of important
changes occurring in politics and society (Featbaeess 2003). Various definitions
have been offered but no shared one has emergediéhmiting any definition to a
specific article or book chapter (Olson, 2002).sThaper considers Europeanisation
as a term largely used to describe the EU’s owrgsses and impacts (Featherstone
and Kazamias). A twavay process is involved whereby both top-down aoitioln-

up pressures are evident. On the one hand, the erestaies try to influence decision
making at the EU level by exerting bottom-up pressuwhile on the other, the EU

exerts top-down pressures on the member statestecsacure domestic compliance.

Nevertheless, concerning the recent enlargememtsrenentry of a total of twelve
new member states (ten plus two) there has beeratleerr strict one way
Europeanisation process. As Grabbe (2003) notes,c#ndidate countries were
engaged in an asymmetrical relationship, which gthee EU coercive routes of
influence in domestic policy-making processes. @apelicant countries could not
influence EU policy making from the inside whileethhad a strong incentive to
implement the already existing EU policies, in ardegain admission (Grabbe, 2003:
303). As a result, the Europeanisation pressuis dnly a top-down effect,

experienced domestically by the acceding countries.



Cyprus was no exception to the rule and had n@ogiut to comply with all existing
EU rules and regulations without being able toratte surpass any aspect of the
thousands of provisions included in the ninety Hamd pages of the acquis
communautaire Consequently, the air transport sector in Cyrar to adopt a new
market framework prescribed by the EU, which, délvd examined later on, altered
the prevailingstatus quan the market, affecting greatly the country’sgiely state-

owned flag carrier and the relevant actors.

In trying to fully assess the degree to which thgamal flag carrier has been affected
post EU-entry, this paper is divided in four seesioThe theoretical framework is
analysed in the following section, examining howrdfieanisation theory will be
applied in order to evaluate any effects of Cymueitry in the EU. Developments at
the EU level concerning the airline industry arenthexamined, emphasising the
power gained over the years by supra-national a@bthe European level (namely
the Commission and the ECJ) in securing ‘open stoegurope under a competitive
market framework. Then, follows a section that jptes a brief overall review of the
organisational structure of CY and attempts to eéramy misfits between EU
requirements and domestic procedures. The effédt)entry on the flag carrier are
then reviewed, analysing the attempts of the Cymmsgernment to restructure the
airline under the guidance and restrictiaishe EU. Finally a concluding section is
offered which traces in particular the Europeaiusagffects and processes in relation

to the developments in CY.

Il. Europeanisation — the Theoretical Framework

This section aims aiutlining how Europeanisation theory can be appiregractice
by making reference to the work of Caporaal (2001) and Knill and Lehmkhul
(1999, 2002 The first study examined is the work of Caporasal (2001) which
apply a very influential three-step approach when tryingexplain what triggers

Europeanisation pressures and as a result donséistatural change, focusing on the

! Interviews with Costas Paschalis (Member of therGy Negotiating Team for Cyprus under George
Vassiliou 1998-2003) and Takis Hadjidemetriou (ENegotiator for Cyprus 2003-4); Summer, 2004.



‘goodness of fit’ between domestic institutions &ndopean policies. Their approach

is summarised in figure 1 below:

Figure 1: Explaining EuropeanisatigrCaporaset al (2001)

1. Examinina the aoodness of f:

Decisions taken at the Europnean I

i
v

National institutional settings, rules and
practices

N

A 2. High Misfit B 2. Good fit

A 3. High Adaptational Pressures B 3.Low Adaptational Pressures

@ Mediatina F@

A 4. Outcome: Europeanisation?

The starting point of the Caporasbal approach identifies Europeanisation processes
and those decisions reached at a supra-nationel teat may affect the domestic
setting of any member state. Secondly, a compais@arried out between the EU
requirements, stemming from the first step, and dkisting domestic setting of a
member state, trying to identify a ‘goodness df bigtween the two. Where a low
goodness of fit is identified (i.e. a misfit betweleU policies and domestic structures
exists) then high ‘adaptational pressures’ arige:a@aptational pressures’ Caporaso
et alrefer to ‘the extent to which domestic institusomould have to change, in order
to comply with European rules and policies’. Hoeegven when a misfit is traced in
the second step (Step A 3 in figure 1) leading dapsational pressures for the
member state to comply, it must not be taken fantgd that such changes will occur.

In fact it is the domestic mediating factors thall wetermine whether the changes



will actually be brought about in response to thedpeanisation pressures. Such
mediating factors include multiple veto points, fiagidg formal institutions, political

and organisational structures, the differential emgrment of actors and learning.

The second study examined is the work of Knill &ethmkuhl (1999, 2002). Their
research goes a step further and seeks to analygeerf why there are varying
patterns of institutional adjustment, since eviderstiggests that there is a great
variety in domestic patterns of Europeanisatiorthkir analyses they provide a more
comprehensive framework for explaining the domestipact of European policy
making. They make an analytical distinction betwé@m®e mechanisms - positive
integration (institutional compliance), negativetegration (changing domestic
structures) and framing integration (framing dontesieliefs and expectations) —
where each mechanism requires a distinctive apprtwaexplain its domestic impact.
The mechanism involved in each example is considéne most important factor
when investigating the domestic impact of Europsation. The following section
will identify under which mechanism the airline usiry should be included by

reviewing the European airline market and receetveat developments.

lll. The European Airline Industry

The airline industry has been succinctly describgdRigas Doganis as a ‘paradox’
(2006: 27) since on the one hand it is one of thstimternational industries in terms
of its operations, while on the other, in termsoafmership and control it is almost
exclusively national. National flag carriers, ladsgeor completely owned by
governmentshave traditionally enjoyed a monopoly status in doenestic markets
and determined ticket prices through bilateral egrents which eliminated any
competition. Politicians were content with a diggdrmarket over which they had full
control even if it downgraded consumer and comraérnierests. The overall result
was the prevalence of inefficient organisations nehgolitics overshadowed

efficiency and a corporate mentality.



Doganis (2006) outlines certain characteristics #nea more or less common to state
owned airlines, which suffer from what he namediatressed airline syndrome’.

These characteristics common to national flag eegiinclude:

» serious financial difficulties;

» over-politicised, over-unionised and overstaffedgfl carriers, with the
government of the day intervening directly in thamagement of the airline;

* a multiplicity of unions which tend to very powelrand militant;

* a lack of clear strategy due to lack of managensentinuity which can also
be attributed to political developments;

* abureaucratic and over-centralised management; and

* arelative poor service quality, both in the aid am the ground.

Nevertheless, despite the above characteristias, rélgulatory system based on
protectionism and non-existent competition allowsdth national companies to
survive. Bizarrely consumers did not react eitloathe aid granted to these companies,
at the expense of the government’s budget, ordatiustifiably high ticket prices. In
trying to explain this attitude towards the natioflag carriers Sochor offers a
plausible explanation. Sochor (1990: 182) commdmés a national flag carrier is
considered a symbol of power, easily identified i@me or national colours, that
displays the flag of the country around the woithe very existence of the flag
carrier, Sochor continues, indicates that the nat® distinctive, efficient and
progressive. As a result public support could b, thus providing good ground

for the state to intervene and assist the natiaini@he in various ways and forms.

The breakthrough that allowed substantial stepspn up the European skies only
came after the Single European Act of 1986, whiaied at creating a single market
for EU members, allowing the free movement of goaasvices, people and capital.
Doubtful politicians at the time were still hesitato picture the single market

including the air transport sector but graduallg thommission, which has overall

taken charge of securing the success of the singl&et project, extended its sphere
of influence to include the airline market. In fathce 1986 the balance of power in

the airline market has changed dramatically, wite Commission advocating in



favour of a limited role for the state and promgtifair competition between all

airlines, whether national or private. Nevertheleagy competencies currently
enjoyed at a supra-national level by the Commissi@ame only gradually with the

implementation of the three liberalisation packame$987, 1990 and 1992, and by
applying fully the EU competition rules in the aid market (Armstrong and Bulmer,
1998).

The three liberalisation packages specifically airteegradually liberalise the market
avoiding thus any shocks in the market from an ptbchange in the status quo. By
the end of the third package, barriers to entryamdigg any destination, either
between or within member states, were lifted antdonal restrictions on ticket
pricing were removed, preventing thus price cotlosi Furthermore and most
importantly, the EU competition rules were to apphy the market, aiming to
eliminate all kinds of anti-competitive behavioundatargeting practises which
distorted competition to the disadvantage of thasomer. More specificallythe

three broad areas covered by the competition inldade monopolies and mergers,

cartels and restrictive agreements, and finalbtesaid.

Coinciding with the introduction of the third pagein 1993 was the worst crisis
experienced by the air transport in the historycommercial aviation that caused
severe financial difficulties to all airlinesThe Commissionin order to mediate and
moderate liberalisation processes and ensure tigdthaotic effects’ of liberalisation
were avoideddecided to allow a last chance for modernisatiod @estructuring to
state-owned airlines (Lavdas and Mendrinou, 1999: As a result it adopted a more
pragmatic approach allowing for ‘a one time, lastet state aid that would secure the
restructuring of the company and its future corgshexistence without government
interference. Member states were obliged to agpm@y rescue and restructuring plans
to the Commission and if approved the state cdudh provide a specified financial
aid to the national airline. This strict processdiealing with problematic national
airlines has alsbeenapplied to the countries that have joined the Hth the latest

enlargements.

2 In the period 1991-4 the airline industry expecieththe worst financial crisis in its history, witfe
world’s airlines collectively losing $15 billion ifour years. The European airlines were no exceptio
and experienced their share of heavy losses (Dsgad06: 245).



In relation to the work of Knill and Lehmkuhiollowing the implementation of the
third liberalisation package the EU air transpaliqy shifted clearly into the second
mechanism of Europeanisation. The second mechaafsEuropeanisation entails
that no specific institutional model is enforcedthg Commission; rather it seeks to
establish the proper regulation of the market lyhititing certain actions. The EU
requirements in relation to the airlines competmthe European market emphasised,
among other, the opening up of the market anddimination of the monopoly status
enjoyed by state owned airlines, the setting oketicprices bilaterally between
governments and any sort of state aid receivedadyglby the national flag carriers.
Nevertheless, the Commission does not prescribafgpmeasures to be taken at the
national level and instead allows room for eachesta come up with measures that
will allow the national flag carrier to compete ieintly under open skies. Before
examining the effects of EU entry on Canh overview of the structure and mode of

governance of the company will be offered.

IV. An overview of Cyprus Airways (CY)

Cyprus Airways (CY) was established in 1947 whempr@y was still under British
colonial rule. Following the creation of the Cypmepublic in 1960, CY became the
national flag carrier of the island, with the gawaent acquiring just over 50 per cent
of its shares. The company steadily expanded #gsatipns until the Turkish military
invasion of Cyprus in the summer of 1974 and thessquent illegal occupation of
the northern part of the island, which left CY witlo aircraft of its own and the
country with out its main airport in Nicosia. Thigliae restarted operations in 1975
and since then there has been no other major axtsinock to the operations of the
company until the entry of Cyprus in the EU in 20@4s important to note that since
the early 1980s the government has acquired aréQnzer cent of the shares and has
since then remained the majority shareholder ofcttrapany, whileimportantly a

subsidiary chartered airline (Eurocypria) vedsoestablished in 1991.

The ownership status of CY is unique when compaedother public utility

organisations in Cyprus, such as the Cyprus Telewamcations Authority (€ TA)



or the Electricity Authority of Cyprus (EAC). Whikdl companies enjoyed monopoly
status and preferential treatment by the governpatrieast until EU entry, there are
certain key differences between CY, which is a pubbmpany listed in the Cyprus
Stock Exchange, and the semi-governmental orgammsatwhich are entirely owned
by the state. The Boards of semi-governmental asgdons are appointed entirely by
the government for a fixed four year period in cast to the indefinite period the
eight (out of a total of eleven) government-appsinBoard Members of CY enjoy.
Nevertheless, government-appointed Board memberGYofrun the risk of being

replaced at any point in time by the governmerihefday.

Another difference is that CY, being a public compashould, at least theoretically,
experience less government control on certain ssdt@ example, the annual budgets
do not need to be presented to the Parliamenipfamoaal, while the yearly results are
available to the public through the annual repdrfisithermore, when it comes to
hiring procedures, potential employees in CY do Imate to go through the same
fixed processes that semi-governmental organisat@mnthe public service employ
(including written exams and personal interviews)is allows greater freedom to the
company to set its own standards for the hiringp@fsonnel. Of course, how this
elasticity enjoyed by CY has been used by the comp@a matter of debate, since
many argue that it is due to this very lack ofdigules that CY ended up being

overstaffed and inefficient.

The main actors involved in CY are the governneerithe Board of Directors along
with the management and the trade unions. Ovepdlse decades all relevant actors,
one way or another, have contributed in creatingnafficient organisation, grossly
overstaffed and unable to compete in an open mavkbbut government aid. The
Government, as mentioned above, has full authorigppointing eight of the eleven
board members, including the Chairman and Vice-@iea, for an indefinite period
and can replace them at any point in time. As altras has become common
phenomenon in Cyprus, following general electiond a change in government, to
witness a change of the Board of CY as well. Thelyelected government without
delay sets out to replace those members politicafiyliated to the previous
government and immediately pursues to appointws party officials in the Board

thus securing a direct influence on the companyséquently, changes experienced
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in the CY Board have occurred not according to peeformance of the Board

Members but more because of political developments.

The government’s long-term goals for the compamyehaeen to connect the island
with the rest of the world, thus ensuring the imflof tourists on which the Cyprus
economy is dependent, and also importantly it etgpee company at worst not to
incur any loses. CY has more or less fulfilledfitst goal, providing a safe link for
the island with the rest of the world, yet this bagn achieved with a great cost to the
government. Ironically, it has been the case thatgovernment has guaranteed the
company’s survival and profitability throughout nhosf the years by granting
government aid to the company in many forms. Fataince the government
safeguarded a monopolistic environment prohibitimgy competition, it assigned to
CY the handling of the Duty Free Shops in 1996 aithtendet (both in the Larnaka
and Paphos airports), the fuels acquired by CY waresidised while also the
government provided guarantees for the companyemdosecuring thus reduced

interest rates.

The next set of actors involved in CY includes ®Beard of Directors and the
Management team of the company which supposedly biearly defined authorities
and distinct duties. The former are ‘outsiders’the company, responsible for the
governance of CY through the strategic decisiorey ttake, while the latter has
exclusive executive authority and deals with they-aday running and
administration of CY. In practice, however, the gamy has been run with a
completely different mentality. Successive Boartigving the backing of the
government of the day, have traditionally extendbdir role to more than a
supervisory one. The appointed Chairmen of CY Bodrave tended throughout the
years to behave as if they were Chief Executiveic®ff and have regularly
intervened in the daily management of the compahis has undermined the role of
the General Manager who has preferred not to teaahy sort of intervention in his
duties by his superiors (i.e. the Board), since Wuld endanger his own post in the
company. This prevailing situation in the compamg ted to the mismanagement of
CY, since it has given ground for more politicatenvention by the political party

® The importance of the contribution of the Dutyd&hops to CY is clearly outlined in Annex 1
which illustrates the company’s results from 1992006
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appointed Board members. The Board’s mounting émibe in issues such as the
hiring of employees, promotions inside the compapening of new positions and
other, which should have been strictly under thenpetence of the management,
meant that any principles and the corporate méaytatisociated with the running of

the company were sacrificed for the sake of satigfpolitical tasks.

In the interviews conducted for this research is\Waghlighted that because of the lax
hiring procedures existing in CY, Board membersi@aactually proceed with the
hiring of personnel simply to fulfiharty obligations. The management team preferred
not to raise any objections to the Board's prastitleus giving its consent to a
continuous increase in staff numbers that was oeex of the company’s needs. Mr
Frixos Savvides, currently vice-Chairman of CY, wesy critical of the practices
employed in previous years by the Boards of theataythe lack of initiative shown
by the management in bringing these practiceshalta He used strong language to
describe CY as the ‘dumping place of the riff-réffat could not be employed
elsewherée®. Figures from each department’s personnel weréedepy the Human
Resources and Administration manager, but fromirtterview material gathered, it
was evident that there was an excess amount ofl@oewpployed in all company
departments. Mr Evagorou (former member of the B8@and currently MP for AKEL)
highlighted that staff numbers in the accountingadement of CY were comparable
to those of Lufthansa, while Frixos Savvides swddbat of the 128 then employed in
the department only 3 are qualified accountantserimew September, 2006).
Undoubtedly, previous Boards and the Managemer# tiair share of responsibility

for such a state of affairs.

The last group of actors in Ci¥icludes the trade unions that exclusively repregen

employees of the company. A total of five unionsserach representing different
groups of workers (see table 1). The existenceveftfade unions with occasionally
conflicting interests makes the task of satisfymlfy employees’ demands almost
unattainable. Each union’s demands are dealt veiparately by the management or

the board of the company, in contrast to the notiba corporatist model that overall

* Mr Frixos Savvides is not affiliated to any paaithough his was a member of the ministerial cabine
of the previous government. He is considered aessful businessman that has experience in
management and for this reason he has been appbinteresident Papadoupoulos in CY’s current
Board. In the interview taken he expressed hisssaopinion with no second thoughts.
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prevails in Cyprus. Usuallyonce the company gives in to the demands of or@un
then it enters a vicious circle where all unionpext their demands to be met. This of
course has proven damaging to the company sincematter what the cost,
successive governments and boards would ratherthmedemands of the unions than
enter a public debate and possibly see the aicimemunications of the island come

to a deadlock because of a strike.

Table 1: CY trade unions’ share of employees

Union Group of workers it represents Percentage

1. | Synika Includes various professions (represents worké&gdo
from various political groups apart from AKEL)

2. | Sidikek Includes various professions 7%
(politically affiliated with AKEL)

3. | Sypka Air Stewards 12.77%

4. | Asyseka | Mechanics 12.42%

5. | Pasypi Pilots 7%

Source: Figures provided by CY Human Resources and Admatich Assistant
Manager(October, 2006)

On the whole, all CY unions have acquired disprbpoate power and have gained
veto-player status regarding possible developmientise company Tsebelis (2000,

2002) defines a veto player as an actor whose angmteis necessary for a change in
the status quo (i.e. a previous policy outcomefledd, looking at the CY case it
seems that the trade unions are small organiseghgnmhich manage to promote their
interests at the expense of the tax-payers andctmsumers, who are large,
unorganised groups. They are characterised by taseeking behaviour (Krueger,

1974) since by lobbying the government either diyeor indirectly, through the

government appointed Board, the unions actuallyaged to acquire a larger slice of
the cake without increasing their productivity. Aoding to Evans (2003), there are
two prerequisites for union success in rent-seeldirgt of all, above market wages

and other benefits can only be extracted from pns&s which can actually generate

® This was something admitted by the managemerrteo€dmpany, members of the board and party
officials in the interviews carried out, which neteless argued for the right of employees to dsgan
and fight for better conditions.
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such rents. In the case study examined, CY had autdpacity because it had the
political and economic backing of the governmenthef day. The second prerequisite
is the ability to eliminate competition from nonton sources of labour. CY unions
had no such competition since all employees beaammn members once employed
and any individuals seeking employment in CY coodd pose a threat to the well-

organised unions.

Overall, regarding the structure of CY, it is imfamt to highlight that CY enjoyed the
government’s preferential treatment, within a masigic environment, that allowed
for inefficient practices to prevail. Politiciansiespective of party affiliation, once in
office permeated in the company’s corporate strec&und prioritised clientelism and
the satisfaction of party supporters, irrespectfethe cost to the company. In
addition the government of the day ensured that dwampany did not face the
possibility of liquidation by granting directly or indirectly government aid.

Furthermore, political appointees in the comparhosrd were careful in avoiding
industrial unrest that could prove politically dgsby giving in to the demands of the
various ‘rent-seeking’ CY unions which in the lotegm managed to gain

disproportionate power and become agenda-settitagplayers in the company.

The next section examines whether EU entry hasedltihe institutional setting of the
company and if there has been a shift in the balasfcpower among the actors
involved in CY. Did the government manage to fulfdl commitment to open up the
airline market and cease anti-competitive practibes favoured CY? How did the
unions react to the new market framework which gedigzed their previously
acquired rights? Did the unions continue to make of their veto power? Such
guestions will be answered by reviewing the latiestelopments in CY prior and after

EU accession.
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V. The Effects of EU entry on CY

CY operated in a way that clearly violated the Eké#gulations and created a misfit
between the European and domestic level that woetthinly lead to adaptational
pressures for the Cyprus government and CY inqadati. Figure 1 illustrates the key
differences between the EU rationale on the onal leard the traditional mode of
governance of CY on the other. By reviewing thenés@rior andpostEU entry, the
reaction of the domestic mediating factors to Eespures within a new competitive
environment will be examined. The paper will alssess whether the balance of
power in the prevailing equilibrium in CY was cledbed after a redistribution of
powers, resulting from EU pressures. While revigimhe events and assessing the
end resultof Europeanisation pressures the domestic mediadiogrs will not be
treated as independent static variables but instsagariables whose stance towards
certain issues may have changed because of top-dawopean pressures, thus

enabling certain changes to occur.

Cyprus accession negotiations were successfully ptaied by the Clerides

government in December 2002. However, the effe€tthe acquis communataire
would only be fully felt with Cyprus’s accession May 2004, allowing for the

government time to prepare the company for thelehgés lying ahead in the
competitive environment it would soon enter. Néweless, in both terms of the
Clerides presidency (lasting from 1993 to 2003) ¢katre-right governments made
no substantial attempts to alter the functionaliregtof CY, despite advocating in

theory in favour of less state intervention to mnthe national flag carrier more
efficient. Any reconstructive measures adopted woohve been painful for the
employees of the company, causing the reactiohetrade unions and allowing for
political gains for the parties in opposition. Fiatmore, the opposition parties then
and in particular the communist party AKEL, conseteeven partial privatisation as
anathema, while the trade unions clearly prefethedstate to remain the majority
shareholder who dealt with their requests and ddsmabonsequently, as all previous
governments, the Clerides government lacked théigadl will to adopt any bold

measures for the restructuring of the national agier. Any painful, yet effective,

measures that would have boosted the survival pobsmf the company under open

skies were postponed indefinitely.
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Figure 2: Misfit between EU rules and CY

EU pressure: — EU Competition rules place emphasis on certsnas for
establishing a level playing field:

* Monopolies and mergers

» Cartels and restrictive agreements

» State Aid

Top-Down EU
pressures on Cyprus

A 4

Cyprus Airways (CY) setting, contrary to EU requirements:

* Domestic regulations prevented the entry of othiers in the
airline market to compete against CY

» Traditionally ticket prices where set by the goweemts through
bilateral agreements that were restrictive to ahgioprivate firms
wishing two enter the market

» Either directly or indirectly the government prosdlaid to the
company securing its survival (e.g. Duty Free Shagssgned
without tender)

Misfit between EU requirements and CY setting
evident— EU pressures fall primarily on governmeng
and consequently on CY board but the resulting
effects are subject to domestic mediating factors

A\ 4
Domestic Mediating Factor: (Caporaso et al 2001):
e Multiple veto points
* Mediating formal institutions
» Political and organisational structures
» Differential empowerment of actors
e Learning
How will these factors absorb EU pressures?

A\ 4
End Result????(Under negative integration no institutional model
prescribed by the EU)

As expectedthe change of government, one year prior to EUyeritad direct

repercussions on CY. Charis Loizides, CY Chairnsaon expressed his intentions to
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resign, as he no longer had the backing of the g@wernment. His replacement was
delayed for a couple of months until the Presideatle a personal choice to appoint
Constantinos Loizides as the new Chairman of CYJune 2003. Constantinos

Loizides had a very difficult task lying ahead &swould be the chairman to lead CY

in the new competitive environment of the EU.

Upon his appointment, the immediate test for Constas Loizides was the pending
collective agreement with the trade unions. Onfgva months prior to EU accession
and the entry of CY in a far more demanding and peiitive environment, Mr
Loizides had to face the once again disproportmndemands of the union
representatives who did not seem to sense thefaeedst cutting. The CY Chairman
was given the opportunity to make the unions unidedsthat times were changing by
responding accordingly to their demands. Speclficdde Unions at the time asked
for 10.5 per cent wage increases over four yeatsaah per cent increase in fringe
benefits. The CY Chairman counter-proposed eithieua year period with an 8 per
cent increase or a five year period with 10.5 pemtdncrease. Even this minor
amendment proposed by the CY Chairman was rejéstelde Unions who refused to
back down from their demands. In response Conststioizides did not hold on
firmly to his suggested amendments. The local napsp ‘Cyprus Mail’ was very
critical of the CY Chairman and used strong languég criticise his unsuccessful
half-hearted attempt to bid the Unions down, whéeen the pro-government
newspapefHaravgi expressed its dissatisfaction over the generoysipas granted
by Mr Loizides. More specifically he was accusedawbitrarily agreeing to satisfy
the staff unions’ pay demands’ (Cyprus Mail, 9/&2)

The demands of the unions reflected a lack of awem®by CY employees of the new
competitive environment the company was about terePressures from Brussels
were not passed on to CY workers, possibly bec@ypeus was not yet a member of
the EU and the company was still not operating uride close monitoring of the
Commission. However, there is no excuse for thedaonof the Board and the

government officialsto a lesser extent, which should have engaged pmoaess

® It is important to note that it was only by coithence that the previous and new chairmen had the
same surname. The new appointed Chairman had @ct tlitks to any political party and was
considered a successful banker prior to his app@nt.
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whereby the unions would be presented with the setvof rules that would soon
apply for the company. Instead, not much was don@form the employees of the
importance of EU entry and the thus continued tnaled more than what the
company could afford to give.

In the meantime as EU accession was approachiegsyres from the Cabinet of
Ministers were mounting on the CY Chairman, singgractical steps were yet taken
to improve the airline’s finances. The company nggokto record losses close to £30
million in 2003 and it was anticipated that the 20@sults would be even worse
because of Cyprus accession in the EU and themanis losses incurred by the
newly established subsidiar\Hellas-Jet (see Annex 1). What the government
officials criticised most, however, was the deldytlle Board in coming up with
practical solutions to the company’s mounting peotd. Government officials, being
more informed about and conscious of EU effecisgdtto pass on the pressure to the
Board which did not react as swiftly as the goveentnhoped. The two ministers
directly related with CY (Finance Minister Mr Kypnou and Communications
Minister Mr Kazamias), at the time issued publiamiags highlighting the need for
immediate measures to be implemented, criticisheglack of action by the Board.
Nevertheless pressures from Brussels still remaimied theoretical level for the
relevant actors, until Cyprus would enter the EU.

Accession of Cyprus to the EU

Cyprus’ accession to the EU on May thie2D04 drastically altered the playing field

in which CY competed. Most significantly there was end to decades of monopoly
by the national carrier in Cyprus along with thiatgral agreements on ticket pricing
and a ban on state aid to any national compangxfiected, other airlines entered the
market and started to compete with CMelios Airways (a private company based

in Cyprus) andAegean Airlines (based in Greece) announced their plans to compete
with CY and Olympic Airways on their most populardalucrative routes, Larnaka-
Athens and Larnaka-Thessaloniki. The entry oféheg private firms in the airline

market brought the price of airline tickets downutgprecedented CY low levels, to
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the benefit of the consumers, on the one handidotlhe detriment of CY, on the
other.

Table 2: Timetable for developments in CY

Apr 2003 — Following presidential elections Chariszides resigns as Chairman of the Board
June 2003 — New Board appointed by government,gteby Constantinos Loizides

Aug 2003 — New Collective agreement reached betvimard and CY unions which have thgir
demands being met. Meanwhile mid-year results tdvwage losses

May 2004 — Cyprus joins the EU. Acquis Communathilly applies in airline market

Aug 2004 - Strategic Rescue Plan finally presefitgdthe CY Board, something the unionps
initially reject

—

Nov 2004 — After the Board and the unions reacheadtbck in negotiations the Ministry @
Labour offers a mediating proposal, setting a deadior the company and the unions to reply.
The company replies first positively

Jan 2005 — Three out of five unions accept the,pldaile one rejects it and one never replied. The
government gives the green light to the Board totsmplementing the plan while also it |s
submitted to Brussels for approval
Mar 2005 — Surprise job cuts cause industrial urmed the Board is subject to severe criticism.

Ministry of Labour considers the latest actiontod Board as arbitrary and asks for the redundancy
letters to be returned.

Mar 2005 — Among severe criticism Cy Chairman nesid azaros Savvides (Permanent secretary
of Ministry of Interior) is appointed new Chairmand Frixos Savvides as new vice-Chairman

May 2005 — The Commission approves of CY’s resdag pnd agrees to state aid in the form gf a
loan guarantee to € 51 million

Sep 2005 — Restructuring Plan presented by thedBoar

in

Oct 2005 — Unions express their dissatisfactiorr ¢tlve Restructuring Plan and fail to engage
productive negotiations

Nov 2005 — Cyprus government adds further costrmutheasures to the Plan before submitting it
to the EU

Jan 2006 — The Cypriot authorities answer to the@ssion’s questions having in the meantim
gained the approval of the unions

D

Mar 2006 — The Commission, having doubts as to kdretertain elements of the plan complies
with community rules, opens an investigation preced

Mar 2007 — The Commission decided that the Restringt Plan of CY was in line with the
Community rules and compatible with the common reark

" Taking for example the Larnaka-Athens route: tbieet excluding taxes was set at around £30 by
Helios while Cyprus reduced it price from around £i6 order to face the competition

19



CY, already in dire financial straits, was now fddo bring down its ticket prices so
as to maintain its share of the market. Furthermanether instant effect resulting
from accession was that those passengers travédliey destinations were no longer
able to purchase duty-free goods from the airp&tdsequently the profits from the
Duty-Free Shops were significantly reduced in 208 Annex 1), at a time when
these shops were still being run by CY and theitsrefarned were essential for the
company. These changes undoubtedly had an advésean the profitability of the

company and with state aid being prohibited by Btk the future prospects of the
company were rather gloomy. Table 2 offers a sumnwrthe challenges and

difficulties faced by CY post EU entry.

Table 3: Challenges faced by CY

* Government financial aid either directly (e.g. casjections) or indirectly
(e.g. the government guaranteeing a loan for tinepamy), were prohibited by
the Commission under state aid rules

 Any EU airline was free to carry out flights betweany two destinations
within the EU without the approval of the governnsemf the countries
involved. As a result, CY’s monopoly and ticketaerifixing over its most
lucrative routes ceased to exist.

\°ZJ

e The Duty Free Shops could no longer be assignetidgovernment withou
tender while furthermore in the year when Cypruterd the EU and th
shops were still part of the CY Group, duty freegbing no longer applied fo
those flying within the EU, limiting substantialilye profits for that year.

(D=

=

Nevertheless, while the effects of EU entry becatauggible, still no practical

measures had been adopted by the Board for thevauf the company. Only

gradually was there a change in discourse over i@ivwehen the Board Chairman for
the first time publicly outlined the need to targetd reduce labour costs (which
contributed more than 30 per cent of total costsee Table 3) through possible
redundancies and wage cuts, the reaction of thenarwas disheartening. In fact the
unions seemed to be true to their pre-EU entryudti and once again threats of

possible strikes were easily made.

20



Table 4: Costs of labour as a percentage of totaperating costs

1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

% of total | 35.8 | 34.1 | 32.6| 315 3260 342 338 322
costs

SourceCY Annual reports

With mounting financial problems steadily pushingy Goward bankruptcy, the

company was in desperate need of government ad so secure initially its survival

and in the long run its economic viability. Nond#dss, the company’s unrestricted
access to government funds was now prohibited hadyovernment was forced to
follow the procedure prescribed by the European @msion so as to secure a ‘one
time, last time’ state aid. Initially the governmemwould submit a rescue plan,
targeting the survival of the company in the short; and once this was approved,
the government authorities would then submit arwesiring plan, guaranteeing the
long-term viability of the term. The financial astsince is divided in two parts and
each part is granted following the approval of fans. Constructing both plans
proved a complex procedure for the Board of the @amy which had to

accommodate, on the one hand, the pressures cdroimgthe European level that
were reinforced by the government of Tassos Pamadop, and on the other,

pressures from the trade unions, which could nstlyeaomprehend the necessity of
an overhaul in the practices of the company andsesf to surrender privileges

acquired in previous years.

Government officials at the top level (includingetihelevant ministers) intensified
pressures on the Board Chairman to finalise hipgsed rescue plan which had to
comply with the requirements and guidelines of@lmenmission (see table 4). Clearly
the Commission has no intention in prescribingabieial measures to be taken by the
applicant country but instead it sets the framewaithin which the company can

work to find a solution.

81t is worth noting that Doganis (2005) has carrmd a research, the results of which show for
European Airlines the percentage of labour to thal bperating costs lies between the range ofe23 p
cent to 35 per cent. CY is on the on the uppettlohihis range, showing that also in relative teiin
has very high labour costs when compared to othesgean airlines.
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Table 5: Commission guidelines for approving rescukan

The loan guaranteed by the government must:

* be at market rates,

e be warranted on the ground of social difficultiesl dnave no adversg
spill-over effects on other Member States,

* be followed within six months by a restructuringamplthat would
secure the company’s long-term viability,

* be restricted to the amount needed to keep theifirbusiness for the
period during which the aid is authorised and

* respect the ‘one time, last time’ principle

Overall, the construction of the rescue plan waterggthy process. In fact the
presentation of the rescue plan by the Board tathens came in August 2004, more
than a year after the Board had been appointedfite dy President Papadopoulos.
When asked to comment on this delay, the then kinisf Finance Makis Keravnos
shifted most of the blame on the CY Board. Accagdim Mr Keravnos, the CY Board
was fragmented into groups and each group adoptiEteaent approach. As a result,
this did not facilitate consensus. Moreover, thafBidhad unsuccessfully replaced the
entire executive branch of the company and consglyuthe managing team were
confined to being mere spectators of developmeotsitributing the least in

constructing the plan.

Unavoidably the Plan presented included severashhameasures that aimed at
substantiallyreducing the costs of the company. The Plan’s niagus was to
overhaul the flight schedule by terminating the 4poofitable routes (such as those to
Birmingham, Budapest and Warsaw) and to cut dowmerotConsequently the
company could proceed with redundancies and a flegaction. Apart from the
seasonal workers laid off, another 172 of CY’s pmmant staff were to be sacked
according to the plan. The 172 did not include ombrkers directly involved in the
flights that were to be abandoned, since the firdnsales and cargo departments
were also affected. Furthermore, certain benefijeyed by the workers through the
collective agreements of previous years were censdl counterproductive by the

Board and were to be terminated.
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The Plan aimed at opening a dialogue with the wgmthat a joint agreement would
be reached by late August. A unanimously agreed plauld provide greater
credibility to the Cyprus government when preseniinto the Commission in order
to gain its approval. The reaction of the Unionghe proposed plan, however, was
not at all encouraging and reaching a consensusnat short period of time proved
to be a misapprehension. Overall, the unions sanpthn as an attempt to victimise
the employees of the company instead of touchiagrthnagerial pyramid, which for
them had the greatest responsibility for CY’s prigees financial position.

By early September 2004 a first round of negotietizvas completed and nothing of
substance was agreed between any of the unionghantcbmpany. At the time, the
mid year results of CY were announced which revetiat in the first six months of
2004 the company had incurred losses of over £8bmilt became obvious that the
national airline’s liquidity would soon be exhaustnd CY employees started to fear

that the company would not be able to meet itsiftra obligations.

With a second round of negotiations being initiated! with no agreement being
reached yet, the Board made an attempt to stateimgnting certain measures of the
Plan unilaterally. This was done by sacking iniyidl2 employees from managerial
positions and announcing that a further 135 em@sywould be sacked in what
proved to be an imprudent action. The unilatecilad the Board caused a strong
reaction from the unions and strike threats wereeoagain being aired. The

immediate intervention of the Ministry of Labour sveequested and a committee by
the Ministry was composed to resolve the disputeé emme up with a mediating

proposal. Efforts to reach such a compromise wenmetiheless hampered by the
existence of five different unions with conflictingterests that were still in the

process of absorbing the effects of EU entry. Tarther delayed the final proposal

presented by the mediating committee.

Finally, on the 28 of November 2004, a compromise solution was pteseby the
Mediating Committee of the Ministry of Labour, withe Minister of Labour himself
being involved in finalising an overall more moderaroposal (Table 5 includes the

main provisions of the plan). The final deal wassgnted to all relevant actors as a
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‘take it or leave it' option and if not stated otivise the I of January 2005 was

considered the date for starting to implement tleasuares.

Table 6: Main provisions of the mediating proposal

» Suspension of pay increases of a total of 6% fertwo year period
2005-6, as well as a 1% increase in related bendfite pay increase
will be granted in two equal instalments on 1 Jap2806 and 1
January 2008, while the increase in related benefit be granted on
1 January 2006.

» Cutting down sick-leave benefits

* Reduction of Sunday work pay by 50% for staff wagkshifts and
scheduled hours while also abolishing a range pispaplements
while staff are absent on annual or sick leave

» Areduction in wages for management personnel dats oy 5% for
those earning under £30,000 and 8% for those epatiove

» Contributions to the social fund by employees stiantrease from
3.2% to 6.3% thus limiting the contributions of t@mpany from
9.4% to 6.3%

* The catering menu should be simplified thus allgnxior a reduction
in the staff of the department (20 employees)

The Company was the first to accept the plan whiteadline (7 of December) was
set for the unions to answer to the proposal. A week extension was initially
granted to the unions in order to allow them enotighme to fully study and
comprehend the mediating proposal. Notably only twns replied positively in
December while the other three postponed theirsdet until January. By mid
January the pilots’ unions had not yet replied, levlihe cabin-crew union was the
only one to reject the plan. The government, didbaad by the attitude of the pilots,
gave the green light for the Board to proceed \lig implementation of the plan,
despite the one rejection receiVe@onsequently, in late January the company went
ahead and announced that 120 redundancy noticekl weusent out, thus finally
implementing specific practical measures for thevisal of the company. The plan
was also sent to Brussels for approval and the EEtssion was expected sometime
in late April 2005.

® In fact the pilots never officially replied to tipeoposed mediating solution.
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In anticipation of the Commission’s decision, thirnpwas being implemented
without any confrontation by the two non-consentimgons. However, the decision
of the Board to fire 22 chief air stewards, on g¢ihneund that the Action Plan allowed
the company to adopt any additional measures tlatldvstrengthen the survival
prospects of the company, caused major unrestumsinial relations. Such a measure
was not included in the action plan and this urdeem unilateral action by the
company united all unions against the Board. Intalsiction caused the cancellation
of fourteen flights, affecting around 2,500 passgagEven the Communications and
Works Minister Mr Thrasou was critical of the Boaré@ctions and commented that
they could not take decisions over night and exetgm in cold blood violating the
Industrial Relations Code. Furthermore, the Labddmistry considered the
company’s action as arbitrary and asked for themdédncy letters to be returned. All
these brought the credibility of the Board to umpdented low levels and among
severe criticism by all relevant actors, the CY mlo&hairman finally resigned in
early March 2005. He was replaced by Mr Lazarosvidlag, a highly ranked civil
servant (permanent secretary of the Interior Mig)stvhile Mr Frixos Savvides, a
successful businessman and former Minister of Hedlinder the Clerides

government), was appointed Vice-Chairman.

Fortunately for the company, the ongoing events amzkrtainty in the company did
not seem to affect the verdict of the European Casiom which replied positively in
early May 2005, to the rescue plan submitted. Commission decided to authorise
rescue aid for the company consisting of a CY£ 30iom (€ 51 million) loan
guarantee for the next six months so as to allog abthorities to organise the
restructuring of the airline. Having examined th®pgwsed plan the Commission
decided that all five conditions set by the EU wenet and it complied with

Community rules, notably (European Commission, 301, Brussels, 3 May 2005):

* The aid is in the form of a loan guarantee of €niillion (CYE 30 million)
granted at market rates
* The amount of aid is limited to what is needed &mage the short term cash

flow deficit of the company
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* The Cyprus authorities have undertaken to furnisty Commission with a
restructuring plan for Cyprus Airways within six ntbs of authorisation of
payment of the aid;

* The aid is also warranted on the grounds of sersmasal difficulties. 2400
staff members work directly for companies withie @Byprus Airways group,
which is not an inconsiderable number given the %f the total Cyprus
workforce; and

* The possibility of the aid having any adverse spiér effects on other
Member States is limited by its size, its shortatimn and the relatively small

size of the company.

The Commission’s decision added optimism to theigal prospects of the company,
but still the newly appointed Board had a spectfioe limit of six months to
construct a restructuring plan that would gain dpproval of both the EU and the

Unions and at the same time secure the long-teaiility of the company.

Like the rescue aid, the EU had certain criteriat thpplied for any government
wishing to gain permission for state aid as parthef restructuring of the company.
The general principle was that restructuring aid simibe allowed only in

circumstances in which it can be demonstrated ithdbes not run counter to the
Community interest. More specifically a summary tbie requirements of the

Commission is offered in table 6:
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Table 7: Commission Requirements for RestructuringAid

» Eligibility of the firm— the firm must qualify as a ‘firm in difficulty’

* Restoration of long-term viability This must be done within a reasonabl¢
timescale and on the basis of realistic assumptiassto future
operating conditions. The restructuring plan musscdibe the
circumstances that led to the company’s difficsltitnereby providing
a basis for assessing whether the proposed measgesppropriate.
The plan must also provide a turnaround that wililde the company,
after completing it's restructuring, to cover alf icosts, including
depreciation and financial charges.

* Avoidance of undue distortions of competitiol€ompensatory measures
are taken so as to ensure that adverse effectadimg conditions are
minimised. Such measures may comprise divestmentassets,
reductions in capacity and or market presence addction of entry
barriers on the markets concerned. Any measuresveus proportion
to the distortive effects of the aid and, in parte, to the size and the
relative importance of the firm on its market.

* Aid limited to the minimum: real contribution, fred¢ aid — the amount
and intensity of the aid must be limited to thécstminimum while aid
beneficiaries will be expected to make a signiftcaontribution to the
restructuring plan from their own resources, incigdhe sale of assets
that are not essential to the firm's survival (pipbe of ‘own
contribution’), or from external financing at matkeonditions (the
Commission considers a 50% contribution to be gmypate for large
firms)

» Specific conditions attached to the authorisatiéraiol — the commission
may also impose any conditions and obligation®itstders necessary.
For example it may require the Member State to ta&ain measures
(such as the opening up of certain markets, dyextindirectly linked
to the company’s activities), impose certain oliiimas on the recipient
firm or even refrain from granting any other typésid to the recipient
firm during the restructuring period

* Full implementation of restructuring plan and obgance of conditions
The Commission will regard any failure to impleméhé plan as a
misuse of state aid with the possibility of an @ctbefore the Court of
Justice.

* Monitoring and annual report- The Commission must be put in g
position to make sure that the restructuring pthbeing implemented
properly, through regular detailed reports commateid by the
Member State concerned

The Cypriot authorities had to come with a planalhivould actually convince the
Commission that it could provide a turning point the company and at the same
time, it had to gain the acceptance of the unions, sb ithwould become more
credible. Such a plan would certainly include atfar decrease in the operational

costs of the company and consequen@lyY employees would unavoidably suffer
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another round of redundancies and pay cuts. Thenanbeing aware of the possible
future actions of the Board, went on to express ttmcerns and worries over the up-
coming restructuring plan, immediately after the &bproved the rescue aid and the
countdown for the submission of the restructuritemstarted.

On behalf of the Board, a sub-committee was formegshonsible for constructing the
restructuring plan, under the leadership of the @Whairman of the Board, Mr Frixos
Savvides. The rationale behind the plan was strdmiward and it evolved around
three principles: job cutting, cost reduction aegenue enhancement. Overstaffing
and inefficient practices were still a cruel reaftir CY even after the implementation
of the rescue plan, and comments from Mr Savvideewndicative of the situation:
‘CY can no longer afford such luxuries as payingefpeople to wrap sandwiches
when a machine costing £2,000 could do twice thekwohalf the time’. Therefore,
it was not an issue if there would be any redunésntut what troubled the
committee was the number of affected employees tandome up with the best
possible redundancy packages for these peopledditi@n, the operational costs of
each department were to be further reduced whikidgo consultants were to provide

the guidelines for revenue enhancement.

The responsible committee was under pressure tee agmwith proposals swiftly,

because of the strict six month time frame impolsgdhe Commission. All these
were reflected in the public statements made bySslvvides at the time: ‘Time is

pressing and we need to act immediately withoudydelr obstruction. The serious
problems in CY need radical approaches and drastigions to the degree that the
structure and operation of the company will be eptibly altered and if we do not
achieve this in the coming months the chance willdst permanently’ (Cyprus Mail,

30" of June, 2005).

While the committee in charge was in the procesassEmbling the plan, the unions
continued to question the Board’'s approach and ddewh an insight in the
construction of the plan. By mid Septemlide plan had still not been presented to
any of the unions, giving good reason for Synikeexpress its worries about the
board’s negligence in inviting them earlier for daissions. Furthermore, Mr
Demetriou (Synika leader) openly opposed the négest redundancies at a time
when, according to him, all members of staff we@king hard and already being
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paid overtime to cover the extra work highlightiagdifference in opinion between
Board and the Unions. The latter still refusedullyfcomprehend that EU entry had
opened up the market and the restrictive practideish so suited the unions were

removed once and for all.

The plan was finally presented in late Septembdrtha Board provided the Unions
with the philosophy and the mechanics behind tha,phithout going into great detail.
In an interview carried out as part of this reseaMr Savvides analysed the motives
of the Board and commented that the target waaue a specific amount from each
department. This specific amount was determingtierrestructuring plan and it was
not open to bargaining with the unions. The uniamse requested to approve the
plan in principle, yet they were still invited togpose alternative approachescut

down operational costs as long as the end resuitldvbe the same and each

department would save the specified amount outlinede plan.

Initially, the Board’s approach led to the reactmfnthe unions which lambasted the
airline’s board for only presenting the minimum amrhation. Synika insisted on
receiving the studies performed by the externalsattants in full before entering
negotiations, while Asyseka highlighted that allcm&nical staff was essential for the
running of the department which was already reaglii® safety limits. Lastlythe
pilots were the most critical rejecting the restouing plan and warned the board that

if it was ever presented before them again, streagtion would follow.

Irrespective of all the ongoing reactions and opfws the Board went on and
presented the plan to the government which wanssple for its submission to the
EU. The government had only a few days until therdtaber deadline to review the
plan and proceed with any changes, while no unamhdonsented to the Plan. In the
words of Mr Sarris (Finance Ministerfhe government was caught in the horns of
dilemma, where two different constituencies habldgleased. On the one hand were
the people that had to implement the plan and suffeeffects and on the other was
the Commission that had to approve it. The contentrof the two constituencies was
inversely related, since the more the governmethttaliplease one group the less it
pleased the other. According to Mr Sarris, PregitRapadopoulos had an influential
role in deciding where the balance would tilt sife® was determined to save the
airline, no matter how the unions reacted. Theefbe considered that more daring

29



measures were needed to secure the approval @dhenission and thus allow the
government to guarantee the loan to CY. The Presiddong with his Cabinet of
Ministers used European requirements as \ancolo esterno (Dyson and

Featherstone, 1996) to remedy longstanding inefiies in the firm and decided to
introduce even tougher measures before submithiagptan to EU. Such an action
increased the chances of gaining EU approval kerifegd any chances of gaining
union support. These tougher measures introdugeth® Cabinet of Ministers
mainly affected the better paid staff and more Hisady the pilots®.The final

version of the Plan provided a clear message bygtheernment directed to the
domestic actors that there was no turning back thatl the restructuring of the

company was non-negotiable.

The restructuring plan was officially submitted thie 9" of November 2005 and the
Commission in less than ten days came back to sequertain clarifications in
relation to the plan. The Commission was not satistith the contribution to be
made by the company to the plan since, as outiméuke conditions set for approving
a restructuring plan, the company hactcémtribute financially to its restructuring by
selling assets that were not essential for itsigakvThis clause opened the way for
discussions between the Board and the governmegdrdi@g the selling of
Eurocypria, the subsidiary chartered airline of G¥,the government. Separating
Eurocypria from Cyprus Airways guaranteed thathie tase CY closed Eurocypria
would not be dragged along. This also increasedspres on the unions since the
government would have an alternative national earfithe unions did not cooperate

for the survival of the company.

Negotiations went on with the discontented uniavisich continued to threaten with
strike action if their demands were not met. Noterdtow hard the government tried
to explain that the choice was only between resiringy and closure, union bosses
remained defiant, issuing strike threats, demandiegotiations and trying to win
public sympathy. The government’s deadline foruhens’ final answer was set on
the last day of the year. Still on the®3af December only the Mechanics’ Union,

Asyseka, had replied positively to the plan, wiiile other four unions had asked for

19 Following the report by foreign consultants Booz #llen, where it was highlighted that pilots in
CY were among the highest paid in Europe, PresiBapadopoulos had blacklisted the pilots and
aimed in cutting further their wages
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extensions, causing the fury of President Papadopoirhe President commented
that: ‘the government will decide on the future@¥ on the basis that nothing will be
changed on the restructuring plan irrespective leditvthe unions will decide later on’
(Cyprus Mail and Simerini, 3December, 2005). In an extraordinary new year’s eve
the ministers’ cabinet finalised the decision fbe tstate to acquire Eurocypria and
made no other changes to the plan which was agaiseg to the unions for approval

as a last chance to avoid the closure of the coypan

At the time the two cross-sectoral national trad®w federations of PEO and SEK
urged the CY unions to accept the proposed plaK. IB&der Mr Kitenis appealed to

Synika members by highlighting that the plan wathim best interest of the workers.
He justified this since by accepting the plan amstaining CY several other thousand
employment positions would directly or indirectle Isustained and although some
were to lose their jobs, they would be compenségdneasures that, under the
circumstances, could be considered satisfactoradufition, Mr Kyritsis, leader of

PEO, explained that Sidikek would support the psagbplan since it had made
considerable progress on a number of vital isslibsrefore, any reservations the
union had about problems that might arise in ttieréuwere put in writing along with

the acceptance of the proposal (Cyprus MallpbJanuary, 2006).

Despite their overall reluctance, the unionse by one, finally approved the plan,
thus allowing government officials to focus on thefforts to get the green light from
the Commission for the loan guarantee. Fitee government had to brief the
Commission of all related developments to the vesiring plan. A delegation from
Cyprus travelled to Brussels to present the plath @mvince the Commission of its
viability and most importantly that the plan sagsfall the requirements set at the EU
level. For this reason the main provisions of thenpas outlined in Table 7, were
related to cost cutting and the principle of ‘owontribution’ in attempt by the
government to ease the worries of the Commissidnc¢lwgives great emphasis to

these issues.
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Table 8: Main Provisions of the Restructuring Plan

Cost Cutting — In the first 24 months the main emphasis is ost cutting and
selected revenue enhancement. The main targetesitiwe costs by 13 per cent.
This target will be reached by:

(1) Cutting staff numbers by some 20 per cent. Thismaehat of a staff of
1,840 as of T December 2005, 385 will be made redundant. Redwies
will lead to annual savings of approximately CY kiflion

(2) Reducing salary levels for the remaining staff hyaserage of 15 per cen
Ongoing staff costs will contribute another CYP 4éllion to the
company savings

—+

Capital increase — A capital increase of CYP 14 million is intendedtake place
18 months after the plan has been initiated. éixjsected in this all shareholdefrs
(the State along with the smaller principally indival shareholders) wil
participate in proportion to their shareholding.eT8ate will put up CYP 9.8
million (€ 17 million) while the private shareholdécontribution in this capita
increase will be around CYP 4.2 million (€ 7.3 ioitl)

Principle of own contribution and downsizing of firm — By selling Eurocypria tg
the State, CY could use the proceeds from the saleontribute to its
restructuring while the size of the company wasificantly downsized. Theg
price of the acquisition would be determined by inaependent consultants.

VI. Conclusion -Tracing the Europeanisation Effects

This final section aimat providing a summary of the events and tries toymeathem

by applying Europeanisation theory, focusing spediify on the Rescue and
Restructuring Plans that were submitted by the Byputhorities to the Commission.
For each of the plans a table is offered whichioesl the steps taken before reaching
the final outcome, thus making it easier to idgntind trace where exactly EU

pressures made a difference on the CY setting.

When Cyprus became part of the EU, the governmaatahhuge task lying ahead. It
had to make sure that the CY would change its dpearanethods so as to comply
with the framework set at the EU level. This meamimore state aid and as a result a
complete overhaul of the working practices in tbenpany, with emphasis being laid
on the problems of overpopulation in the company twe excessive benefits enjoyed
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by all CY employees. Government officials were tbely direct recipients of
pressures coming from the EU level and they hapatss on these pressures to the
Board. Most importantly, however, the board in cwation with the government
had to alter the attitude of the Unions, which wateustomed to their demands being
met by successive governments, irrespective otdiséto the national carrier and the

government.

Figure 3: Constructing the Rescue Plan

EU CYPRUS GOVT CY BOARD CY Trade Unions
COMMISSION (CY major (representing the (Possible Veto
shareholder) company) Players)
STEP-1: The STEP-2: STEP-3: Unions
Commission has 4 Negotiations reject the Plan and
set of conditions between the Board negotiations reach 4
that must be met fo and the governmen deadlock. Ministry
a rescue plan to gain occur for the of Labour is called
approval for state construction of the to mediate the
aid thus exerting a Rescue Plan. Pla negotiations
down ward pressurg finally presented between the Board
on the government with delay in and the Unions ang
which needs to be August 2004. Aim propose a
these conditions to initiate a dialogue compromise.
with unions
\ 4
MEDIATING
COMMITTEE

(Labour Ministry)

D

STEP-4: The Mediating Committee presents the proposal imelder 2004. Until January threg
unions accept the proposal, one rejects it anchexer answered. The company decides to stajt
implementing the proposal in late January and askhie approval of the EU Commission

EU
COMMISSION

STEP-5: May 2005 - The European Commission approves tloeiegslan and authorises a
rescue aid for CY. The aid consists of a £30 mil®51 million) loan guarantee for the next six
months so as to allow the authorities to orgariise¢structuring of the airline
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The first thing to note when examining the resclenps that at the time, EU
pressures had already become tangible and morefispge opposed to the pre-
accession period. The airline market was alread@ydp competition and experienced
the effects of the third liberalisation packagetiely to airline market, while proceeds
from the duty free shops were significantly redyaatbwing no other option for the
company but to seek state aid. While in previousryesuch a process would have
been straight forward and the government would tesgisted the company, directly
or indirectly, post EU entry the government hadaitow certain procedures in order

to be able to guarantee a ‘last-time’ loan fordhieg national company .

In Step-1 of the graph the top-down pressures ftoenEU to the government are
clearly evident. The government acknowledging thpdrtance EU attributed to fair
competition made sure that even prior to EU erfteyriewly appointed board would
start preparing a restructuring plan for the conyp&@overnment authorities were the
first domestic mediating factor to receive EU pugss and they actually displayed a
willingness to transform accordingly without evaglitheir obligations towards the
EU. Even more, Europeanisation pressures possibsepted the government with an

opportunity to modernise the ailing state-owned ftarrier.

In the negotiations betweehe government andhe Board (Step-2) regarding the
rescue plan the Ministers of Finance and Commupoitatand Works, repeatedly
expressed their dissatisfaction over the delayhef Board in presenting the plan.
Time was working against the survival prospectsttid company which already
started to incur huge annual losses and the gowsrnexpected the Board to act
more speedily. It seems to be the case that thedBddnough in principle was willing

to cooperate with the government it did not sermse immediate need for urgent
measures that would help the company survive im#vwe competitive environment.
This ignorance was also evident when the Boardeur@onstantinos Loizides,

approved of the generous pay rises demanded bynlmns only some months prior

to EU entry.

Following negotiations between the government dredBoard the plan was finally

presented to the unions which did not easily abdfidbpressures and as a result
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blocked the process by initially rejecting the pl@tep-3). The Cypriot authorities
had failed to inform and convince the unions tlaes were changing and that the
need to ease their stance against the company iteh$or the company’s survival.
The action of the Unions proved that domestic ntedjaactors, which traditionally
enjoy veto-player status, can alter the pace whittwEU pressures can filter into the
domestic setting and affect even more the endtreBaé Unions advocated that the
Board violated the existing collective agreements its unilateral decision to
implement certain measures of the plan and thezefonediating committee from the
Ministry of Labour was called to reach a compronbséween the company and the
unions (Step-4). The Ministry of Labour could omgter down the initial rescue plan
if it would gain the approval of the unions. Thedi version of the plan contained less
austere measures but still not all Unions accefitegblan. Nevertheless, the company
went ahead and implemented the mediating committ@ebposal while also it

submitted the plan for approval by the EU.

From the action of the government there are twatgothat clearly illustrate the
effects of Europeanisation. First of all three otithe five unions consented to the
plan, agreeing to cuts in benefits and salariey thed acquired from previous
collective agreements, something that had neveasroad previously in the history of
Cyprus’s industrial relations. It was the first @érthat the unions had agreed to take a
step back and sacrifice privileges gained in previagreements. Secondly, despite
not all five unions officially accepting the plametgovernment gave the green light to
the Board to go ahead with implementing the plad iaitially there were no major
reactions by the unions which did not approve tlaa gnot until the board made a
step further and started to adopt measures natdadl in the final plan presented).
Such an outcome points out that the unions hadhest veto power and had to settle
at least to some extent with painful measures ithdahe period prior to EU entry
would have never been adopted. Considering thengras the most critical domestic
mediating factors, they were no longer independgatic variables but instead they

had shifted, at least to some exteheir stance on the proposals of the government.

The effects of Europeanisation were even more avide the restructuring plan
where specific time limits were set by the EU. Theastruction of the plan was under

the responsibility of the vice chairman of the Bbarho had six months to prepare a
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plan that would not only guarantee the survivaltted company but also gain the
approval of the unions, something close to impdssitheBoard managed to present
the plan to the unions on time (Step-3), who compla of the lack of information

and demanded a more active role and an in-deplises & they were to approve the

plan.

As opposed to the rescue plan, this time the refasdahe unions to accept the
restructuring plan did not trigger the involvemefta mediating committee by the
Ministry of Labour, since the plan was presentedttry Board to the government
unchanged and any adjustment would only be madbéygabinet of ministers (Step-
4). At this point the eagerness of President Pgpaualos to secure the country’s flag
carrier was influential since the government, wktdthe responsibility of submitting
the plan, adjusted the proposed plan but not inag @ meet the demands of the
unions, but on the contrary, it introduced furthestere measures that increased the
possibilities of the plan being approved by the @Guossion. This showed that the
rationale of the government had been entirely foanesed, compared to the pre-
accession period, and its primary motive was tourecan approval of the
Commission in order to be able to guarantee a toadY, neglecting the otherwise
militant unions which in the past managed to shag@eelopments with their strike
threats.

Furthermore, the influence of the Commission on démeendments made by the
government was evident. Indicative of this are dtarifications required by the
Commission after the initial plan was submittedNovember 2005 (Step-5). The
Commission, although it does not prescribe a specdstructuring model to be
adopted by the member states, outlines a frameandkbased on th#twas critical
of the lack of contribution made by the firm to de/n restructuring. Therefore, the
Government in collaboration with the Board decidbdt the state would acquire
Eurocypria from the Cyprus Airways group and thenepreceived would be used
for the company’s restructuring. Eurocypria would kun as a separate airline
focusing on chartered flights while the existendeaseparate state-owned airline
exerted more pressure on the unions. The governmeato pass the message that in
case CY closed down, due to the intransigence efuhions in compromising,

Eurocypria could come in and take over as the cgismational carrier.
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Figure 4: Constructing the Restructuring Plan

EU CYPRUS GOVT CY BOARD CY Trade Unions
COMMISSION (Submitting (representing the (Possible Veto

Authority) company) Players)
STEP-1: The STEP-2: The newly STEP-3:.The

Commission has 4
set timeframe of six,
months  following
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rescue plan, for the
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In the case of CY
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appointed (by the
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September) which
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CYPRUS GOVT
(Submitting
Authority)

STEP-4: The Plan is presented to the government by thedBiespite the Unions’ refusal to approv
it. The government not only rejects the idea ofhérag out to meet the Unions’ demands but
introduces further harsh measures so as to incteasghances of approval by the EU. The
restructuring Plan is actually presented to thewtHin the time limits without the unions’ consent

W

A
EU COMMISSION

STEP-5: The Commission replies within two weeks after sudsioin asking for certain
clarifications and allows the aovernment so

me trafore submittina a final version of the pl

EU
COMMISSION

A

Steg-6: Government presents
CYPRUS GOVT plan to unions (after dealing
with EU demanded
clarifications) as the only
option for survival and finally
CY Trade Unions unions accept it before
government officials travel to
Brussels to present the plan
(January 2006). Any
negotiations occur at the EU—
Cyprus government level and
not at the Government-Trade
Unions level
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It is also important to note that the unions did actually engage in negotiations
concerning possible changes to the plan, but idseecording to Finance Minister
Mr Sarris any ‘give and take’ occurred at the EU CommissioBovernment/Board

level. Finally, when the revised plan was to siitad to the Commission in January
the Unions were simply invited to approve the mant was and with no adjustments
being made to satisfy any of the unions, sincegibnernment would then enter a
vicious circle where each of the unions would wieir requests to be met as well.
The unions reluctantly agreed to the plan but, @sosed to the official government
stance, still their attitude towards the company haet been entirely transformed by
the new post-EU entry setting. More precisely ooeld argue that the unions have
accommodated the pressures in order to avoid tei@ of the company instead of
transforming their overall approach. This was entdéy the reaction of the pilots’

union which once again issued strike threats, duaicritical period for the company,

when the Cyprus delegation was actually presertiaglan in Brussels.

The changes brought about in CY were directly eeldb Cyprus’s entry in the EU
and the application of the EU’s competition polinythe domestic airline market. Mr
Frixos Savvides, the Vice Chairman of the Boardpomsible for constructing the
restructuring plan, was explicit in highlightingathif Cyprus did not enter the EU
then the government of the day, irrespective ofgbligical parties in power, would
continue to find ways to fund an inefficient orgsation so as to avoid implementing
painful measures that would certainly entail atpml cost. The government in office
upon Cyprus’s accession used the European predsucasry out a modernisation of
the national airline that was considered by theomsian anathema. The status-quo
suited them perfectly and due to the power theyiaed in previous years they could
veto any attempt to modernise the airline in theogeprior to EU entry. The
appointed ministers did not oppose or react toniwe reality but have cooperated
well with the Commission, attempting to build acgre relationship something the
EU officials have appreciated. The same of couidendt occur at the employees
level were the reactions and opposition to the gsed measures were intense. The
Finance Minister Mr Sarrjsvhen asked to comment, admitted that the unioriken
airline may have experienced a change in mentafity attitude as regards the role of
the state in the economy but this has been achiaveddisappointingly slow pace.

Evidently, the attitude of the pilots’ union ond¢etgovernment officials were already
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in Brussels to present the plan proves an ongajggeasive attitude form a group of
employees in the company. The pilots initiated ketrthreats and accused the
government of backstabbing, while they have proedeith taking legal measures
against the company at a time when the Commissias still examining the
compliance of the proposed restructuring plan to fégulations and its viability.
Such actions indicate that the Europeanisatiom@®iQyprus flag carrier has not been
a straightforward process, despite the governmewils and determination to
eliminate an inefficient mode of governance thal peevailed in the company over

the past decades.
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Annex 1 -List of Important Officials relevant to Cyprus Airw ays (CY):

Presidents of the Republic of Cyprus:
Glafkos Clerides Feb1993 — Feb 2003

Tassos PapadopoulosFeb 2003 — Still in office

Ministers of Finance:
Markos Kyprianou Mar 2003 — May 2004
Makis Keravnos May 2004 — Aug 2005

Michalis Sarris Aug 2005 — Still in office

Ministers of Communications and Works:

Kikis Kazamias Mar 2003 — Apr 2004
George Lillikas Apr 2004 — May 2004
Charis Thrasou May 2004 — Still in office

Cyprus Airways Board Chairmen:

Constantinos LoizidesJun 2003 — Mar 2005 (Replac€tharis Loizidesvho

resigned in Apr 2003)

Lazaros Savvides Mar 2005 — Apr 2007
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Annex 2—Results of the CY group (including CY and subsidiey groups)

1997 1998 1999 2000° 2001
Group profit/(loss) (3.2) 10 million | 8.8 5.6 4.1
(consolidated pre-tax) | mjllion million million million
CY profit/(loss) (pre- | (3.1) 5.3 3.6 1.0 (2.0
tax and dividend) million million million million million
Duty free profit 0.8 2.5 3.9 55 6.6
attributed to CY million million million million million
Eurocypria (0.9) 2.2 1.3 (0.8) (0.6)
profit/(loss) (pre-tax) | million million million million million

2002 2003 2004 2005 2006
Group profit/(loss) 4.7 (29.0) (41.3)
(consolidated pre-tax) | mjllions | million million
CY profit/(loss) (1.2) (25.6) (45.1) (25.2)
(ol s i million | million | million | million
dividend)
Duty free profits 7.1 7.0 1.9 (62)

million million million thousands
Eurocypria (1.2) 0.5 1.9 (0.1)
profit/(loss) (pre-tax) | mjllion million million million
Hellas Jet profit/(loss) | 18 month period — (12.5) (5.5)

(20.9) million million million

SourceCY Annual Reports

" The 1999 profits include an exceptional incom&4b million that arose from the sale of Equant
N.V. shares

2 The 2000 profits incorporate an exceptional inca€2.5 million, which is the compensation
received for losses incurred during the Gulf crifilowing a relevant decision by the UN
Compensation Commission

13 The 2001 figures include an exceptional incomg®® million, which represents the profit from the
sale of France Telecom S.A. shares
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