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❚ Abstract ❚

This paper examines whether the volatility dynamics can explain the decline in
cross-border loans using data from 20 major banks in the Eurozone area. Our main
empirical hypothesis is that the heightened volatility in the Eurozone peripheral areas
first decreases the financial intermediaries’ activities, which in turn induces the core
banks to reduce exposure on the region.
Using the volatility network technique developed by Diebold and Yilmaz (2014, 2015),
we find that the share of financial volatility shocks emitted from the Eurozone peripheral
banks to the core banks have increased 31% in between the years 2010-2012 and
2013-2015. We also find that the cross-border exposure of core countries has decreased
by 27% during the same sample period.
These empirical evidences add up to the contribution of this article; it bolsters the linkage
of two seminal papers’ theoretical framework (Adrian and Shin 2010a; Bruno and Shin
2015a) on the behavior of financial intermediary through both bank-level and country
level observations by providing empirical evidence.
Keywords: Financial Intermediaries, Procyclical Leverage, Endogenous Feedback Loop,
Volatility Network Analysis, Generalized Variance Decomposition, Eurozone,
Cross-border Lending
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Ⅰ. Introduction
Financial intermediaries are risk-neutral agents who maximize profits subject to risk
measures based on extreme value theory such as Value-at-Risk (VaR) (Adrian and Shin
2010a, 2014). This implies that the intermediaries adjust their balance sheets in a synchronous
and procyclical manner according to the prevailing market conditions.1) The procyclical
behavior results in financial intermediaries allotting greater portion of their wealth on assets
deemed less creditworthy in booms as they can no longer obtain sufficient profit from more
creditworthy assets (Borio 2003; Adrian, Moench, and Shin 2010; Adrian and Shin 2010a).
The behavioral characteristics of financial intermediaries have two major macroeconomic
implications. First, the activities of financial intermediaries affect the supply of credit to both
domestic and foreign economies (Adrian and Shin 2010a; Bruno and Shin 2015a). Second,
the procyclical behavior contributes to the build-up of systemic risk2) through excessive
balance sheet expansion during booms. The accumulated risks manifest in market busts where
rapid systemic contractions in intermediaries’ balance sheets occur (Borio, Furfine, and Lowe
2001; Borio 2003).
The Euro area in the years following the 2008 financial crisis is a prime example of the
abovementioned process as individual sovereign and banking sector risks that had been
accumulated during the prior years began to manifest itself. One evidence can be found in
the increased heterogeneity of interest rates across every sector of Eurozone economies.
Specifically, greater awareness on the financial conditions of peripheral sovereigns and
banking sectors motivated the core area banks to unwind their exposure on the region, thereby
reducing the amount of cross-border lending to the periphery.
The developments on Euro area cross-border lending can be explained through the
theoretical framework on financial intermediaries as their activities are governed by two main

1) Given that bank-based intermediaries are dominant in the Euro area, it is important to highlight that
the bank-based intermediaries exhibit procyclicality albeit at a lesser degree (Adrian and Shin 2010b).
2) Borio (2003) defines systemic risk as accumulated systemic risk from the financial institutions’ common
exposure to similar macroeconomic/financial risks. See Section 2.2.

The 2nd KU-KIEP-SBS EU Centre Research Paper
Competition on EU Studies: Award-Winning Papers

7

factors: price and volatility.3) According to the framework, the decline in Euro area
cross-border lending was attributable to either 1) fall in peripheral asset prices that reduced
the risk-capacity of core area banks, or 2) a rise in peripheral volatility that raised the VaR
constraint of core banks. While it is likely that both occurred simultaneously, individual
channels are worth investigating.4)

Figure 1 Core Intuition of the Paper

Source: We prove that the Step 1 has indeed happened in the Eurozone using the methodology of
Diebold and Yilmaz (2014, 2015). The logical flow leads us to reach step 3 following the
theoretical frameworks (A: Adrian and Shin 2010a; B: Bruno and Shin, 2015a). Finally, we
provide a data as well as an argument of a paper (Cecchetti et al. 2012) that prove Step 3.
This completes the main argument of the paper.

Building on this backdrop, this paper examines whether the volatility dynamics in Euro
area can explain the decline in cross-border loans. Our main empirical hypothesis is that
the heightened volatility in the peripheral euro areas has induced the core banks to reduce
exposure on the region (see Figure 1 for the logical flow). We investigate the volatility
dynamics by employing volatility network technique developed by Diebold and Yilmaz
(2014, 2015).5)
The analysis of Euro area volatility network comprised of 20 major euro area banks show
that the volatility dynamics coincides with the contraction in cross-border lending by core
3) Former determines the risk taking capacity in intermediaries’ balance sheets and the latter influences
the risk constraints.
4) It should be noted that asset price declines are often accompanied by higher volatility, and both are
not mutually exclusive. See Borio (2003), Adrian and Shin (2010a, 2010b, 2014) and Geanakoplos
(2010).
5) See section 2.2 for advantages of using D&Y framework over other volatility measures.
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European financial intermediaries. Thus, the contribution of our work to the existing literature
is that this paper bolsters the linkage of two seminal papers’ theoretical framework6) (Adrian
and Shin 2010a; Bruno and Shin 2015a) on the behavior of financial intermediaries through
both bank-level and country level observations by providing empirical evidence.
The remaining section is organized as follows. In section 2, literature reviews on the
relevant topics are delineated. In section 3, we discuss the econometric framework and
describe the data. In section 4, empirical results are explained to link the theoretical
framework of the papers that we base our explanations on. Section 5 concludes.

II. Literature Review
1. Financial Intermediaries and the Economy
A. On the Behavioral Characteristics of Financial Intermediaries
Literatures on financial intermediaries study the mechanism behind credit facilitation
between ultimate borrowers and lenders. Until the late 1990s, the field was dominated with
literatures that focused on the importance of borrower’s net worth. In the bank-lending
framework by Bernanke and Gertler (1989), asymmetric information between borrower yields
inefficient optimal contract that results in deadweight costs. Since the deadweight cost is
determined by the borrower’s net worth, bank lending becomes procyclical to the business
cycle according to the borrower’s net worth.
Holmstrom and Tirole (1997) improves on Bernanke and Gertler (1989) by including a
second tier comprised of banks to the existing moral-hazard problem between non-financial
corporations and financial intermediaries, and places a minimum equity capital constraint
on banks. The constraint serves as the starting point for understanding the endogenous
behavior of financial intermediaries as banks must adjust their balance sheet according to
6) Refer to section 2.1 for details.
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the prevailing value of their assets (Gertler and Kiyotaki 2010).
Adrian and Shin (2010a, 2010b, 2014) bases their framework on the above literature but
departs from the traditional information asymmetry problem as the activities of financial
intermediaries can sufficiently be explained with a new second moment based constraint.
The incentive structure within financial intermediaries7) motivates them to maximize
risk-taking on a condition that their actions do not trigger insolvencies. Therefore, the
financial intermediaries are risk-neutral agents whose risk-taking capacities are constrained
by risk measures based on extreme value theory such as VaR. Furthermore, the practice
of marking-to-market implies that the intermediaries adjust their balance sheets according
to the prevailing market conditions in a procyclical manner. This behavior results in
procyclical leverage (See Adrian and Shin 2010b).
One important insight from the A&S framework is the negative relationship between
intermediary balance sheet and volatility. Volatile market conditions result in unwinding of
risky assets due to higher VaR. Adrian and Shin (2014) provides micro-foundation for this
behavior and series of literatures by the same authors as well as Bruno and Shin (2015b)
provide both cross-sectional and time series empirical evidences that show the negative
impact of heightened volatility on the leverage and total assets of financial intermediaries.
Geanakoplos (2010) provides a comprehensive theoretical insight into how asset prices cycles
can be caused solely based on the changes in the collateral requirements alone, and shows
that the leverage rises during booms and declines during busts.

B. On Financial Intermediaries and the Economy
While the financial system itself is characterized by a complex web of transactions that
occur between different financial intermediaries, the end-result of their activities is the
facilitation of financial resources from the ultimate lenders to ultimate borrowers. A review
of academic literatures also point to a similar conclusion; regardless of whether one sees
the fluctuations in credit supply from the traditional ‘bank-lending’ channel where credit
7) See Borio (2003).
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expands from improvement borrower’s net worth (Bernanke and Gertler 1989; Kiyotaki and
Moore 1997, 2005) or the endogenous feedback loop where actions of financial
intermediaries contribute to boom and bust in the style of self-fulfilling prophecies (Adrian
and Shin 2014; Geanakoplos 2010), it is evident that the credit supply is procyclical.
The procyclical and endogenous nature of financial intermediaries imply that they allocate
greater portion of their wealth on assets deemed less creditworthy as market booms tend
to lower volatility and, consequently, collaterals/margin requirements (Borio 2003;
Geanakoplos 2010). Furthermore, the incentive structure of financial intermediaries also
motivates the expansion of balance sheets as assets of superior credit quality can no longer
yield obtain sufficient profits due to higher in prices. This process is evidenced by
compression of risk premium during market booms and expansion during busts (Adrian and
Shin 2010a; Adrian, Moench, and Shin 2010).
In regards to the evidences on the effects that the financial intermediaries have on the
macroeconomy, the endogenous behavior of market-based intermediaries have statistically
significant, positive explanatory powers on investment related GDP components (Adrian and
Shin 2010a). For global effects of intermediary behavior, Bruno and Shin (2015a) provides
both theoretical and empirical evidence that the activities of market-based financial
intermediaries have predictive explanatory power on cross-border capital flows, and Borio
and Disyatat (2011) shows the positive relationship between the growth in gross capital flows
and the leverage and the size of the aggregate banking sector.

2. Financial Network and Volatility Spillover Effects
It was not until the 1990s that the interconnectivity of the financial system was widely
investigated in the field of financial economics. Financial volatility matters to many economic
agents; investors need it to invest their assets in an optimal manner, and policymakers want
to minimize the vulnerability of their country’s risk by foreseeing the volatility network.
The concept of systemic risk, though it remains elusive in some sense,8) shares the similar
8) Rochet and Tirole (1996), De Bandt and Hartmann (2000), Billio et al. (2012), and Patro et al. (2013)
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logic. The importance of the financial network is noteworthy in that the recent worldwide
crisis proved to be fatal not only to the countries in danger, but to the countries that are
intertwined. Likewise, narrowing down the topic to the institution-level, the contagious risk
of one institution can be transmitted through the entire financial system. In other words,
systematic risk [that] matters only to the extent there is an impact on the broader economy
(Acharya et al. 2012).
The early work of Allen and Gale (2000) paved the way for the theoretical modeling
of the financial network. This paper served to be the watershed in that it was among the
first to shed light on the importance of financial interconnectivity of institutions in creating
the equilibrium. Subsequent theoretical researches include Freixas et al. (2000), Eisenberg
and Noe (2001), Gai and Kapadia (2010), Elliot, Golub and Jackson (2014), and Acemoglu
et al. (2015). Regarding the volatility spillover effects, it was the Engle et al. (1990) that
pioneered the subject. In this work, the impact of intra-daily volatility spillovers arising from
the new market information is examined using the Generalized AutoRegressive Conditional
Heteroskedasticity (GARCH) model. Other papers generally followed the similar formats in
that they used GARCH type of model in analyzing the volatility spillover effects (Bekaert
and Harvey 1997; Christiansen 2007, Xiao and Dhesi 2010). Baele (2005), on the other hand,
used regime-switching volatility model to complement the overestimation of the persistence
of volatility in GARCH model.
Another strand of literatures focused on producing different methodologies in measuring
the volatility spillover effects. Acharya et al. (2012) introduced the SRISK measure
calculating the capital that a firm is expected to need given another financial crisis. Adrian
and Brunnermeier (2011, 2016) proposed a reduced-form forward looking measure, CoVaR,
the VaR of the financial system conditional on institutions being under stress. The pairwise
Granger causality test and principal components analysis of Billio et al. (2012) revealed an
asymmetry in the connections. Bonaldi et al. (2014) estimated spillovers between funding
costs of individual banks by estimating the financial network through LASSO type estimator.

suggest many different definitions of systemic risk.
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Diebold and Yilmaz (2014, 2015) utilized the Generalized Variance Decomposition (GVD)
of Vector Autoregression (VAR) model to estimate the network connectedness of US
institutions and European institutions.
This paper uses the methodology of Diebold and Yilmaz (2014, 2015). The prime reason
for this choice is that the technique offers insights at both macro and micro-level with great
degree of flexibility (that is, the relationship between nodes can either be analyzed on their
own or be summed up to provide insights at a regional or national level). In addition to
this large scope of analytical insights, the directional share of volatility emitted from one
bank to another can be measured using the D&Y framework. Otherwise, given that we
analyze 20 banks, measuring the absolute volatility impact for 20 banks yields
incomprehensible results; for example, a simple impulse response analysis yields 400 graphs
alone, making it next to impossible to analyze.

III. Econometric Framework and Data Description
1. Econometric Framework for Measuring Volatility Network9)
A. Basic Framework and Forecast Error Variance Decomposition (FEVD)
The fundamental idea of measuring “connectedness” comes from analyzing the variance
decomposition of VAR model developed by Sims (1980). That is, we construct a
th
“Connectedness matrix” whose elements, 
K-step variance decomposition
 (the ij

component), represent the fraction of bank i’s K-step forecast error variance due to shocks
in bank j.
To obtain the matrix elements, we start with the N-dimensional Moving Average (MA)
representation of a second-order stationary unorthogonalized VAR:

9) In this part, we recap the methodology used in Diebold and Yilmaz (2014, 2015) in brief.
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     ε   ε · ε′   ∑

(1)

Where                ⋯ and ∑ is the variance-covariance matrix.
In equation (1),  is the vector of daily range-based volatility estimate of banks of EU
countries. By the construction,  captures the contemporaneous features of the
connectedness, while all the remaining terms (    ⋯ ) capture the dynamic features of
the connectedness.
Following Garman and Klass (1980), we first compute the daily range-based volatility
for banks on a given day as

̂                        

(2)

Where h: the highest price of the trading day, l: the lowest equity price of the trading
day, c: the closing equity price of the trading day, o: the opening price of the trading day
(All the price value was transformed to the log value in our analysis).
Next, we orthogonalize the equation by picking lower triangular  ×  matrix Q such
that     ′  ∑ using Cholesky Decomposition. With this construction, we have
     η   η ·η′   

(3)

where B L  ≡         ≡  ·   B L            ⋯ .

We then have the variance of K-step ahead forecast errors due to jth shock by


′
     ∑ 
     

(4)

Where Ij is a matrix having jth diagonal element as 1 and all the other terms 0.
This FEVD measure, however, is replaced by the Generalized Variance Decomposition
for some reasons that will be discussed in the next chapter.
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B. Why the Generalized Variance Decomposition (GVD)?
The equation (4) is not invariant to the orderings of the variables in the VAR (Pesaran
and Shin 1998). Since financial institutions affect one another in a contemporaneous manner,
we need to have an order-resistant measure. In fact, popular ordering identifications of VAR
model distinguish “slow variables” such as the growth indicator and price indicator from
“fast variables” such as financial variables (Sims and Zha 2006). In our case, however, all
the variables of interest are fast variables, further necessitating the need to employ a new
framework. Generalized Variance Decomposition (GVD) framework by Pesaran and Shin
(1998) achieves our need.


 ′

̃
    ∑       ∑  

∑   ′  ∑  ′   

(5)

Where   is a  ×  vector with ith element as 1 and all the other elements 0. σ  
indicates the inverse of jth diagonal element of the matrix ∑ (Note that this equation is
the same as equation (1) in Diebold and Yilmaz 2015).
Finally, we define





̃

∑   ̃

(6)

Given that the Generalized Variance Decomposition measure starts with the unorthogonalized
setting, the sums of forecast error may not be unity. Hence, we normalize the measures
to make the row sums equal to the unity. Equation (6) accomplishes this. Notice that if
∑ is diagonal, orthogonalized impulse responses and generalized impulse responses coincide

(Pesaran and Shin 1998).
In proceeding to the calculation, we specified two lags following the formal lag selection
procedure (Akaike Information Criterion, AIC). Also, we have used 12th step ahead forecast
errors (K=12) similar to Diebold and Yilmaz (2015).
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C. Notations for the Connected Measures
[Table 1] refers to the connectedness table that functions as a cornerstone for our analysis.

Table 1

K-step ahead Sample Connectedness Table
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Source: Diebold and Yilmaz (2014, 2015).

The last column of the table is denoted FROM and each column measures the total
directional connectedness FROM others to bank i (equation (7)). The second bottom row
of the table, denoted TO, measures the total directional connectedness TO others from bank
j (equation (8)). Note that both FROM and TO do not include the diagonal entry. That is,



 
←•
   

(7)

≠ 



 
•←
   

(8)

≠ 

Finally, the last row indicates the NET total directional connectedness, measured by



  ←•
  •←
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2. Data and Sample Description
The main data used are the daily equity price movements of 20 major Eurozone banks10)
that are listed on the main equity indices for each corresponding country. The selection is
originally based on Diebold and Yilmaz (2015), but we exclude banks that have been delisted
from the equity index due to insolvency or those with insufficient – or sporadic – number
of observations. This was done to maintain uniformity in each sample group and avoid any
significant inconsistencies in our analysis. Furthermore, we have kept the maximum number
of banks for each country at 4 to ensure that our analysis is not biased against countries with

Table 2

Core

Periphery

List of Banks and their Respective Indices and Countries
Country

Index

Equity

Clearing Terminal

Germany

DAX 30

Deutsche Bank
Commerzbank

Xetra

France

CAC 40

BNP Paribas
Credit Agricole

Euronext Paris

Netherlands AEX

ING Group

Euronext Amsterdam

Belgium

BEL 20

KBC Group

Euronext Brussels

Greece

Alpha Bank
FTSE/ASE Eurobank Ergasias
Large Cap National Bank of Greece
Piraeus Bank

Hellenic Exchanges
(DSS)

Ireland

ISEQ 20

Bank of Ireland

Irish Stock Exchange
(CREST)

Italy

FTSE MIB

Intesa Sanpaolo
UniCredit

Borsa Italiana

Portugal

PSI 20

Banco Comercial Protugues

Euronext Lisbon

Spain

IBEX 35

Banco Santander
BBVA
Caixabank

Bolsa de Madrid
(IBERCLEAR)

Source: Bloomberg Terminal (2016).

10) Diebold and Yilmaz (2015) argue that two Swiss banks (UBS and Credit Suisse), though the country
is not a member of EU, should be included in the Eurozone analysis for these two banks play major
role in the global banking system. This paper followed their argument, but omitting the two Swiss
banks did not alter the major empirical results.
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small numbers of financial institutions. The core/periphery was selected based on GIIPS11)
and non-GIIPS countries. Non-GIIPS countries are denoted as core countries and GIIPS as
periphery countries. [Table 2] illustrates the list of the selected banks.
Two sample periods were created to conduct a comparative analysis on the directional
connectedness of the Euro area volatility network. Given that the previous literatures
(Ceccetti et al. 2012; Hidalgo et al. 2015) point to the decline in the flow of liquidity from
core to periphery around 2011-2012, we have set the first sample period from January 4,
2010 to December 28, 2012, and the second from January 2, 2013 to December 30, 2015.
The observations for July 2015 are missing in Period 2 due to Greek stock exchange
shutdown.

IV. Empirical Results
The empirical results section analyzes whether heightened volatility in the peripheral
banking sector was attributable to the decline in cross-border loans by core area banks.12)
Subsection 1 illustrates the change in Euro area volatility network with emphasis on
directional network connectedness from the periphery to core. Subsection 2 shows the
developments in the Euro area cross-border lending.

1. Volatility Network
A. From Periphery to Core
[Figure 2] illustrates the changes in directional connectedness from the peripheral banks
to core banks. Simple glance on the network shows that the share of volatility emitted by
the periphery to the core has increased – this is reflected by thicker arrows.
11) Greece, Ireland, Italy, Portugal and Spain. Depending on the orderings of the acronyms, others call
it PIIGS or GIPSI. In this paper, we stick to GIIPS.
12) The full table report for the network analysis is omitted, but is available upon request.
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[Table 3] offers numerical figures for the [Figure 2]. According to the [Table 3], the total
directional volatility connectedness from the periphery to the core has surged for 9 out of
11 periphery banks, and increased by 31% from 281.85 in period 1 to 369.24 in period
2. The increase was most pronounced in Greek and Spanish banks where the former rose
from 40.62% to 111.15% and the latter from 92.51% to 120.74%. Similar patterns were
observed for Ireland and Portugal, but not for Italy.

Figure 2 Pairwise Connectedness Graph – From Periphery to Core
(a) Period 1

(b) Period 2

Source: Authors’ calculations. ALPHA – Alpha Bank, EUROB – Eurobank Ergasias, ETE – National Bank
of Greece, TPEIR – Piraeus Bank, BKIR – Bank of Ireland, ISP – Intesa Sanpaolo, UCG –
UniCredit, BCP – Banco Comerical Portugues, SAN – Banco Santander, BBVA, CABK –
Caixabank.
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Table 3

Directional Connectedness: From Periphery to Core (In %)
Banks
Alpha Bank

7.62

31.09

Eurobank Ergasias

9.37

34.77

National Bank of Greece

8.28

23.92

15.36

21.37

Bank of Ireland

7.43

8.95

Intesa Sanpaolo

62.01

49.24

UniCredit

52.68

51.04

Banco Comercial Portugues

26.60

28.12

Banco Santander

36.96

46.79

BBVA

35.97

41.67

Caixabank

19.58

32.28

281.85

369.24

Piraeus Bank
Periphery
Banks

Period 1
Period 2
(2010 M1~2012 M12) (2013 M1~2015 M12)

Total
Source: Author’s calculations.

B. From Core to Periphery
Our argument thus far points to the increased directional volatility inflicted by the
periphery to core as an evidence for decline in cross-border loans. However, this argument
is only valid if the share of volatility emitted by the core has not increased. Otherwise,
it is possible that the adverse financial conditions in the core area induced core banks to
withdraw their investments from the periphery in order to obtain higher quality and liquid
assets. While this process can also be explained via the framework on financial
intermediaries, it does not necessarily agree with the conjecture of this paper; that the decline
of cross-border loans to the periphery was caused by financial intermediaries reacting to
the heightened volatility.
[Table 4] depicts the total directional volatility from the core banks to check for signs
of instability in core banks. The table shows that the total directional volatility from core
banks has declined between each sample periods. The directional volatility to every peripheral
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bank (as opposed to the total directional volatility, which measures the impact of one core
bank to both other core and periphery banks) is represented in brackets and exhibits a similar
trend. Finally, evidence of stability in the core area volatility can be seen in the relative
proportion between peripheral and total volatility: 30.7% in period 1 and 31.9% in period 2.

Table 4

Total Directional Volatility From Core (In %)
Banks
Deutsche Bank

Period 1
(2010 M1~2012 M12)

Period 2
(2013 M1~2015 M12)

89.3 (25.96)

85.47 (27.42)

92.31 (25.74)

86.36 (25.13)

BNP Paribas

116.05 (34.69)

101.53 (36.69)

Société Générale

144.05 (41.83)

113.15 (42.63)

114.29 (36.91)

97.19 (35.3)

ING Group

117.34 (40.16)

92.28 (31.67)

KBC Group

82.31 (28.5)

73.97 (24.43)

UBS

68.77 (21.21)

65.87 (13.6)

Credit Suisse

67.74 (18.98)

63.5 (11.62)

892.15 (273.98)

779.3 (248.49)

Commerzbank

Core Banks Crédit Agricole

Total
Source: Author’s calculations.

Finally, the ‘net’ directional connectedness measure in [Table 5] shows that core area
banks are ‘net’ receivers of volatility for both periods. The numbers suggest that the share
of volatility emitted by the peripheral banks have surged in net basis between both sample
periods. This is true given that the directional connectedness from core to others have
declined and the ‘TO’ emitted by the periphery has increased. The net directional
connectedness for core banks have declined from -7.85% in period 1 to -120.70% in
period 2.
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Table 5

Net Directional Connectedness of Core Area Banks (In %)
Period 1
(2010 M1~2012 M12)

Period 2
(2013 M1~2015 M12)

-10.70

-14.53

Commerzbank

-7.69

-13.64

BNP Paribas

16.05

1.53

Société Générale

44.05

13.15

Crédit Agricole

14.29

-2.81

ING Group

17.34

-7.72

KBC Group

-17.69

-26.03

UBS

-31.23

-34.13

Credit Suisse

-32.26

-36.50

-7.85

-120.70

Banks
Deutsche Bank

Core Banks

Total
Source: Author’s calculations.

To encapsulate, the firm-level (that is, bank-level) behavior of financial interconnectedness
from individual Eurozone banks to the regions (GIIPS countries and non-GIIPS countries)
discussed so far proves that the share of financial volatility shocks emitted from the
peripheral banks to the core banks have increased.

2. Developments in Euro area Cross-border Lending
Given the theoretical framework (Adrian and Shin 2010a; Bruno and Shin 2015a) on the
supply of credit by financial intermediaries, we now elaborate on the developments in Euro
area cross-border lending in the context of the above results. The manifestation of sovereign
and banking sector risks in periphery countries led to unwinding of cross-border positions
by core area banks. [Figure 3] illustrates the change in cross-border exposure of core
countries in between the years 2010-2012 and 2013-2015. The cross-border lending from
core to periphery has declined by 27% from $15.43 trillion to $11.15 trillion between the
sample groups. The drop was most pronounced in France and Germany with each country
reducing $1.7 trillion. The values correspond to -22% and -32%, respectively. The decline
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is also evidenced in literature by Cecchetti et al. (2012) and Hidalgo et al. (2015).
Cecchetti et al. (2012) provides evidence on the slowdown by observing that the
cross-sectional relationship between TARGET213) balances and cumulative current account
balances from 2002 Q2 to 2012 Q2 had strengthened. Given the unique monetary transaction
system of the Eurozone, the strengthening of coefficient is only possible under subdued
cross-border liquidity flows. Hidalgo et al. (2015) provides further evidence on the subdued
liquidity flow by performing network analysis on the Euro area interbank market using the
TARGET2 data from June 2008 to February 2014. The authors provide two key results:
1) both total and cross-border transactions have declined over the years especially from 2011
and onwards and 2) network density and the number of active banks began to decline in
2011. These two key results are also reflected in the transaction volumes from core to
periphery countries.

Figure 3 Total Cross-border Claims by Core Countries

Source: BIS CBS Statistics (2016).

13) The TARGET2 system is a payments infrastructure in the Eurosystem that is used for the settlements
of payments connected with monetary policy operations, of interbank payments, and of transactions
related to other payment and securities settlement system (Cecchetti et al. 2012). Subsequently, the
TARGET2 balance is the net figure between the claims and the liabilities of a Euro Area NCB.
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V. Conclusion
Network and financial system are not complete strangers (Haldane 2009). The growing
interest of applying network topology analysis to the financial systems in recent days seems
to contribute to the field of financial intermediation by providing a cornerstone for managing
risk, identifying causality, and many others. As part of that trend, this paper examined
whether the volatility dynamics of Eurozone banks can explain the variations in cross-border
claims using the network methodology of Diebold and Yilmaz (2014, 2015).
The case of Eurozone in the post-financial crisis period came to be the topic of concern,
for the systemic risk that had been accumulated during the pre-financial crisis boom began
to manifest itself in both sovereign and banking sector of peripheral countries. The greater
awareness on the financial conditions of peripheral sovereign and banking sectors motivated
the core area banks to unwind their exposure on the region, thereby reducing the amount
of cross-border lending to the periphery.
Against this backdrop, we have applied the theoretical framework on financial
intermediaries (Adrian and Shin 2010a, 2010b, 2014; Bruno and Shin 2015a, 2015b) to
explore the relationship between volatility and the end-result of intermediary behavior - the
supply of credit. Based on the volatility network topology by Diebold and Yilmaz (2014,
2015), we analyzed the volatility of 20 major Euro area banks. Empirical analysis showed
that the share of financial volatility shocks emitted from the Eurozone peripheral banks to
the core banks have increased 31% in between the two sample periods, and this trend
coincides with the decline in cross-border lending from core countries.
In conclusion, the empirical findings of this paper serve to bridge the theoretical frame
work on the mechanics of financial intermediaries and their resulting impact on cross-border
loans.
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❚ Abstract ❚

This study examines the Energy Union agenda, which is a European Commission (EC)’s
energy policy agenda to govern the energy and climate change policy programmes
holistically among members. There has been many energy-related historical events which
force Europe to unite and act as one. No actual substantial plan has been either pursued
or implemented by EU until Energy Union as a strong agenda by EC. Considering EC’s
active willingness to set the agenda and implement the policy, this study asks the
questions; how does EC pursue the issue-integrated policy agenda? What’s EC’s strategies
behind such agenda? While the attentions on both EU agenda-setting and EU energy
policy are recently attracted by social scientists, theoretical analyses of agenda-setting
and empirical case studies on current energy policy are rare. To comprehend EC’s strategies
of Energy Union as agenda, the study used Princen’s framework of agenda-setting
strategies. It consists of two challenges in putting issue agenda (gaining attention and
building credibility) and two factors actors can influence (venues and frames). This
framework reveals EC’s policy agenda strategies analytically. Furthermore, the analysis
of energy policy strategies shows the glance of how energy security issues are integrated
in Energy Union agenda as strategy and EC’s potential role as a policy (agenda)
entrepreneur.
Keywords: EU Energy Policy, Policy Agenda, Agenda-setting Strategy, Energy Union,
Energy Security, Policy (agenda) Entrepreneurship
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Ⅰ. Introduction
“Current geopolitical events have forcefully reminded us that Europe relies too heavily
on fuel and gas imports. I therefore want to reform and reorganise Europe’s energy policy into
a new European Energy Union. We need to pool our resources, combine our infrastructures
and unite our negotiating power vis-à-vis third countries. We need to diversify our energy
sources, and reduce the high energy dependency of several of our Member States.” said
Jean-Claude Juncker, candidate for president of the European Commission (EC) at that time
and current president of EC, in 15 July 2014 at Strasbourg where European Parliament Plenary
Session was held.
One of Juncker’s arguments out of ten major priorities in opening statement, ‘A New
Start for Europe: My Agenda for Jobs, Growth, Fairness and Democratic Change’ which
gives political guidelines for EC, is to do with energy policy in relation with current events
and policy necessity derived from those. What was interesting is that Juncker stated that
current events as drivers to suggest ‘Energy Union’ agenda. Energy Union is, as further
elaborated in EC’s communication, an EU-wide energy governance plan to bolster its
resilience to (energy) shortages, as well as tackle climate change (European Commission
2015d). This issue-integrated plan was first one ever in European Union (EU) history.
Thinking one more time, Energy Union can be one way to be out of current situation but
not the only way to solve problems. It raises the intriguing questions, ‘why Energy Union
Agenda rise on agenda this time’ and ‘what was the EC’s strategic action to formulate such
agenda/policy’ and so on.
Energy (public) policy of EU is one of the top issues in recent days. Its attention has
originated from EU’s high dependence on energy (both gas and oil), fluctuating oil process,
climate change issue, and the combinations of all. EU’s plan for energy market liberalization
makes this relevant policy issue much more highlighted in particular EU’s context (Buchan
2015). Policy-making on energy will not only affect economic sides of member-states but
also overall political sides on both member-states and European Union, supranational
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organization, itself. Along with these characteristics, academic foci on energy policy in EU
have been various. Since European energy policy per se contains a lot of characteristics of
other policy domains (security policy, environmental policy, and economic policy), some
researchers concentrate focus on economic policy, others address energy policy with
emphasis either on security or on environmental sides, and some others posit comprehensive
views on energy policy. However, few studies put attention on policy agenda itself, and
its theoretical analysis of agenda-setting and empirical case studies on current energy policy.
In this article I join the growing number of scholars who raised the question of agenda
and agenda-setting in EU. However particular research interest will be upon energy policy
agenda. I examine energy policy agenda in EU with case study of Energy Union with Princen’s
theoretical typology to explore energy agenda of EC. In most agenda-setting process,
Commission has been clear political dominating actor at first glance (Peters 1994) and has
both rights to set European Council’s formal or ‘procedural’ agenda by placing before and
ability of policy entrepreneurship to set informal or ‘substantive’ agenda (Pollack 1997, 121-128).
Yet several researches put much attention on other agency’s role other than EC (such as
European Parliament, member states, European Council etc.), Commission has played an
active role in “expanding its initially vague and modest energy related powers to a degree
originally not envisaged by member-states” (Mayer 2008). But its actual dynamics regarding
current interesting energy policy agenda, Energy Union, is not yet well described so far.
This research starts with research questions, ‘What’s EC’s strategy in EU energy agenda
policy?’ and ‘How does EC pursue the interesting energy policy agenda, Energy Union?’
Additionally, how energy security issues are integrated in Energy Union agenda as strategy
also will be discussed. Answering these questions can contribute several empirical findings.
First of all, EC’s characteristics as agenda venue will be examined in detail. Second, energy
policy agenda in EU context will be examined. Several findings from analysis help not only
to understand better on EU energy policy agenda but also to develop Princen’s theoretical
framework by narrowing down subject either as energy policy or EC.
For the purpose of analysis, I divide the article into three-fold when excluding introduction
and conclusion with discussion. First fold is a literature review part of European agenda
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setting and policy making processes in detail. Energy policy agenda will be much discussed
with the role of EC in setting and its policy history. Here researcher introduces the ways
to shape agenda and to find out agenda-setting strategies and in EU policy processes. When
talking about agenda-setting strategies Princen’s four agenda strategies (mobilizing
supporters, arousing interest, capacity-building and claiming authority) will be suggested.
(Princen 2011) Second part deals with the energy agenda case, Energy Union. It briefly
explains what Energy Union agenda is. Third fold uses Princen’s framework in order to
analyze EC Energy Union strategies case. Later, the implications and limitations from the
findings of will be discussed.

II. European Commission and (Energy) Policy Agenda-Setting
Agenda1) means a list of problems, subjects, or issues which policy-makers of government,
organization is planning to deal with serious attention on (Lelieveldt and Princen 2011,
206-208). Agenda-setting accordingly can be described as the process of setting/adjusting
such agenda. Some consider agenda-setting as ‘the characteristic activity of a policy
entrepreneur’ (Kingdon and Thurber 1984; Tallberg 2003). While ‘agenda’ per se highlights
the top of raised problems, subjects, or issues by policy-maker, the latter one, ‘agenda-setting’,
is considered as one important step of policy process.
Both agenda and agenda-setting are engaging subjects American Politics scholars have
developed. The earliest studies of agenda-setting within political science2) are Schattschneider’s
book (originally published in 1960) and Bachrach and Baratz’ article (Bachrach and Baratz
1) Agenda has at least three different types. We have been and will discuss more about ‘policy/political
agenda’, which policy-makers pay attention to. While problems, subjects, or issues media give much
attention are called ‘media agenda’. ‘Public agenda’ includes problems, subjects, or issues citizens find
significant at certain moment. From now on, agenda discussed in this article are ‘policy/political agenda’
unless special explanation is included.
2) As discussed above, the ‘agenda’ I discussed in this article are ‘policy/political agenda’. Obviously,
there are broader literature which media studies and public opinion studies pay attention on. (Dearing
and Rogers 1996)
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1962; Schattschneider 1975). Early American Politics scholars cover such issue with the
power to control the agenda (Green-Pedersen and Walgrave 2014, 2). However, the common
main points of policy agenda research are “the dynamics of how new ideas, new policy
proposals, and new understandings of problems may or may not be accepted in the political
system” (Baumgartner et al. 2006, 960). It’s the point only studying agenda-setting can
provide, when comparing with studies of policy and policy-making, or law and law-making.
It is because the policy and law can be regarded as chosen one out of many agenda.
Meanwhile, EU agenda-setting literatures have received insufficient attention compared to
attention in American Politics. Princen points out that the literatures on EU governance have
covered even more little attention to EU agenda-setting (and its process). ‘EU’ agenda-setting
can be distinct when comparing with studies on international relations, EU governance, or
agenda-setting in domestic politics (Princen 2007, 21-22). But not enough continuous research
approaches towards EU agenda-setting are ongoing nowadays. This article can be understood
within such theoretical progress trials to fill some research gap. Some argue the importance
of comparative political views on studies of agenda-setting (Baumgartner et al. 2006), EU
agenda setting can be more important and special than just comparing within states.
The beginning of EU agenda-setting literatures roughly go back to Peters’ article (1994).
Peters’ article argued that EU’s “characteristics permit the EC to consider a wider range
of policies and policy alternatives than might an individual nation state” (Peters 1994, 9).
This would mean that EU policy-making settings are not characterized by having one or
few veto players, rather than by many players in ambiguity. (Hegweg 2015, 90) It partly
shows why EU agenda-setting is different from domestic politics and its dynamics.
Moreover, Princen points out three virtues studying EU agenda setting can contribute. First,
agenda-setting studies may help to understand structural biases inherent in EU policy-making.
Second, it also contributes to overall understanding of policy-making which helps to magnify
political actors’ determination. Third, understanding of agenda-setting may shed more light
on the understanding of the development of European integration more generally (Princen
2007, 22). Here come EU’s multi-governance and supranational characteristics discussions
take into place (Pollack 2005).
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Research program on the role of political institutions, actors, and issues in agenda setting
did not emerge out of the early (American politics) agenda-setting literature (Green-Pedersen
and Walgrave 2014, 2). Current EU agenda setting studies is in a similar situation. Therefore
similar research questions still can be arising in EU setting. At least there are three ways
to develop further discussion on EU agenda-setting. First way is from looking closely on
policy domains EU have. EU is not specialized agencies, which cover specific one policy
domain. It is more like national government in a way EU has to cover many policy domains.
However, the dynamics of agenda and agenda-setting is very different as all policy domains
have different policy modes in detail (Wallace et al. 2010). This implies that sticking into
one or two policy and agenda domain(s) in depth can help further understanding of EU
agenda and its process. It is notable that EC also has bureaucratic systems with various policy
domains. As if national governments have ministries, EC has Directorates-Generals (DGs).
This article covers one part of (EU) policy domains, which is energy. Along with revisiting
interest on EU agenda-setting studying since mid-2000s, scholars have resumed to discuss
energy policy agenda. Current scholarly attention is both from interesting relations within
EU institutions and current interest of energy in both European and World politics by
researchers. [Figure 1] briefly shows that how the number of energy agenda covered has
been changed from 1975 to 2014 in European Council3). It shows that ranking of selective
policy agenda domains in EU based on documents of European Council during from
1975-2014 in five-year period interval (Alexandrova 2015). As yellow solid line in [Figure
1] is the most fluctuating one in given period, it is easy to see that energy agenda suffer
drastic changes in recent decades.

3) For purpose of sketch over EU salience change in energy agenda 1) comparing with other policy domain
and 2) comparing trends over time in general, I used European Council Agenda, not EC Agenda. For
more details on the energy policy agenda change in Commission, see Biesenbender (Biesenbender 2015,
26-28). It contains number of preparatory acts and legislative acts on energy issued by EC. As it covers
number of acts it could not show exact dynamics of importance and prominence over time, yet it shows
the sketch on trends on acts.
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Figure 1 Selective Agenda Domains’ Ranking Orders in European Council
Document from 1975 to 2014 (Five-Year Period)

Ranking Order

Years (Five-Year Period)

Note:

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21

1975-1979
1
2

1980-1984
1
2

4

4

6
9

14

1985-1989
1
2

7
9

7
10
11

13

1990-1994
1
3
4

1995-1999
1
2

2000-2004
1
2
3

5

8
9

2010-2014
1
2

5
6

9
10

9

16

15
16

14

2005-2009
1
2

8

4
7
8
11

14

20

Defence

Energy

Environment

External Trade

Foreign Affairs

Macroeconomics

The data used in [figure 1] came from Alexandrova (2015). Her study, which analyzed
agenda in the European Council from 1975 to 2014 with special emphasis on
after-Lisbon-Treaty period, was conducted with data from projects initially within the
framework of the EU Policy Agendas Project (Alexandrova et al. 2014) and later included
data for missing part (2013 to December 2014). Data were collected from all types of
documents produced by the European Council. For more details on the data and its coding
rule, see European Union Policy Agendas Project websites at http://www.policyagendas.eu/.

Source: The author referred Alexandrova (2015)’s Annex III (Ranking Order and Attention to All Topics
across Five-Year Periods) and selected six policy domains, which are either EU’s most covered
policy or loosely related ones with energy policy agenda domain, as I explain in later section.

Energy was fourth agenda during 1975-1979 period. The high saliency at a given point
was owing to the international Oil Crises. That was the primary reason energy agenda was
one of top four out of twenty one policy agenda domains.4) After that period, energy agenda
was almost off the top agenda for approximately twenty years (Alexandrova 2015, 59). Later,
in recent ten years, energy agenda ranked fifth and fourth out of twenty one, respectively.
4) Following are twenty one policy domains in Alexandrova (2015): Agriculture, Business and Finance,
Civil Rights, Culture, Defence, Education, Employment, Energy, Environment, External Trade, Foreign
Affairs, Governance, Health, Immigration, Law and Crime, Macroeconomics, Natural Resources and
Territories, Regional Policy, Science, Social Policy, and Transport.

36

제2회 KU-KIEP-SBS EU센터 대학(원)생
EU 논문공모전 수상논문집

It tells focusing events and detailed and routine monitoring at given time help the prevalence
of energy policy agenda (Alexandrova and Timmermans 2015). These kinds of analyses of
agenda on one or two policy domain(s) help to shed much brighter light on agenda-setting
literatures in any context.
Second, other way to develop EU agenda-setting researches is from articulating who are
agenda setters (setting agencies) in EU context and measuring their power to see the
dynamics (Young 2015, 50-55). Many current researches use different angles and lenses to
discover and magnify the new things and interesting questions about EU agenda-setting
(Schmidt 2000; Hartlapp et al. 2010; Princen 2011; Alexandrova and Timmermans 2013
etc.) after Princen’s comment on scant EU agenda-setting literatures. All papers above see
different important actors in EU politics (European Commission, European Council, member
states etc.). It is important to note that agenda of different institutions do not necessarily
follow the same logic or pattern (Alexandrova and Timmermans 2015, 43). It is important
to verify on whether it works same or not under what conditions.
Out of many EU agencies, however, EC has been considered as major agenda setter. The
EC is the executive body of the EU responsible for proposing legislation, implementing
decisions, upholding the EU treaties and managing the day-to-day business of the EU. EC
is also pre-eminent institution that can submit proposals under EU structure with active
framing policy proposal (Young 2015, 53-55). EC has the right to initiate legislative proposal
(decisions, directives, and regulations) as well as rights to deliver non-legislative proposal
(communications, reports, green papers, white papers, working papers, recommendations,
opinions and so on.) (Borchardt 2010). Many researchers have examined the mechanism in
EC agenda setting and different fields where EC also has a central role to drive these agenda.
(Peters 1994; Pollack 1997, 121-128; Henning 1998; Mayer 2008; Maltby 2013).
For example, Pollack categorized agenda-setting processes in two ways for the sake of
the analytic clarity: formal agenda setting, informal agenda setting. Formal (procedural)
agenda-setting is EC’s right of putting agenda before EC puts it to member states in European
Council. Instead informal (substantive) agenda-setting is the ability of policy entrepreneur
to set agenda through its ability to define issue and present proposal. The rational choice
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literatures on institutions and agenda setting provide two kinds of EC’s power in agenda
-setting (Pollack 1997, 121-128). Current several institutional role changes within EU also
changes agenda dynamics in EU.5) However, EC has undoubtedly important venue for EU
agenda-setting, especially with political power which can launch policy proposals and make
the ways for future policies. When its function is limited, it works as a gatekeepers or
attempts to reframe the problems in its policy preference.
Recent researches regarding energy policy try to seek how different actors are doing in
different aspects (Mayer 2008; Tosun et al. 2015). In an edited book named “Energy Policy
Making in the EU” by Tosun, Biesenbender and Schulze, several researchers introduce and
accentuate EC’s role as policy entrepreneur in energy policy. Herweg addresses “the rise of
institutional agenda resulted from EC’s success in framing energy matter as competition issues”
with case of European natural gas market liberalization (Hegweg 2015, 87). Hegweg summarizes
Kindon’s Multiple Streams Framework (MSF) (Kingdon and Thurber 1984) as the theoretical
framework. MSF, which will be discussed more below, displays three different kinds of streams
helps to form the agenda. Hegweg points out EC’s role in coupling those streams.
Jacobs examines the support-mechanism for renewable energy sources in an integrated
European electricity market. Jacobs traced the debate on financing mechanisms for renewable
electricity and the roles of EC in shaping related agenda (Jacobs 2015). Bouzarovski and
Petrova take a close look at EU energy poverty agenda. Its research uses policy mobility
literatures and shows the current EC’s effort to manage energy poverty concerns with the
implementation of the Third Energy Package (Bouzarovski and Petrova 2015).
In energy security field in particular, EC has been a consistent ‘demandeur’ in EU history.
Even though energy security has traditionally been the weakest part compared to internal energy
market and climate change and energy. EC has helped to seek a role to negotiate with any
supplier country or group of countries (Buchan 2015, 356). Current event to menace the stability
5) Unlike EC’s role in Treaty of Rome in 1957, with authorization to request to submit proposal acting
by simple majority, its monopolistic posture as agenda proposer got weakened as times went by. By
Treaty of Maastricht of 1992, European Parliament acquired the same right (with condition on absolute
majority) and, by Treaty of Lisbon in 2007, EC needed to provide reasons for refusing to act which
originally had raised by either European Parliament or Council of Ministers (Alexandrova 2015, 5).
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and security of energy also demands EC’s entrepreneurship to secure and competitive energy.
Lastly and most importantly in this paper, researcher can broaden the understanding of
agenda-setting by different approaches to study the ways to shape agenda and to find out
agenda-setting strategies and in EU policy processes. These approaches were developed in
American Politics and started to be applied into European text. Examples can be typically
Kindon’s MSF, mentioned above in Hegweg’s article (Kingdon and Thurber 1984, Hegweg
2015), and Baumgartner and Jones’s Puncutated Equilibrium Theory (PET) (Jones and
Baumgartner 2005), which is used in Alexandrova and Timmermans (2015)’s overviews on
Energy Policy in European Council.
MSF distinguishes three largely independent streams: the problem stream (deviations from
a suitable state), the politics stream (electoral, partisan and pressure group factors), and the
policy stream (ideas and proposal regarding a specific policy issues). Each stream has
leverage to influence on the decision whether certain agenda will be successful on policy
proposal stage. In last stream, the policy stream, policy entrepreneur plays the role as
coupling streams when the policy window has opened (Hegweg 2015, 87-91). PET is theory
based on the idea that “policy agenda shows stability or incremental change but also major
shifts in attention that spark policy change.” These characteristics are from both bounded
rationality of political institution (e.g. EC) and attention scarcity, which both lead unbalanced
pattern of agenda attention (Baumgartner et al. 2006).
While both MSF and PET are good way to study agenda shaping with theoretical lenses,
there is a possibility to lose focus on strategic action of agenda setter as an independent
subject setting particular agenda for successful policy. In short, both above focused on how
agenda have been shaped. Princen urges to develop the theoretical typology about strategies
of EU political actors. Princen mentioned that most typologies to explain strategies of political
actors (Tallberg 2003; Björkdahl 2008 etc.) lacks the explanation based on a theoretical
framwork. In this reason, Princen developed theoretical agenda-setting strategies in EU policy
process which can be applied into almost every actors in EU (member states, interest group,
EC, the Council Presidency and so on) (Princen 2011, 928). [Table 1] shows four strategies
in agenda-setting Princen suggested. Two-by-two table provides four strategies, derived from
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two challenges in putting issues on agenda (gaining attentions and building credibility) and
two factor actors can affect (venues and frames) (Princen 2011).

Table 1

Four Strategies in EU agenda-setting
Venues

Frames

Gaining attention

Mobilizing supporters

Arousing interest

Building credibility

Capacity-building

Claiming authority

Source: The author referred Princen’s “Agenda-setting strategies in EU policy processes” page 931
(Princen 2011).

When explaining [Table 1], there are roughly dual challenges: gaining attention and
building credibility. Regarding with ‘gaining attention’, first, there are two strategies:
mobilizing supporters and arousing interest. The strategy of mobilizing supporters is shaping
participation through institutional venues. Venue Shopping and Venue Modification can be
possible ways. In EU setting particularly, there are many venues agenda gain attention (Peters
1994). There are two way of venue shopping: horizontal (shopping within many ‘strongly
functionally differentiated policy communities’) and vertical (shopping among state-EU-other
IOs (international organizations) nexus.). It can be even valid when discussing within EC itself.
EC has different DGs which has distinct point of views. How to manage different belief into
integrated way into agenda can be the very critical points for effective agenda-making.
Arousing interest is getting attention among policy-makers by either/both through ‘big
words’ with details, important symbolic meanings, overarching values, or/and alternative
strategy. While the former three are to get interest in a short time, the latter is to achieve
interest in a gradual process. Such ‘small steps’ includes by studying certain issues, having
conference, and focusing on specific non-controversial target elements or groups. As
technology has developed and pubic interests have changed over time, framing issue has
possibility to evolve over times (Daviter 2007).
Gaining attention is not enough to effective agenda strategies. The other challenge is
‘building credibility’. It is related with issues characteristic when it comes to citizen’s
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perception. When EU involvements are deemed as self-evident, much agenda emphasis will
be on gaining attention. It also has two components by agenda venue and frame:
capacity-building, claiming authority. Capacity building is for arriving at venues that are
suitable of dealing with the issue. It is related with credibility in new EU agenda.
Capacity-building strategies happens both within (seconding national experts) and outside
(convening interest group to various forms of so called forums etc.) the EU institutions.
EC is usually considered as main capacity-building striver, still there is more rooms to EC
to strengthen capacity-building within EU. Energy Union case later provides interesting
strategies to fortify capacity.
Lastly, claiming authority is another ways to build strategies’ credibility. It involves the
question, for example, ‘why issue is ‘European’ in scope’. These strategies have two aspects:
linking an issue to existing policies within EU or identifying common ground. Sometimes
identifying common ground is appeared as strategies of European model. Eliassen and From
address universal service case in telecommunications (Eliassen and From 2009). It is obvious
that strategies above can be parallel to each other meaning that there are no positive or negative
externalities or can be mutually synergetic or conflictory at the same time (Princen 2011).

III. Case Study of European Commission Agenda Strategy:
Energy Union
Following chapter briefly explains Energy Union agenda from its early debate to status
quo, as it is ongoing policy/agenda as of December, 2015. However, Energy Union is one
of top priorities of EC and is actively pursued by EC, so that close examination of ‘agenda’
strategy can be possible. As mentioned above, studying agenda is the very first process of
policy processes and it is important to watch whether its agenda successfully becomes on
the top agenda list of EC. Next, the paper applies developed typology in chapter II [Table
1] into Energy Union agenda as a strategy. Its application can be understood as active trial
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not only to get a dynamics of current EC energy policy agenda but also to develop the
theoretical approach on EU/EC agenda-setting strategy typology.

1. Energy Union Agenda
The origin of Energy Union agenda can be dated backed in 2009 when the former
President of the European Parliament at that time, Jerzy Buzek, told that “the leaders gathered
for a summits that ‘European Energy Community’ become the next big EU project, similar
to the European Coal and Steel Community, which played a major role in the Union’s history
sixty years ago.” (Gotev 2014)6) However, the debate has stopped in a preliminary phase
at that time (EurActiv 2009).7)
In April 2014, Polish Prime Minister Donald Tusk, current President of the European
Council as of December 2015, said “taking into account the danger of potential gas crises,
we should construct more effective mechanisms for ‘gas solidarity’ in the event of a crisis
in gas deliveries.” (Reuters 2014).8) Tusk referred to the Ukraine crisis in late 2013 and
early 2014 and the 2009 gas crisis, and the idea of European unity arose with his words
for the first time. He said that his country would present proposals to its EU partners on
how to increase their energy security, including with common energy market (Reuters 2014).
It was the background why Tusk proposed energy union (Giuli 2015). Tusk’s agenda consists
of a joint gas purchase and a decisive role for the EU in negotiation with external partners
(effective mechanisms of gas solidarity in the event of shock and common purchase of gas
from outside suppliers) and EU’s role to pay up to 75% of the bill for the gas infrastructure
needed for an efficient network, including pipelines and interconnectors between member
states (Gotev 2014).
In May and October 2014, EC’s Energy Security Strategies and Progress towards
6) Gotev (2014), http://www.euractiv.com/sections/poland-ambitious-achievers/poland-hopes-tusk-will-createeu-energy-union-308333. (Search date: December 16, 2015)
7) EurActiv (2009), http://www.euractiv.com/energy/buzek-calls-eu-energy-community-news-223116. (Search
date: December 16, 2015)
8) Reuters (2014), http://www.euractiv.com/sections/energy/poland-calls-eu-energy-union-301303. (Search
date: December 16, 2015)
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Completing the Internal Energy Market were published respectively (European Commission
2014a, 2014b). Energy Security Strategies included stress tests assessing member states’
dependency towards Russian gas. In addition, European Council meeting at October made sure
creating a link between security of supply, reducing gas emissions, and the necessity of internal
energy market, including interconnectors (Hedberg 2015). These series of events help to
develop Energy Union agenda of EC later.
On February 25, 2015, EC published Energy Union with its major principles. EC’s
framework strategy of energy union (A Framework Framework Strategy for a Resilient Energy
Union with a Forward-Looking Climate Change Policy) with the electricity interconnection
target. (Achieving the 10% Electricity Interconnection Target–Making Europe’s Electricity
Grid Fit for 2020). (European Commission 2015a, 2015d) shows integrated version of energy
policy agenda. In Energy Union Package, its goal is described as “the future integration of
a series of policy areas into one cohesive strategy”. This “incorporates mutually reinforcing
initiatives which–when fully implemented–will ensure that the EU is better placed to meet
its challenges based on solidarity and trust between Member States”. It is based on the three
long-established objectives of EU energy policy: security of supply, sustainability and
competitiveness (European Commission 2015c).
To reach these objectives, the Energy Union focuses on five mutually synergetic dimensions:
1) energy security, solidarity and trust; 2) the internal energy market; 3) energy efficiency
as a contribution to the moderation of energy demand; 4) decarbonisation of the economy;
and 5) research, innovation and competitiveness. It is notable that all dimensions are areas
where requiring integration and coordination and such energy policies can be understood as
bridging the existing objectives (European Commission 2015c; Giuli 2015). Along with five
dimensions, Package also covers ‘Governance’. It includes the needs of an “integrated governance
and monitoring process to make sure that energy-related actions at European, regional, national,
and local level all contribute to energy-related action at European, regional, national, and local
level all contribute to Energy Union objectives” (European Commission 2015d, 17-18).
[Table 2] shows the summary of major event timeline of Energy Union strategy. After
Publication of EC Framework Strategy of Energy Union, there were communications between

The 2nd KU-KIEP-SBS EU Centre Research Paper
Competition on EU Studies: Award-Winning Papers

43

EC and European Council, and EC and European Economic and Social Committee on this
agenda. In November 2015, EC publishes State of the Energy Union, which includes mainly
‘progress made’ so far and ‘way forward’ (European Commission 2015e).

Table 2

Major Event Timeline of Energy Union Strategy
Date

Note*

November
2013–August 2014

-

Spring 2014

-

May 28, 2014

-

Official inauguration of Jean-Claude
Juncker as EC President

November 1, 2014

-

Publication of EC Framework Strategy
of Energy Union

February 25, 2015

COM(2015) 80 final

European Council meeting dealt with
Energy Union / Distribution of
document related with Energy Union

March 19 and 20,
2015

EUCO 11/15

May 5, 2015–March
10, 2016

-

Opinion of the European Economic
and Social Committee on the EC
Framework Strategy of Energy Union

July 1, 2015

TEN/570

Publication of EC’s document named
State of the Energy Union

November 18, 2015

COM(2015) 572 final

Event
Ukrainian Crisis
Tusk proposal
EC European Energy Security Strategy

EC Energy Union Tour

Note: ‘Note’ in table includes exact official document number from different EU bodies.
Source: The author referred EC Energy Union Homepage, EurActiv homepage and several documents
from EU and selectively reconstructed the timelines.

2. Strategies of Energy Union Agenda
Energy Union agenda is, as mentioned above, interesting one with its integration on
existing energy policy with whole new agenda basket. These agenda strategies can be deeply
examined by Princen’s theoretical typology aforementioned in II. Its application provides
a well-organized view on EC’s current energy policy agenda and implications agenda-setter
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can apply and suggests potential comparative framework when comparing with other energy
policy agenda. It also contributes the understanding on current energy agenda evolution
nowadays.
Princen’s four strategies were as followed: mobilizing supporters, arousing interest,
capacity-building, claiming authority (Princen 2011). In accordance with the characteristics
of energy policy agenda-setting, Energy Union followed ‘from above’ route to make agenda.
This is opposite of ‘from below’ route9) in both its way through the EU institutions and
the dynamics at play. From above route is related with the necessity to respond to issues
and event in the social and political environment background. Sometimes this route involves
a focusing event. High politics can be related with making major choice about issues of
strategic interest for coming (Alexandrova and Timmermans 2015, 46-47).
First category out of four strategies is mobilizing supporters. It involves the shaping
participation through institutional venues. Actually energy policy can be focus of two
contending policy domains. Even Princen (2011, 929), points out a difference between the
way energy policy issues are discussed by environmental policy-makers and the way energy
policy issues are discussed by economic policy makers. However, Energy Union agenda shows
the opportunities of compatibility among different policy domains (’actors) related to energy.
In an early stage of Energy Union agenda-setting, Tusk proposal mainly emphasized gas
and network policy to manage external shocks. But, the document of EC in February 2015
adds up EC’s different DGs’ benefits from Energy Union. Below [Table 3] outlines how
different responsible parties are involved under Package. Table shows that different
dimensions have different main DG related. It show the room for (both conflict and) synergy.
In Energy Union agenda, mobilizing supporters was possible not from traditional venues
shopping and modification of venue rather from venue shopping within EC’s different DGs.
Strategy of Energy Union agenda shows the opportunity that mobilizing functionally
differentiated policy communities in the EU can be successfully operated within venue named
EC. Moreover, when considering Energy Union is now under special controls of Vice

9) From below route is via experts, officials who detect the issue and develop policy initiative.
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President, Maroš Šefčovič’s rule, it facilitates mobilizing supporters within EC. Current
Energy Tour of Vice President to member states can have positive influence over mobilizing
supporters, too, in above regard.

Table 3

EC Framework Strategy of Energy Union and Responsible Party
for Each Policy Dimension

Energy
Security
Responsible - Member
Party*
States,
- National
Regulatory
Authorities,
- Transmission
System
Operators
- HR/VP
- Energy
Community
Contracting
Parties
- Council
- European
Parliament
- Commission

Internal
Energy
Market
- Member
States,
- National
Regulatory
Authorities,
- Transmission
System
Operators
- HR/VP
- Energy
Community
Contracting
Parties
- Council
- European
Parliament
- Commission
(mainly DG
Competition
and DG
Internal
Market,
Indusrty,
Entrepreneur
and SMEs)

Energy
Efficiency

Decabonisation

Research and
Innovation

- Member
States
- Industry
- HR/VP
- Commission
(mainly DG
Mobility and
Transport)

- Member
States,
- National
Regulatory
Authorities,
- Transmission
System
Operators
- HR/VP
- Industry
- Commission
(mainly DG
Environment)

- Member
States
- Industry
- HR/VP
- Commission
(mainly DG
Research,
Science and
Innovation)

Source and Note: The way of sorting responsible party out is based on Energy Union Package Annex,
Roadmap for the Energy Union. (European Commission 2015b)

Second category is arousing interest. When it comes to Energy Union agenda, these
strategies might bear some confusion when comparing with mobilizing supporters. But while
the latter stresses venue-side characteristics of EC, which has different window of opportunities
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within one institution, the former focuses how EC put much focus on framing to arouse
interest. As explained above, EC has several different arena agenda can be discussed. Apart
from DG Energy, DG Single Market and Industry and DG Environment are major examples
Energy Union agenda cover.
Energy Union agenda itself is ‘big words’. But it was not over as rhetoric proclamation
limited to a mere announcement. This is because EC actually is trying to provide detailed
plan. Some definitely argues that it seems that “Energy Union is not a union in the end,
but rather a process” due to its lack of detailed ‘small steps’ plan (Giuli 2015, 2). However,
recent document named State of Energy Union (European Commission 2015e) can be
understood as an attempt to extend and put much detailed plan not only with existing one
but also with newly developed one. However as a ‘Union’, which has feature of centralization,
it would be much required that Union should have integrated detailed plan to actually arouse
interests from various actors.
In addition, Energy research and innovation (e.g. the implementation of Horizon 2020 in
EU Framework Programme for Research and Innovation, which costs the nearly €80 billion)
can be regarded as a concrete strategy to arouse interest. Through coordination both by the
European Union and by its Member States, Energy Union agenda are expecting today's
discoveries in energy research are opening new opportunities to create a more secure,
sustainable and competitive energy system for the future (European Commission 2015c).
Considering its cross-cutting nature, research and innovation will contribute to all dimensions
of the Energy Union and help Europe achieve its ambitious climate and energy targets. This
content also can be regarded as ‘small steps’ which technical aspect of issue can stress.
Third strategies are capacity-building under the category of building credibility. EC as
a venue was much focused because of its characteristics as the main bureaucracy at EU
level. In Energy Union agenda, the concept ‘governance’ get highlighted other than five
dimensions EC provided as main objective. It can be understood as strategic efforts to build
the capacity within and outside the EC. Examples below shows several ways to integrate
governance and monitoring process for all action regarding European, regional, national, and
local level contribute to Energy Union objectives.
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For examples, governance as an Energy Union objectives brings “together energy and
climate actions as well as actions in other relevant policy areas, leading to more and
longer-term policy coherence, provides long term certainty and guidance for investors”.
Moreover, it deepens “the cooperation between Member States, including at the regional level
and with the Commission” and involves “an energy dialogue with stakeholders to inform
policy-making and support active engagement in managing the energy transition” (European
Commission 2015d, 17-18).
Fourth category out of the four type of strategies is claiming authority. It is way to justify
why issue is European issue in scope. It is possible to find two ways to claiming authority
in Energy Union agenda. First, as discussed earlier, energy policy has cross-cutting
characteristics which can be opportunities to be related with other ‘European’ policy.
Nowadays, both internal market and environment issue traditionally prevail in EU context
and regarded as EU-level issue. By being treated together, Energy Union agenda get authority
as an EU-level agenda.
Second way is by arguing Energy Union is an agenda should be considered in EU level
due to its impact towards Europe. When analyzing Energy Union framework strategies, it
is easily captured that security of supply concept is related with many other policy domains.
(From infrastructure, electricity and gas, to renewable, climate action, and energy efficiency).
There has been gradual prevalence of the security of energy over time in form of combination
with other energy agenda, which had not area of security of supply before. It was interesting
to watch this agenda evolution because ‘security of supply’ is a component which can be
directly affected by current events or focusing events (Birkland 1998). Now it is possible
to tell many energy policy agenda has evolved enough to be involved directly with external
events (Casier 2011; Sencar et al. 2014). When considering that agenda diversity depends
on resources and opportunity structures as well as on political choice (Jennings et al. 2011),
EC’s strategy of policy entrepreneurship (Maltby 2013) for real ‘European model’ is
interesting. However, even though EC’s active role in linking policy domains and evolution
of agenda, there seems much gap to fill considering claiming authority.
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IV. Discussion and Conclusion
Even though there might be several ways to summarize findings from chapter III. It can
be roughly divided into three-fold. First fold is about the feature of EC as venues of agenda
-setting. Mobilizing supporters and capacity-building strategies respectively shows that EC’s
characteristics as a venue, the combinations of different interest (DGs) and main executive
body of supranational organization, EU. Energy Union agenda can be very example of EC’s
entrepreneurship considering it tries to mobilize support with active and innovative attempts
to make possible conflict as a chance, and build capacity of EC’s position to gather capacity
from inside and outside of EC.
Second fold is regarding the feature of energy policy agenda when framing. Strategies
such as arousing interest and claiming authority are partially strengthened in Energy Union
agenda just because energy policy has potential to integrate with related policy domain and
energy is essential (and vulnerable) goods to survive. In here, EC’s entrepreneurship was
something worth noticing. Third fold is regarding the type of actor who pursues agenda
change/evolution. There were several EC’s attempt to be innovative entrepreneur (Mintrom
and Norman 2009), especially regarding arousing interest and claiming authorities. Several
limitations can be found in Energy Union agenda in this sense. Yet there are some arguments
which say its agenda has big dreams but not with exact details or says Energy Union agenda
is not something EU should come together to deal with, it would still cast questions on
agenda strategies.
Energy policies of EU became one of the prominent agenda nowadays and there are many
factors related which makes ongoing situations much complicated. In this situation, EU
suggested Energy Union agenda, something new approach to cover current energy situation
in EU. This phenomenon was the research background of this research. By taking a close
look on EC’s Energy Union agenda with strategies typology, it was possible to answer one
of initial questions ‘what was the EC’s strategic action to formulate such agenda/policy’.
This research provided several empirical research contributions. Agenda is the set of issues
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that are seriously considered in a polity (Princen 2007). It would be important to find out
what either particularity of ‘EC’ or ‘energy policy’ characteristics leaded to different/same
results comparing to other institutional or policy domain background. In these respect, this
result could give some more implications regarding about characteristics of energy policy
in EC. Moreover, the application of Princen’s theoretical framework also was possibly
developed by close examination of the case with energy policy of EC.
While this research directly answers the questions, ‘what’s EC’s strategy in EU energy
agenda policy?’ and ‘how EC pursues interesting energy policy agenda, Energy Union?’
however this article could not directly answer the question on ‘why Energy Union Agenda
becomes rise on agenda this time’. But its weakness would not undermine both the findings
from analysis and the application of theoretical typology rather suggest possible future research
question. For instances, it is possible to see how energy security issues are integrated in Energy
Union agenda as strategy with details and so on. Moreover, the application of theoretical
framework also casts the future necessary study questions to see the interrelationship between
different agenda-setting strategies, the dynamics general policy domain has, and comparative
case study with other countries or (regional) international organizations.
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