EA

University of East Anglia

CAN GAME THEORY BE USED TO EVALUATE NORWAY'S RELATI ONSHIP WITH THE
EU?

Christopher Malinowski

A dissertation submitted to the School of Economiitrsversity of East Anglia, in partial fulfilmemf the MA

degree in Economics and International Relations

Word count 7805

Abstract
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1. Introduction

A quick overview of the situation seems to suggfest there would be mutual benefit from Norwegian
membership of the European Union (EU). So why @oNbrwegians keep voting against membership?

In 1994 the Norwegians voted against accessiomet&t, and the need for bilateral cooperation agesgs was
quickly needed. When drawing up these agreemerithviasically were based on old and existing agesds)
Norway had more to gain than the EU, relativelyasfieg. Since then, the EU has grown, and the cagiparwith
Norway has become more expensive for Norway, witttoel benefits of cooperation increasing at theespate.
The EUs influence over Norway has increased withBBA agreement. This dissertation will analyse tioav
relationship between Norway and the EU is today, lamw this cooperation can be considered to agtballnon-

beneficial in the longer run.

The reason for using game theory is that this c@djps is getting increasingly complicated, and gaheory
helps simplify the matter in order to make it eagieunderstand. By analysing this way we can ldtlthe core
elements of the interaction between EU and Noraayyell as seeing alternatives of the future caaijmar

between the two. (Correa, 2001)

In 1944, Morgenstern and van Neumann publicisedbtiok “The Theory of Games and Economic Behaviour”.
This book was the first of its kind where Gamedily was applied to social interactions. As we know
International Relations are mainly about interatdibetween two states or more. The book thereforegthe

way for further research in International Relatiosgg game theory. (Bennett, 1995)

There are many examples where game theory hasusedrto explain the choices of certain states.Waseable
to demonstrate the states thoughts and motivéeistandoff between USA and USSR during the CulsasCr
simply by setting up a matrix and introducing pdgdbr the different options. Another example isams-race

situation, for example between USA and USSR.

The use of this new way of thinking quickly caught and military strategists started to use garaerthto
analyse international conflict. One now had a veagredict with reasonable accuracy what the otlagrep would

do, and act accordingly.

When reading this dissertation, one must bear imdrthiat it has been written in the political-thd¢ima angle of

Realism. The reason for this will be explainedhi@ literature review.
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In the first part | will provide a literature rewvie This will allow me to show where the backgrowiany
dissertation comes from and what other academas Wwatten on, or around, the topic. Several gamemme-
theory have been used to explain different situatia international relations. The Prisoners Dilearngame and
the Chicken-Game are games that are used extgnsivile literature, but also some elements ofStegy-Hunt

game will be briefly looked at.

In the second part | will explore the current riglaship between Norway and the EU. There are skbiateral
agreements between the two parts, for example EAedfjreement and Schengen agreement. Further avillwe
explore how these agreements affect the relatiprsttiveen Norway and the EU.

By analysing the relationship | will be able to iiecthe payoffs to be used in the analysis in {haete.

In part three we will use game theory to analyzeréiationship between Norway and EU. | will explaihy
Norway voted against accession in 1994, and howulent cooperation can shift for the better orsgea choice
mainly dictated by the strong and powerful EU. Eheill be a game tree as well as a game matrixsioally
explain why Norway and the EU chose to cooperatie @ach other, and how this relationship can beebeg to

evolve in the future.

Finally there will be a conclusion briefly summanis the dissertation.

2. Literature Review

In his article, Correa (2001) defines InternatioRalations as being “an interaction between speaitors which
include nation-states, international organizatiang multinational corporations”. (Correa, 2001 )18fis

definition is widely recognised by scholars to bewate, this include Evans and Newham (1998:2Wijh this
definition we can see how Game Theory in its sisiplerm can be applied to international relatidres;ause it is
very similar to the interaction between two peoplée first book to be released on the topic affmational
Relations and Game Theory was “The Theory of GaanesEconomic Behaviour” by Neumann and Morgenstern

(1944) where they analysed head-on conflicts ugarge theory.

There is no literature that covers my topic exadtly one has analysed the cooperation between Namaé EU
using Game Theory. The way to solve the task wbalérst to establish an accurate view of how Ngraad EU
works together, especially what agreements (arajtiements) they have with each other. Therédoiscd
information about this, especially when using searanline. However, not all of these are up-to-dateven

accurate. One example is how the homepage of dhedgian govt. fail to produce numbers on Norwegian
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contribution to the EU through the revised EEA agnent in December 2009. There is not much infaonain
this in English, but plenty in Norwegian. Amongshers sources Bergersen and @streng (2005), H&dat)
and Jenssen et al. (1998) combined with web-pagesthe Norwegian Ministry of Foreign Affaltthe EEA-
webpagéare good and descriptive sources of the relatipristtween Norway and the EU.

Game Theory is a very wide topic, and the typeganfies are endless.

Looking at GT and IR, there are two games that s@est relevant in the literature: Prisoners Dilentazane and
Chicken Game. Bennett, (1995) Snyder, (1977) aotdwtl, Berejikian (2002) are good sources. Je(iAy8)
and Viotti and Kauppi (2007) also refers to thegStlunt game to be used in IR.

Prisoners Dilemma

The Prisoners Dilemma Game is the most referrél tioe field of Game Theory and International Rela. For
example it is used to show how countries in confhay lose out due to self interest, rather thaopecate with

one another.

Bennett (1995) uses two fictive countries to explprisoner’'s dilemma-game: The two neighbourimgntries of
Jedeland and Andersland (a real life example herebr the conflict between India and Pakistan,thant
armament of nuclear weapons. Correra (2001) usesatime matrix to explain the conflict between tredlites

and the Palestinians with the labels cooperatefontetion).

The payoff matrix looks like this:
Jedesland

Disarm Arm

Disarm 3 . 3 _1_4

Andersland

1
Arm é.’ 1 _2’

IN

As we can see, both countries wish to gain the ipged, so both are expected to defect- but theraption

! http://lwww.regjeringen.no/nb/dep/ud.html?id=833
2 http://www.eea.europa.eu
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would probably have been to cooperate through isggan agreement where both parts were satisfied.
Unfortunately the game tells us that because o$élfesh nature of states, they would not trusheztber to keep
to the agreement. So they may be inclined to keepaeapon more than the other part- and the rackdvee
back on. The Nash Equilibrium is therefore wherthlparts arm.

Chicken Game

According to Bennett (1995) and Montet and Sere®®, this game shows how two players may bebeft
cooperating, but in the search for the highest fidliey tend to defect from cooperation in hope tha other
player cannot. An example of this is the Cold Whe- standoff between USA and Soviet during the Gliisis.

The payoff matrix may look like this:

Kremlin
Back Down Stand Firm
Back
White ~ DOWN 3,3 —Zé
house
- Stand
Firm ﬂ' 12 1 ’ 1

As we can see from this game, both parts are iettlio stand firm in their quest for the big paybféwever if
both refuse to back down we have a situation of which does not appeal to any of the players-efioee the
least payoff. The best option for both would béask down, but if they do they risk that the otbee won't, and
they have effectively lost the game. However, axaresee it is better to lose the game than tauprid war. As
we know, the Kremlin did agree to withdraw theiclaar missiles from Cuba, and we ended up at therl¢eft
corner. This is one of the two Nash equilibriumglsttihe other is where USA back down and Kremtamss

firm.

Stag Hunt

Viotti and Kauppi (2007) discuss Rosseau and Hikefabout the stag-hunters. It is about how a gaofupunters
are cooperating to hunt for a Stag. If they martageunt successfully, all will eat plenty that déyhowever one
of the hunters should defect from the group and hurare, he will eat tonight but the other huntgitsnot. This

can be represented in the game below:
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Individual Interests: Collective Interests:
Pursue the Hare Pursue the Stag
Serve immediate May provide basis for
Short Run _ _ _
self-interest possible future collaboration
No apparent basis for Serve long-term
Long Run ) ) )
collaborative behaviour common interest

Game Matrix Figure, Viotti Kauppi (2007)

We observe how a hunter may be tempted to defethéoshort-term benefit- but if one was to repgratgame,
say the group gathered to hunt again, the individha defected from the group was most likely tanistrusted
and the other hunters would defect. They also Haepportunity to exclude the defective individiram the
group in a later “game”. The dilemma here is whethey should cooperate for the benefit of the grousecure

their own short term survival and jeopardizing ¢gineup- a similar dilemma Norway is facing.

Interestingly, the games found are explaining ¢otsfl None of my sources have applied game-thewptiyd type
of cooperation that we see between Norway and theoEly Correra comes close when he considersstuei
surrounding “Game theory and the Economic Relataoneng Nation States” (Correra 2001, 197), butdhig

discusses whether Game Theory can be used, arayitips no examples.

In their book, Montet and Serra (2003), explainwtibe entry-game, a game that shows how a leduisigpess
can chose to exclude or include a competitor inleyopoly. | found the payoffs to be quite simitarthe situation
EU-Norway, and also the situation where one largiyegrants a smaller entity access to its macket be

mirrored in this situation.

Realism

To be able to use Game Theory to analyze the oaktip between Norway and EU, one must tie the@oan

analysis to a theory of International RelationsisTis to demonstrate the similarity in Game Thesmg Realism.

As Heywood (1998) states in his book, self inteigsthat drives states in the international envinent of
anarchy. What a state does is out of self intetesgnsure its own survival. This is the hardcdresalism. With
this comes the distrust. The distrust of the offaet to defect from any agreement, in order to tjaen little bit

extra power. The disarmament agreement betweenrdladd and Jedesland is an example. Accordingeto th
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theory of realism, organizations like the EU weyarfded to act as a tool of large powers so theyrdarence
smaller powers. They also prevent smaller powegaio ground in the power advancement they have.Elt
also acts to avoid large powers, like Germany aadde, from going to war against each other ansl itinolve
many other states in warfare. (Rittberger & Za@g06) International organizations could also bechof a
smaller country. The EU allows many smaller st&desollectively accumulate power. In questions tt@icern
the whole of Europe, a large power cannot dictagentajority made up of smaller states. This feama
dominating state is evident when one looks at e its wishes for accession: one of the maisaesfor
Turkey not being granted membership is becausieeafiumber of inhabitants in the country is sodattat they

would be the largest power in the EU parliamient

Crossing game theory and IR theory, mainly Realismuite a new venture. Many writers argue thapite game
theory being useful to explain certain situatiam$R; it may make the analysis too simplistic. Egample there is
the debate on payoffs and how to determine whatffs@io use. To find payoffs one needs to analgseattual
relationship between Norway and the EU, to leawuathe current situation, and how the relationshight have
been if Norway had chosen to become a member d&thélhe latter is of course speculative. Howewer b
looking at the reasons for why the Norwegian pedple@ded to decline membership and how the EU winrdtay,
we may get an insight into how membership mighehasen for Norway. One could then determine thefisy

using the game-tree that explains the relationship.

Snidal (1985) writes on how the traditional microeamic criteria for a game can be adapted to a ganie by
relating basic criteria of analysing an oligopatisharket to counterparts in IR. The frameworktfis assumption
comes from the fact that both firms and statestategically, and that both rely on their own iaptio do well in
their respective environments. He also does thewalg comparisons to prove his point, and thusastiat

Economic Theory can be analysed as an Economicepoas well (p. 32):

d ) |
Economic Marketplace» International System
Firm— nation-state
Firms Maximize Profits» States Maximize Surviva
Oligopolists— Great powers
Market Concentratior> Concentration of Power
Price Wars— Military Wars

® http://www.euractiv.com/en/enlargement/eu-turkelations-linksdossier-188294
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This also shows how Realism and Game Theory aselgidied together. However it may be an idea tier 4lis &'
comparison about firms maximizing their profits agpial to states maximizing their survival to firmaximizing
profit is equal to states maximizing their powehisTarticle was written in 1985, when the cold was at its
height and countries were aiming to survive. Toitley has changed significantly to a position wremuntry’s
power not only guarantees its survival, but alsegithe most powerful countries leverage to imgbse will on

other countries through sanctions or invasionseRample of this is the US lead invasion of Afghtarisand Iraqg.
3. The relationship between Norway and the EU: finohg payoffs.

In 1994 the Norwegian people voted no, for the sddone on the question of joining the EU. The ficiins were
almost certain that Norway would join at that tirttee economic rewards were just too great to ignceording
to the opinion polls the people would vote “Yeslistas they did in Sweden (14.August) a coupleadks before.
However, 52.2 percehof Norwegians voted “No”. The fact that Norwayl diot join the EU meant that Norway
was (and still is) in the unique position of bemte of the richest countries in Europe, and atafdbkeing
excluded from trading with the EU. Norway has als/agen (and still is) very dependent on trade thighUnion.
However the EU is not an excluding organisationthgoEU and three non EU-countries, Norway, Iceland
Lichtenstein, re-negotiated the European Economiioed agreement. Through this agreement both patsgged

to negotiate mutually beneficial deals.

However, because the EU is as powerful as it ispg@an politics influence Norwegian society.

There are several treaties and agreements thaNogmeay a close cooperation with the EU in manyaydut
mainly within the economic and political areas. pdlicies influence therefore the majority of Norwsgsociety
and European politics is high on the agenda. Tegetith Iceland and Lichtenstein, Norway (all fomyeEFTA
countries) has an economic agreement with the IE0ugh the European Economic Area agreement (EB&).T

other major agreement | will look at in detail itSchengen agreement.
The EEA

The EEA-agreement has as its single most impopamtose to make EUs inner market accessible fowblpand
the other participating countries. The EU has medating access to the markets of these counfriesEEA
agreement states that trade; investments and toigisttould not be regulated at national bordersffiect

Norway has renounced the right to favour its owmestic trade- to protect its own companies. Theemgent

* http://www.stortinget.no/om_stortinget/forfatninglkeavstemninger.html
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runs for five years at a time. The importance towdy of the EEA-agreement is illustrated by thetSahat in
2005 about 80percent of Norway'’s exports went toad about 70 percent of imports came from theHithis
agreement Norway has agreed to impose EU regusatmwrapproval of products (EC-marking etc), for
competition and for government funding. The EEAeagnent also regulates customs and trade limitations
However certain sectors have been excluded frork Be-agreement such as regulations within agricaltand
fishing production. Howevdrade within those sectors is covered by the EEA agre¢ntecause of its central
role in the economy. The biggest and perhaps thet iportant difference between being a membenefU
and the EEA is that there are no supranationalnsrgathe EEA. The relationship between the EUthed
countries in the EEA is set on a national levelgjagosed to supranational). Agreements are redmhadanimity,
which means that the majority cannot bind the niipoand that new laws must be implemented by eacimtry’s
governments. In contrast: if Norway had been a negrobthe EU, the decisions reached by the mirssteEU
parliament would have had to be implemented intoAdgian law, even if the Norwegian representatogsosed
the legislation. The EEA-agreement states thathttee non-EU members have to contribute financiallyeduce
the economic and social differences in Europe. W BEA agreement was signed in December 2009, vithere
EEA-contributors pledged to pay 357.7 million earmually until 2014 or a total of 1.79 billion erototal®
Norway still contributes 97% (ibid.).

Two logical explanations for the increase from 2@©2009 are, firstly the EU has expanded substiyntso the
payment for the access to the inner market shogl@ase proportionally. Secondly the current ecoaciimate
in the world leaves many countries in economic tiknand the Norwegian payments to the EU may belp
Another serious issue is that according to Miled9@) the EU looks at the EEA agreement as inféoidts other
internal agreements, so the “weaker” part of itiadstration is set to handle the EEA cases. Onardarpret this
as EU finding the EEA agreement as an inferior spbéinterest and attention, which will be furtmeduced if

Island joins the fast track to EU-membership.
The Schengen-agreement

Another very important agreement for Norway is 8uhengen-Treaty. This cooperation started by 4 o
countries in 1985 and extended in 2001 to includetraf the then EU (excluding Great Britain andanel), is
mainly about free movement of people between tincgating countries. This means that if you tridfvem
Norway to France through Sweden, Denmark and Gerifahare a part of the Schengen area) you ddvaet to

stop at each national border to show your passpbe.Schengen treaty is also important regardingigration.

® http://www.eu-norge.org/Norges-+forhold-+til+EU/akteuropapolitikk.htm
® http://www.eeagrants.org/id/1441
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Through Schengen, visas for the whole area casdoed by one embassy of the member state. For éxdémep
German embassy in Morocco can issue a visa fovkioée Schengen area. If the person applying fa s

unwanted in certain member-countries, then theaasabe issued exclusively for Germany.

Passport control and immigration control are stileeged at the outer limits of the Schengen are@.i$h
especially important for, and a considerable doaithe resources of, Norway. This follows from thet that
Norway has an extremely long coastline, and asémee time has a common border with Russia.

One other very important function of the Schenggnre@ment is cooperation between the police fortdseo
participating countries and EUROPOL. This agreemasaites it easier to institute a search (and intdes
extradition) for persons that have crossed bondéhsn the Schengen-area. One important pointas time
Schengen agreement will still be in play if Norwags to become a member of the EU. The agreemant is
between the EU and Norway, but between many mestatrs where some of the members are within thdrEU.

other words it is an intergovernmental organisation

Other Agreements

If Norway was to restrict itself to the EEA and thehengen agreements, there would be severaliaveasid be
excluded from. Intergovernmental cooperation reiggrdecurity is a concern. In these days of intiwnal
terrorism and military conflicts around the globed with Norway being situated between two supegriswJSA
and Russia, there are demands for security-issuas high on the agenda. Norway is a member of NAm®the
UN. However, we have seen that for a politicallpsgy power it is easy to push your own policiestigh as US
did when they applied for support from the UN wimrading Irag. This makes a strong case for theaBt)its
member states to form a common policy and secfaite that can balance American and Russian poviner.
founding of the ESDP, the European Security Defétaley, showed that the EU was concerned abosit thi
situation, and they felt that they had to do soingthNorway’s cooperation with the EU in this ammsnprises
many bilateral agreements. There are traces aldyeback to 1988 where the Norwegian foreign némis
Thorvald Stoltenberg exchanged a series of lettélsthe German foreign minister Hans Dietrich Geres
regarding Norway's wishes to cooperate with (oalpart of) the EU-Army that was being planned.
(Stortingsmelding nr. 23) Later many of the agrestmi@ere amended into the EEA-agreement, and Noalsay

made several agreements with the EU and their Earopefence Agency.

The Nordic Council is also important. Norway’'s mearghip in the Nordic Council is voluntary and catioe
looked at as a treaty, but it is a very importastitution that Norway may use as a tool to infeeethe EU. The

other Nordic countries often share the Norwegiawin Europe, so Norway can act as an ‘advisoFitdand,
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Sweden and Denmark. In the Nordic Council the atesigather together and debate on a wide rangsués:

Fishing, Energy and Industry/Trade amongst others.

The Relationship with the EU

These agreements make sure that Norway has onmfthet EUs economic market and political cooperatiAt
first glance it might appear that Norway benefitsvi the advantages of EU membership and is affdntetne of
the disadvantages by not being a member of thaalJexample, when it comes to the political workhivi the
EU, it appears that Norway can choose to join inair A sort of an a-la-carte approach. This isngtdThere are
several examples where Norway wants to cooperdteBtd on certain issues, but the EU has said ntheor
negotiations have simply taken too long. Good exampf this are to be found within military and gety policy,
and the justice sector, where it has taken yeangg@dtiation to reach an agreement. This is duleetdact that
Norway needs special allowances to be able togjzate in the initiatives. These kinds of negotiai often take
up more resources within the EU than they feepj@apriate for a country of Norway’s size. Accomglin
Norway's relative power of influence in the EU lteslined over the last years due to EUs extensianEastern
Europe. The Eastern European nations now haveategrefluence over the issues and agreements desbessed

and over which issues are to be taken forward.

In addition to this, Norway has to pay a consideramount to the EU to be able to participate likstaegarding
legislation etc. The amount of resources Norwaytbasse in lobbying and decision shaping is alkErge
obstacle to overcome. This is because Norway ism&U-member and therefore not directly involuethie
decision making processes. Only member countriggnithe EU can join in and shape legislationegulations.
Very rarely do we find strong national-interesteigaggnored in the EUs regulation making process.

A huge disadvantage to Norway is when the EU alieypmaking. Norway can, if allowed, join in on tivatial
hearings regarding new policies. However whentinie to take these ideas forward into a policg, dhafting is
transferred to the Commission, where Norway israptesented. There is no one to promote Norwegitiomal
interests at the negotiating table. The Commispiepares a draft regulation or law, and this ig s2the EU

Parliament and the Council of Europe.

Norway is not represented here either, so againdbpend on others to forward their case. Finallyen the bill is
made into legislation, Norway can choose to impleniteor not in accordance with the EEA. The probleere is
they do not have much choice. If Norway decidesdedine implementation, the EU can stop parts efEEA-
agreement. This will have dire consequences fomdgy so it is extremely rare that Norway refuses ne

legislation.
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Norwegian diplomats or politicians can also takeittitiative in informal work to try to influencéé¢ decision makers.
Examples of this are through discussions in thedddCouncil or through agreements such as the etweden the
Nordic countries and Estonia regarding the ESDPefthe EU member states have agreed on a cedam iwhether
it's a law or regulation, the case is looked atimagathe EEA organs. At this point the membershaf EEA can choose
whether to implement the new legislation or notwidger if they chose not to implement, the EU cdalisge by
withdrawing its agreement (totally or partially)tivthe EEA-member states. For Norway that couldmaesotal halt in
trade with the EU-member states, which will havgehaconomic consequences for the whole countryul8idorway
defect from the agreements, EU can punish Norwaydstly, or fully, withdrawing from the agreementis would
clearly hurt Norway more than EU, because 80% af\dg’s export goes to the EU. This only makes @2% of EU

imports, whereas Norway imports 7.8% of everytHitgjexports.

So realistically speaking, the Norwegian Governnvemitld do all it can to avoid using this right eservation for
fear of the consequences. Even in areas where Namathe EU are in disagreement, the EU tendseats
muscles. For example disagreement concerning tiieoshe used and the financing of salmon farming have
resulted in the EU imposing punitive taxes on N@tag salmon imports on several occasions. (Kinnu2@0o0)
This highlights one of the disadvantages of notdp@ member of the EU, but at the same time stpetident of
the Union. Norway is in reality forced to accept Békisions, but they are not represented whenypwolaking is
being shaped. The fact that Norway pays a huge tagnprice for not being a part of the EU is aleoyvmuch an

issue.

There is also the issue of the EU as a politicathay not only amongst the countries inside the trbat as a

political power as strong as the world’s superpewer

The EU is gradually becoming more important asldipal forum where many political issues are added and
decided. Foreign policy particularly regarding W on terror in Afghanistan and Iraq is becomirayen
important, and here the EU has attained a higH téfyaolitical agreement. This highlights the demadic deficit
Norway is facing regarding the EU by not being arber of the EU Norway’s access to these discusssovesry
limited. This is a huge dilemma for Norwegian gold@ns who are very engaged in multilateral coojpanan
many areas. This shows that the issues Norwegiliticiams want to discuss with the EU might overdba

NATO, leaving this military body where Norway isyember, limited to being an operations alliance.

! http://epp.eurostat.ec.europa.eu/tgm/refresh TaltieAdo?tab=table&plugin=1&pcode=tet00002&languagye=
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The political network that is needed by Norway ¢ up with the EU core and try to influence paoliegking is
quite substantial. In addition to the Norwegiandggition to the European Union- the governmentsydéten to
the EU with representatives from every branch dlaee six regional offices in Brussels, three NGs@seral
organisations and a number of advisory offices @&l his illustrates the sheer size of the Norwegian
involvement with the EU. Another reason for thigl involvement is that Norway must keep themsealypested

on an “as-soon-as-possible”-basis, so they can kpepith the EUs momentum.

This chapter has provided a detailed overview tverelationship between Norway and the EU. Tiages it
possible to find the payoffs to be used in theysisl These will be revealed in the next chaptezratihe

relationship will be explained through the use afng theory.

4. Analysing the relationship between Norway and EWising Game Theory.

As stated earlier, literature on the relationdiépveen Norway and EU using Game Theory is viguatin-
existent. Also the fact that this relationship a exactly characterized by conflict also sugg#sis using existing
games from the literature is difficult. This is bese the payoffs in the different games do noetate to the
payoffs needed to explain the relationship betwéernway and the EU. Games like the Prisoners Dilergarae
and the Chicken Game will therefore not work welthis case because there is no ultimatum on tie taom
either. Nor is there any will to outperform eacheat or try to beat each other. The best optiomé&dh parts is
obviously cooperation, and that is why we haveatpe@ements outlined in the last chapter. Also rudrikee parts
are looking to defect on the agreements either.Hlidas a reputation of being a fair and an hooiggtnization
which is out to produce maximum welfare for its nibems and associates. (Rittberger & Zangl, 2006)

As we demonstrated in the last chapter, Norwayelasy interest in cooperating with the EU. Defegtirom the

agreement would have large consequences econgynicall

The game used would be considered to be a onegahw- this is because there is a very long timedsst the
two referendums, 32 yedrshere were significant demographic changes andggsin the premises for EU
membership. There are an increasing number oé$smuconsider. In 1972 the EU was vastly diffefesrh what
it was in 1994, which again is very different frooday. One example is the use of the Euro. If Ngrware to
become a member today they would have to agresgieiment the Euro. If they had joined in 1994 tiveyld

have had the option not to adopt the Euro as UKAlimbther issue to consider is the member statek972 there

® http://www.europaveien.no/index.php?option=com tent&task=blogsection&id=5&Itemid=87

° First referendum was held in 1972, the secon®8#1http://www.eu-norway.org/eu/
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were 6 member states, 9 after the enlargeMelnt.1994 there were 12 states becoming 15 afeeetttargement.
This meant that Norway would have had the posgilmli having more leverage in its statements, dsadl laad the
possibility omitting certain implementations, lik@ example implementation of the Euro. Today ¢hesre 27
member states of which of many are economicallyeuteleloped compared to western and northern Europe
Membership in the EU would open Norway up much ntbeg it is today, even with the EEA/Schengen
agreements.

Since the Prisoners Dilemma Game and the ChickemeGeere more appropriate in analysing conflicts, |

discarded them. However the Stag Hunt game coulgsed. This is the entry game when adding a sukegam

"

Apply for
rmembership

Mat applying far
rmemkbership

Iembers hip
not Mo

accepted E ”
Members hip co-operation

gocepted Co-operatio

[#5] [=2] [e#] (=]

This game-tree is a sub game of the whole prodémswhole process is much longer than this. Fifdtyway (N)
has to decide on whether to inquire about membgtshihe European Union (EU) or not. Second stag@dvbe

for EU to inform Norway of the Criteria for accemsi Then Norway would have to decide whether t@pcthese

criteria or not. If they do accept the criteria e a political will in favour of EU-membershifhe politicians
would then have to hold a referendum on the madtet,this is where the tree comes in.

The game tree above covers the EU refusing memipershorway, even though this would probably occur
earlier, it is a possibility and therefore mustiteuded in the final matter. As Bennett (1995)ntoented in his

journal, game theory is simplifying a complicatedttar, to give an overview over the total case.

10 http://europa.eu/abc/history/1970-1979/index_en.ht
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Firstly we have the situation where Norway appi@smembership. EU has two options, to either acbepway
as a member or deny them membership. EU can deegsion to any applicant based on a number ofdgssue
However there are a set of criteria, the Copenh&yiteria”, already set out as a guide for countries wishing
join. In case of EU denying Norway accession,gagoffs would be -2 for Norway because they wdase out
on the agreements currently in place, and alsowlmeyd lose the time and money spent on the préegtion
debates and preparation. However, this is the liéaby scenario because Norway does fulfil théeria (Barroso,
2009) for membership. If EU accepts Norway as eber, we have a win/win situation. Norway wouldrgapen
access to the EU market, and more importantlymwatihave the democratic deficit outlined in parTRis would
be a good situation for the EU. Not only would tloeintry with the third highest GDP per capita affiehtenstein
and Luxembourd? join the Union, but a future energy-provider woaldo be secured in the market. In the case of
the fish and oil debate, it is believed that thehild probably have to accept some sort of agreethat lets
Norway regulate foreign businesses that come tithose sectors (Hjellum, 2008). This is verypintant to
Norwegians, and uncertainty in these sectors waobthe decisive factors when Norway voted ngoto the EU
in 1994. (ibid.)

If Norway decided to apply for membership and thedecepted, the payoff would be 5,5. This is beedtld
could use less resources on the EFTA countriesiilprs behind 97% of the contributidf)sand also would be
able to secure access to the present petroleunetra@skvell as the future energy-market. Norway @al$o gain
a lot from membership. One thing is clear todaynidy would not go into a membership without keegdunt
control over its natural resources and keepingutsency. Secondly the democratic deficit Norwatasng would
be reduced due to them being granted access toiaggos in the EU-Parliament. This option is tlodusion that

creates the highest collective value.

Then we have the unlikely situation of Norway npplging for membership and the EU refusing to coafgewith
Norway. It is important to remember that cooperatiere means to produce trade agreements likeEhe
agreement- not trade itself. Norway would be ableade with countries within the EU on an indivadibasis.
With no EEA agreement between them, EU and Norwaylavbe able to impose export/import tariffs onreac
other’s goods. This would make trade more diffieuitl expensive. Norway would probably increasedide with
other countries like USA, Canada and Russia. FoitEtduld probably not matter too much today, liuhay be a

future problem when increased import of energy wdod needed. EU would not be able to impose ragakat

1 http://europa.eu/scadplus/glossary/accession_ieritespenhague _en.htm

12 https://www.cia.gov/library/publications/the-world-
factbook/rankorder/2004rank.html?countryName=No&euntryCode=no&regionCode=eu&rank=5#no
13 See chapter three.
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onto the Norwegian consumer through the EEA-agreemrway and EU would gradually drift apart,
jeopardising a future membership. The payoffs wdlddefore be 2,1.

Finally we have the situation we are in today.

This is where Norway rejects membership and theaBtépts cooperation. This way Norway keep full aaint
over its natural resources, run its own taxatiolicigs and also have an opt-out option for EU liegien.
However, we must not forget that the price paidtiis “freedom” is the democratic deficit and thastveconomic
costs of the EEA-agreement: an agreement Norwdgpendent on. To the EU this option is not optirbat,
acceptable. It is the best when looking at theomgtithey had when Norway turned down membershipuln
this cooperation EU remains a close trade-partmblorway where the trade barriers have gone. EElives a
significant contribution of funds to even out thifatence between rich and poor within the uniofsdAit is likely
that even without a future membership- even thangmbership is always an option- EU is most likelypé able
to trade energy in the future. This is a good aptar the EU, but not the optimal, because thethaghreat of

Norway pulling out if the costs of the agreemeniseed the benefits.

Looking at the game-tree, it seems that the optsuohition is that Norway becomes a member of thebEthuse
the total payoff would be 10, or 5 each. One wagidtermine the optimal solution, or treubgame perfect Nash
equilibrium” under the conditions given is through backwardsiatidn working from the bottom of the game tree
upwards.(Monet, Serra 2003) Firstly we look atphgoffs and determine what the EU would chooseoth bases
where Norway apply for membership or not. We camtbee that EU would grant Norway membership oos@o
to cooperate, this because the payoffs in theseehare dominant to the alternative. We have tbere

eliminated the fact that Norway faces the thredieahg denied membership or EU refusing to cooperat

The next step would be to determine Norway's actinrthe background of the remaining alternativegoued in
the first step. Looking at the payoff alternatif@esNorway, for membership in the EU the payoff webbe 5 and

for not applying for membership would be 6, Norweyuld therefore not become a member of the EU [secaue

can be certain that the EU would cooperate. Theegape would therefore look like this:
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One can see how the EU can influence Norway’s ehtmieither apply for membership or not by not araping
with Norway or by increasing Norway's payoff unaeembership. The third, and most realistic waypisEU to
lower Norway’s payoff when they cooperate but narnbership. It is evident that this is the way EU is
“pressuring” Norway today when one looks back atEEA agreement and how the price of cooperation is
increasing. The EUs reasoning for this is becausd&t market is expanding, but the new EU markets a
realistically not targeted by Norway with the exiiep of a few banks- who incidentally have seenenlagses

because of the expansion into the Baltic States

Following this we can see that the EU would berteBtmosif Norway were to become a member, but because

Norway decided not to become a member, cooperatasthe best option at that point.

When taking a stag-hunt game approach in compéoimgy and short term benefit, we can see that #meegtree
can be divided in two. Due to the politics of EUmteership, and the fact that Norway can apply (angth
referendums) for membership several times, onecoasider the right half to be a Short Term solutr@sembling

the hunter going for the hare and not the stagérStag Hunt Game.

If Norway was to apply for membership, we have adg-term solution: It is very difficult to get ouf an EU

membership, if not impossible.

4 http:/iwww.dn.no/forsiden/borsMarked/article 1883 &xe
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This may be something the EU has realised, sodrenow increasing the price of membership todmptiuence
Norway to become a member, however Norway has‘saidiwice before. There is also the risk that thei}
decline cooperation. Both would lose out (payoff)2but when cornered, what is the rational sohRidlorway
may follow the Swiss model, and only part-tradenviite EU. Then the EU will lose out on valuableledand

access to the future energy-market. Is this athsi are willing to take? According to the gameettiee answer is
no.

To find the Nash-Equilibrium it is more conveni¢otuse a game-matrix. The matrix derived fromghme-tree
would look like this:

European Union
Not Accept/
Accept/Co-operate Not Co-operate

Apply 5 ,5 '2 y O
- 6.3 21

Apply

Norway

We can see that the best strategy for the EUdsdperate with Norway whether they apply for merabgr or
not. For Norway, the best option is not to applye Nash Equilibrium is therefore for Norway notgply but for
both parts to cooperate. Interestingly, there arBareto-efficient solutions to this matrix- we ganfind any

situation where the total payoff is the highest bath players are better off- one would need tanghahe payoffs
in that case. This can be done in two ways:

EU granted Norway a membership with the terms Maatvay would keep full control over its naturasoeirces.
This would increase the payoff for Norway, and mership would be very likely.
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The Matrix would then look like this:

European Union

Accept/ Not Accept/
Co-operate Not Co-operate

Apply @15 _2 ’ O

Norwa
Not

Apply 5 1_3 Z! 1

We can also see that the NE changes to Norway iagigr membership and EU to accept Norway.

The other way would be to reduce Norway'’s payotioiday’'s case. By increasing the economic terms for
cooperation, Norway may be inclined to choose dhffiély, (almost forced). However, EU must be cdrafi to
reduce the payoff too much so non cooperation besan alternative for Norway.

European Union

Accept/ Not Accept/

Co-operate Not Co-operate

Apply 515 -2 , 0

Norwa

o 4,3 21

Apply

Again the NE would be for Norway to apply and fay & accept, but the total payoff would not ince2abne

Pareto efficient solution would therefore be for Elagree to Norway’s wishes to control its natueaburces.

Credible and non-credible threats.

When looking at the game tree and the payoffs,dteéar that in one certain situation it is possfol the EU to
force Norway into cooperation. For example, EU dady to Norway that they would not consider coatieg
with Norway if Norway refused to become a membdirisTwould eliminate the payoff of 6 for Norway and
therefore Norway would pursue membership to geptyoff of 5. However this is considered to be a-nedible

threat. We can see from the EUs payoff that theylevonly cooperate if Norway chose not to becomaeanber
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because of the bigger payoff for cooperation. Hewea non-credible threat may seem threateninggmno

because Norway may fear that the EU could aciomatly and refuse cooperation.

5. Conclusion.

In this dissertation we have examined the relatiimbetween Norway and the EU. What is unique itk
relationship is that while both wish to cooperatthweach other, they are divided in the way it dtidne done. The
EU obviously feels that Norway should become a memolb the organisation, whilst Norway believes thatt

being a member but relying on trade agreementwibést solution.

By analyzing this relationship using game theoryhaee received some valuable insights and we calaiex
much of how the relationship can be developed. @i hearned that even though EU is the more powefthe
two parts, Norway dictates the way the relationshigvolving because of EU uncertainty. They camigside on
what course of action they ought to take beforeadgrhas decided to become a member or not. Through
backwards induction we have seen that the optioiatien for both is that Norway becomes a membere B the
higher payoff for Norway not to apply for membegshnd the fact that the threat of the EU not tqpevate is

non-credible, Norway would pursue the higher pagoifl not become a member.

This solution is also verified when we plot the pfis in a matrix and find the Nash Equilibrium.

We can also see that because the threat of EUngftcscooperate is a non-credible threat, theteasways for
the EU to influence the Norwegians to become mesfdére two solutions are either to increase thefbdyr
Norway if they become members, or to reduce thefbdyr cooperation. Looking at how the EEA-agre@ieas
evolved, it is clear that it is the latter thaheppening. The price for cooperating with the Edasg up; therefore
the result is that Norway is left with a reducegiqfé However, it may be easier for the EU to irage the payoff
for Norway's membership. However this will thenlignce EU’s payoff because of Norway’s wish foatot

ownership of its own natural resources and theeetioe EU will lose out on that.

Looking at the benefits of being a member versusb@ship using game theory shows us that it isfiewult
relationship. In the true spirit of realism and gatieory both parts want to gain maximum benefitofthe
situation they face when it comes to cooperatiohat¥s also clear is that EU can try to force tigtoa Norwegian
membership IF they are willing to gamble on Nonagplying rather than accepting non cooperationliftially
that will not happen. Norway and the EU are batl tiip to cooperation through the EEA agreemenier@n

agreement and other agreements. Also consideraigtel of implementation of EU politics regulatsowithin
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Norwegian law suggests that cooperation has reasindda level that only a Norwegian EU-membership i

realistic if the status quo were to change.

However, with the bad press the EU has receivetylaecause of the problems in the Euro-zone amavHly the
crisis has been handled, the latest polls on whé&thevay should become a member of the EU or nstdhanged
since the last referendum. The new numbers shavsith@% want Norway to stay outside EU, whilst 26 .®&ant
membership. (11.9% is undecided)

However this type of polls is only presented agnditation and is in no way representative of th&ults in a
referendum. But it does suggest that the payoff\fanway becoming a member is decreasing, which ntigha
problem to the EU in the future when/if a new refefum is on the table. This is something only theré will

show.

'3 http://www.nationen.no/2010/08/15/politikk/eu/sstikk/meningsmaling/6109081/
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