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Abstract

We analyze in how far market perceptions of actual finan-
cial integration affect EU integration support at the coun-
try level. As indicators of realized states of integration in
financial markets we rely upon yield differentials of long-
term government debt. To identify particular situations that
could undermine the integration process, we suggest a new
measure of EU integration risks that fulfills a number of
properties which are desirable to ensure its informational
value. Our results indicate that tensions to finance public
debt in integrated financial markets are the main contribu-
tor to weakened support for EU integration. Particularly,
large yield spreads increase the polarization on this issue at
the country level. Moreover, as a confirmation of a-priori
expectations, we find that the national support for EU inte-
gration sees a fostering in times of economic upswing and
under beneficial structural EU funding. These results indi-
cate that it becomes crucial to monitor increasing interna-
tional yield differences as they could prepare the ground for
claims for EU disintegration policies, thereby, threatening

future advances of the EU integration project.
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1 | INTRODUCTION

In most European countries, citizens and political parties have been recognizing for many years the
beneficiary effects of increased EU integration. As a political and social endeavor, the EU integration
project rests on two largely uncontroversial priorities of European policy namely (a) the establishment
of real economic growth opportunities through common market creation (the Treaty establishing the
European Economic Community (EEC) in 1957) and (b) the reduction of regional differences in liv-
ing standards through structural funding (the creation of the European Regional Development Fund
(ERDF) in 1975). As a reflection of its economic and social achievements, the European Union (EU)
has grown steadily from six member countries in 1951 to 28 in 2013.! For the individual voter and
party level, the literature has successfully associated the support of the EU integration project with
political and economic states related to both priorities of European policy (a) and (b) (e.g., Anderson
& Kaltenthaler, 1996; Brinegar & Jolly, 2005; Eichenberg & Dalton, 1993; Esteve-Gonzalez &
Theilen, 2018).

The advent of the Maastricht Treaty in 1992 can be considered as a first mark toward a third and
more recent priority of European policy, namely (c) the strive for financial integration with monetary
unification as a next step toward deeper economic integration. Unlike market creation and regional
funding, however, the monetary unification agenda has been from its beginning a salient and highly
controversial issue in many European countries. On the one hand, some countries have refused partic-
ipation in the common currency (Denmark, Sweden, and the UK). On the other hand, the prominent
Stability and Growth Pact (SGP) of 1997, which has been created to establish fiscal policy coordina-
tion in a monetary unified EU, has become repeatedly an object of political conflict.” In consequence
and culminating with the 2016 exit referendum in the UK, the EU integration process has also seen
impediments (e.g., the ultimate failure to ratify the EU constitution after 2004) and episodes of politi-
cal conflict and weakened support that manifests in the appearance and the increased electoral success
of parties at the extreme left and the extreme right of the ideological spectrum.’ This has important
consequences for EU integration support as both types of parties are Eurosceptical.

On the one hand, financial integration through monetary unification appears conceptually as a natu-
ral complement to integrated goods markets, and, hence promises further creation of trade, growth and
welfare (Frankel & Rose, 2000) resulting in larger support for EU integration. On the other hand, how-
ever, the great recession in 2008 and the subsequent sovereign debt crisis have arrestingly shown that
monetary unification comes with loss of national sovereignty and control over economic policy giving
rise to vehement criticisms.* In this study, we analyze for the first time, in how far market perceptions
of actual financial integration affect EU integration support at the country level. Specifically, building
upon Codogno et al. (2003) we regard yield differentials of long-term government debt as indicators of
realized states of integration in financial markets. Observing that they could limit public spending and
the discretionary scope of parties in government to pursue their partisan policies, large yield differen-
tials might be essential for understanding the support to the EU integration project at national levels.
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Empirically, the support for EU integration issues has been analyzed for parties (either with data
from party manifestos or expert surveys) and citizens (with Eurobarometer data). Regarding the latter,
cross-country analysis has provided sound understandings of the determinants of the mean level of
support of specific EU integration issues (e.g., the introduction of the common currency), as well as of
suitable measures of consensus (or polarization) on these matters (Anderson, 2005). For a conditional
understanding of actual political risks of the EU integration project, however, it is important to con-
sider both dimensions (mean support and associated consensus) jointly. For instance, while particular
risky states of EU integration are obvious for the case of a low mean political support, in a highly po-
larized society a small change in voter support can yield a majority of Euroscepticals which promote
EU disintegration policies even if mean support is at a medium level.? Country-level assessments of
overall EU integration support in terms of an integrated measure have not been suggested yet. Taking
advantage of the composition of so-called “Value-at-Risk’ statistics which are widely applied in finan-
cial analysis (see Jorion, 2007, for a textbook treatment), as a further novelty, this study proposes such
an integrated measure of integration risks.

Covering the EU15 (except Luxembourg) and the period 1984-2014, our empirical analysis relies
on nine waves of evaluations by political scientists about party positioning toward EU integration
and the percentages of votes received by parties in latest elections. These data have been drawn from
the Chapel Hill Expert Survey (CHES). Our results underpin the informational content of combining
mean and polarization statistics to signal fragile states of EU integration. Market perceptions of actual
financial integration determine political risks of EU integration beyond EU wide redistribution and
country-specific states of the business cycle. Increasing international yield differences of government
bonds induce tensions to finance public debt and could promote claims for EU disintegration policies.
Accordingly, excessive spreads in financing long-term debt deserve primary consideration by political
authorities who are interested in advancing the EU integration project.

The remainder of this paper is organized as follows. The next section reviews the related literature.
Section 3 provides an axiomatic treatment of the measurement of political risks assigned to EU inte-
gration and develops a new index in this direction. Section 4 describes the data and our econometric
approach. Estimation results are discussed in Section 5. Section 6 concludes.

2 | RELATION TO THE LITERATURE
2.1 | Measuring support for EU integration

The literature has measured support for EU integration issues both at the individual voter and the
party level. Measures of national support based on individual data from Eurobarometer questionnaires
have been constructed, for instance, by Anderson (2005) to assess the support for the introduction of
the Euro.® In this study, we quantify EU integration support at the country level by means of party
positioning on this issue and their voter support in general elections. Focussing on party positioning
and voter support has several advantages. First, by using the CHES database, we obtain a data panel
of comparable information across countries over a time period of 30 years that is not available for
individual data. Second, by considering both party positioning on EU integration and the electoral
support of all parties, we can construct measures of national support for EU integration that are much
more difficult to obtain from a limited number of respondents. For instance, in Eurobarometer sur-
veys, the number of citizens interviewed each year is around one thousand per country. While the
sample intends to be representative regarding the population structure in each country (e.g., gender,
number of children, religion, and ideology), this is not the case with regard to electoral support. This
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is because abstention in elections is considerable and non-voters are not necessarily representative for
the whole population. Therefore, considering a measure that is based on actual voter support is key
for the purpose of our study. Despite these considerations, public opinion and party positioning are
closely interrelated, however. For instance, it has been shown that political parties and their elites, on
the one hand, shape citizen attitudes toward EU integration (Steenbergen et al., 2007) while, on the
other hand, they also respond to changes in the public opinion on this matter (Meijers, 2017). Hence,
the support for EU integration at the country level is the outcome of national political debates where
party positioning and public opinion influence each other.

Regarding party support for EU integration from previous studies, one can broadly distinguish the
ideological identity approach and the utilitarian approach to explain party support for EU integration.
Proponents of the utilitarian approach argue that parties are more likely supportive for EU integration,
if it results in a net benefit to their partisans or their national economy (Anderson & Reichert, 1996;
Aspinwall, 2007; Eichenberg & Dalton, 1993). Traditionally, major parties located at the ideolog-
ical center have taken a neutral or positive position on EU integration. By contrast, minor parties
have taken advantage of this by formulating extreme positions to attract votes from Euroscepticals
(Hix & Lord, 1997; Hooghe et al., 2010).7 More recently, due to the electoral success of radical
parties, Euroscepticism has been contagious also for mainstream parties (Hooghe & Marks, 2009;
Meijers, 2017). Consequently, the analysis of the overall national support for EU integration deserves
a systematic consideration of both mean support for integration and the intensity of political conflict
on this issue (for a related discussion see Anderson, 2005). With regard to the measurement of po-
litical conflict or polarization in party systems, interestingly, an evidently rich literature yet lacks a
consensual approach (Laasko & Taagepera, 1979; Anderson, 2005; Klingemann, 2005; Dalton, 2008).
Moreover, the literature has been silent on assessing the level and intensity of conflict jointly. Against
this background, we argue in favor of the informational merits of an integrated approach to measure
‘overall national political support for EU integration’. In doing so, we follow an axiomatic approach to
construct the measure of interest along desirable theoretical properties. Moreover, putting particular
attention on stances of overall support that could undermine the integration process, we identify ‘risky
stances of EU integration’.

2.2 | Determinants of support for EU integration

Three main priorities of European policy can be differentiated in identifying potential integration ben-
efits, namely (a) real economic growth through common market creation (EEC Treaty in 1957), (b)
the reduction of regional differences in living standards through structural funding (ERDF in 1975),
and (c) financial integration through monetary unification (Maastricht Treaty in 1992).

Regarding target (a), results in Eichenberg and Dalton (2007) and Esteve-Gonzalez and Theilen
(2018) point to real GDP as an important positive determinant of mean EU integration support con-
ditional on the analysis of data from individual surveys (Eurobarometer) and on party positioning
(CHES), respectively. As regards target (b), using Eurobarometer data, Brinegar and Jolly (2005) find
that support for EU integration is larger in those countries that receive higher net EU transfers (see
also earlier studies from Anderson & Kaltenthaler, 1996; Duch & Taylor, 1997; Eichenberg & Dalton,
1993). Similarly, evidence for increased party support in countries that are net receivers is documented
in Esteve-Gonzalez and Theilen (2018).

While the literature has largely ignored the merits of financial integration for EU integration
support, that is, target (c), some studies have analyzed the impact of inflation (e.g., Eichenberg &
Dalton, 2007) or binary indicators of compliance to the Maastricht criteria (e.g., Esteve-Gonzalez &
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Theilen, 2018) on support for EU integration. While such variables can capture certain aspects which
are important for target (c), we consider yield spreads of long-term government bonds as particularly
informative to summarize the actual evolvement of financial and monetary EU integration. According
to stylized theoretical models, differentials in bond yields can be traced back to country-specific
fundamentals that govern the ability of fiscal authorities to meet their credit obligations (that are
eventually denominated in international currency). Providing insights into the determinants of yield
differentials of government bonds in the Euro area, Codogno et al. (2003) find that the inception of the
monetary union in 1999 came with a harmonization of credit conditions without, however, achieving
full convergence. In unraveling potential determinants of the persistent yield differentials Codogno
et al. (2003) point to a prime role of country (default) risk-related factors. As a result, they identify
fiscal consolidation and convergence of debt-to-GDP ratios as important triggers toward the harmoni-
zation of credit conditions in Europe. Both of these means, however, could easily give rise to political
conflict and to a reduction of mean party support for the political integration in the EU. Similarly,
large yields to be paid for public debt could limit public spending, and, hence, the discretionary scope
of parties in government to pursue their partisan policies. Therefore, we conjecture that yield spreads
are potentially important to both mean support for EU integration and polarization on this issue.

3 | MEASUREMENT OF EUROPEAN INTEGRATION RISK

To derive a quantification of overall national political support for EU integration, suppose we have J
parties with a policy position p; on the issue of EU integration, p <p; <p, with larger values indicating
more pro-European positions. Without loss of generality, we define in accordance with the CHES

J
p=1land p=7. Parties obtain electoral support v; for their positioning (v; >0 and > v; <1). Moreover,

- j=1
Vp)=ys ViDL D) Pi<Pjs1s is an (ordered) distribution of policy support, u = 2_,21 viD; its
mean, and S the space of all distributions. We now come to the desirable properties of a support meas-
ure S designed to summarize the informational content of the distribution (v,p).

According to the first property, S should increase with the mean support for EU integration:

Property1 S>S8 if u>y

As illustrated in the top of Figure 1, property 1 implies that an increase in electoral support for
more ‘pro-European’ parties, or a more ‘pro-European’ positioning of parties increases the support
for EU integration.

A second property that S should have is as follows:

Property 2 S> 5" if (v;p) = (v,,5,v3:P1,P2:P3) and (V/;p) = <v1,v?2,%2,v3 iP1P2 —E.Dr +E.D3 )

Property 2 implies that for two distributions sharing the same mean, overall support increases
when integration support shifts from the extremes to a central position. As illustrated in the medium
panel of Figure 1, this property is very intuitive. While in one country, a strong centralist party posi-
tion (at level 4, say) moderates political dispute, in the other country, the center divides into differen-
tiated positions (e.g., at levels 3 and 5, respectively). To understand this property, let us consider that
level 3 is a critical value of support (in our case a EU disintegration position). Then, while under S in
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Property 1 (S > S")

v & Vi S’
T T T T Pi T T T T T T pi
1 2 3 4 7 1 2 3 4 5 ¢ 7
Property 2 (S > S")
' s vi s
T T 1 T Pi T T T T T T pi
1 2 3 1 7 1 2 3 4 5 6 7
Property 3 (S > 5')
‘ S Ui s’
T T H T T P T T T T T By
1 2 3 1 5 1 2 - § 4 6

FIGURE 1 Examples to illustrate properties 1-3

the left-hand side panel 75% of voters support a position above this critical level, in the right-hand side
panel under S’ this share has decreased to 50%. As assured by property 2, policy support is stronger

in the first case.

Finally, a third desirable property for S is as follows:

Property 3 S>S if (V'p')=(v,,vy;p;,p,) and (v;p)=<

Vv <V,

i

3,2—17"2;171_57171"'5’1’2) for € small and
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To see the intuition behind this property, consider the following example which is illustrated in the
bottom of Figure 1:

Example 1 (V,p)=(1,4:35 ) and p) = $.4.3:24.5).

Again, both distributions agree in mean support (1 = u' = 4). In (v, p"), half of the voters support a
party with a ‘critical position’ toward EU integration, while in (v, p), a quarter of voters are more crit-
ical and a quarter of voters are less critical. Consider, again, that level 3 is a critical value of support.
Then, while under § in the left-hand side panel 75% of voters support a position above this critical
level, in the right-hand side panel under S’ this share has decreased to 50%. Property 3 guarantees that
support for EU integration is more critical in (v, p’) which is characterized by a stronger voter support
for an Eurosceptical position.

From Figure 1 and the considerations on the properties 1, 2, and 3, it is apparent that assessing the
political support for EU integration in an integrated manner deserves both information on the mean
and the prevalence of conflict. In specific, such an assessment should be increasing in the mean level
of political support and decreasing in associated conflict. The results in Esteban and Ray (1994) imply
that a support measure that fulfills properties 1, 2, and 3 must be of the form

S(y)=u—y-Py>0, (D

where y is a weighting parameter, and P the polarization measure proposed by Esteban and Ray (1994),8
that is,

J

P:IOZZVJ.ZVI 'pj—pl|. 2

j=1 =1

The definition in (1) takes advantage of the composition of so-called Value-at-Risk statistics
(Jorion, 2007) that are commonly applied in financial analysis.9 Putting equal weight to the informa-
tional content of  and P, the analysis in this work relies on the choice of y =1, that is, S(1) = u — P.

While the related literature reports a variety of conflict (or consensus) statistics (see among others
Laasko & Taagepera, 1979; Anderson, 2005; Klingemann, 2005; Dalton, 2008), results in Esteban
and Ray (1994) imply that the form in (1) and (2) is necessary and sufficient to establish that S(y)
fulfills the desirable properties 1, 2, and 3. For instance, applying the polarization measure proposed
by Dalton (2008),
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would render S(1) at odds with property 3! Next, we turn to the empirical implementation of the support
measure S(1) defined in (1).

4 | EMPIRICAL APPROACH
4.1 | Data

The CHES merges the data sets from Bakker et al. (2012), Polk et al. (2017) and Ray (1999), and
contains evaluations by political scientists about party positioning toward EU integration (p;) and the
percentages of votes received by parties in latest elections (v_,-).12 To assess overall national position-
ing toward EU integration, we draw upon nine waves from the CHES (1984, 1988, 1992, 1996, 1999,
2002, 2006, 2010, and 2014). The cross section comprises the EU15 excluding Luxembourg, that is,
Austria (AUT), Belgium (BEL), Denmark (DNK), Finland (FIN), France (FRA), Germany (GER),
Greece (GRC), Ireland (IRL), Italy (ITA), the Netherlands (NLD), Portugal (PRT), Spain (ESP),
Sweden (SWE), and the United Kingdom (UK).13 For more details on data definitions and sources,
see Table 1.

4.2 | Empirical statistics of national European integration support

We compute the weighted mean of party support for EU integration (x) in country i and survey year
tas

J
Hi= Z ViitPjit - 3
j=1
In (3), v;, and p;;, are the party j's share of votes and the party j's position toward EU integration in
country i and time 7, respectively. Shares v, refer to the share of votes that the party has obtained in
the most recent national government election prior to the survey year. Specifically, p;;, is party j's po-
sition toward the EU integration process in the year of the survey as the mean of the experts' individual
assessments.'* Overall, 1,162 observations on party positioning are summarized in 126 observations
for 14 countries in nine periods. Variations of u;, come from three sources. First, changes in electoral
support yield variations in the weighted mean support. Second, changes in party positioning assessed
by experts cause variations in y;,. Finally, since new parties enter and other parties exit, for a given
country the number of parties, J, may change over time which affects mean party support.15
According to definition (2), the empirical polarization index is determined as

“

Pijit — Piit

J
P, =10 Z 2 ijilvlit

such that the combined index of national EU integration support is

Si (D)= pjy—P. ©)
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TABLE 2 Descriptive statistics

Max

Variable Overall mean Min (country) (country) Min (year) Max (year)

u 5.398 (0.753) 4.634 (UK) 6.291 (ESP) 4.952 (1984) 5.763 (1992)
P 2.424 (1.166) 0.926 (BEL) 4.484 (UK) 2.098 (2002) 2.988 (1984)
S(1) 2.973 (1.690) 0.150 (UK) 4.987 (BEL) 1.964 (1984) 3.617 (1992)
BEN 0.474 (1.396)  —0.464 (GER) 3.589 (GRC) 0.061 (2014) 1.014 (1992)
GDP 0.086 (0.915)  —0.506 (FIN) 0.641 (IRL) —0.452 (1996) 0.857 (2014)
YIELD 0.561 (2.923)  —1.467 (GER) 5.392 (GRC)  —0.058 (2006) 1.662 (1984)
1(5,2) 0.278 (0.450) 0 (BEL, ESP, GER) 1 (UK) 0.071 (1992) 0.643 (1984)
1(S.3) 0.444 (0.499) 0 (BEL, ESP, GER) 1 (UK) 0.286 (1992) 0.643 (2014)
SURPLUS  -3.375(4.371) —-6.811 (GRC) 0.378 (FIN) —7.686 (2010)  —0.121 (2006)
UE 0.009 (0.543)  —0.282 (PRT) 0.158 (FIN) —0.580 (2014) 0.381 (2010)

Note: For the overall mean (column 2), there are the corresponding standard deviations in parenthesis. Results in columns 3-6 refer to
country and time means. For variable definitions see Table 1.

Overall and country-specific descriptive statistics are displayed in Tables 2 and 3, respectively. As
Table 2 shows, on average, y;, quotes amount to 5.398 with an empirical standard deviation of 0.753.
While France, Sweden, and the UK (Austria, Greece, and the UK) show weakest mean support (and
largest polarization) for EU integration, the three countries with the strongest mean support and lowest
polarization for EU integration are Belgium, Spain, and Germany. To directly highlight the distinct
informational content of mean support and polarization, the relationship between u and P is displayed
in Figure 2. While states of high and low mean support must reduce polarization on EU integration by
construction, we find that there is considerable heterogeneity in the degree of polarization on integra-
tion for values 4 < u; <6, for example. This indicates, indeed, that ;4 alone cannot capture the actual
level of support for EU integration in particular countries and years. Figure 3 illustrates the pronounced
cross-sectional and time variation of overall national support for EU integration as quantified by S(1).

4.3 | Risky stances of national EU integration support

According to the CHES, critical thresholds for EU integration support are ‘k = 2’ (‘opposed’ to EU
integration) and ‘k = 3’ (‘somewhat opposed’). As observed in Figure 2, in numerous occasions these
thresholds are in the realm of political debate, either because of low mean support or strong polariza-
tion. While this adds further justification for the integrated measure in (1) and (5), it also motivates to
put particular emphasis on risky stances of overall national support for EU integration. Accordingly,
we suggest to identify these risky stances by means of a set of indicators, that is,

1 if S,<k
Iit(Siz;k)={ 0 i S”>k k=23. (©6)
it ’

Apart from the UK, Figure 2 shows that Italy, Greece, Austria, Finland, and Sweden are character-
ized by risky stances for the most recent observations. This is particularly due to the high degree of
polarization on EU integration in these countries, since the mean support is similar or even above the
one observed in Denmark, France, or the Netherlands.
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FIGURE 2 Relationship between mean (u) and polarization (P) of party support for EU integration. For 2014,
country positions are indicated with abbreviations

S(1)

1999
2006
2014

UK ———- AUT MEAN

FIGURE 3 Left. Map of the country mean of S(1) where the intensity of the gray color corresponds to the
intervals: W <2, [2, 3)," [3,4), >4.Right. Time evolution of S(1): country means for the highest (BEL, ESP, and
GER) and lowest (UK and AUT) values and mean for all countries (MEAN)

4.4 | Explanatory variables

While our main focus is on the effects of actual financial integration on EU integration support, that
is, the achievement of target (c), our regression analysis conditions upon two further variables refer-
ring to integration targets (a) and (b) of European policy. Specifically, we use deviations of real gross
domestic product per capita from the business cycle (GDP) to assess the role of macroeconomic
performance for EU integration support in the light of target (a). In addition, we use the difference
between the payments that a country receives from the EU and its contributions to the EU budget
(BEN), as a major reflection of policies that address target (b). We expect larger benefits from EU
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wide redistribution and positive states of macroeconomic performance to increase mean party sup-
port, reduce polarization and consequently improve S(1) as our integrated assessment of national EU
integration support.

To assess the marginal effects of policies that address target (c) on national EU integration support,
we employ yields of long-term government bonds measured in deviations from GDP weighted EU
average yields (YIELD). We expect that YIELD influences negatively mean national support for EU
integration and spurs respective polarization. Consequently, YIELD is expected to exert a negative
impact on S(1).

While the three covariates (BEN, GDP, and YIELD) are in the focus of our benchmark regression
models, we complement these analyses with robustness checks where we include further explanatory
variables that provide a complementary perspective on macroeconomic performance, monetary inte-
gration, and pressures of financing public debt. These variables include unemployment rates in terms
of differences from their HP trend (UE), an indicator of participation in the monetary union (EURO)
and government budget surplus (SURPLUS).

Apart from the three covariates of interest (BEN, GDP, and YIELD), all models include a set of
specific time effects such that the regression intercept represents joint effects for the time periods
1984, 1988, and 2014.' While our benchmark regressions do not include country fixed effects, we
provide complementary results from least-squares dummy variable estimation that account for unob-
served cross-country heterogeneity. All computations are performed in STATA 12, using the com-
mands xreg, xlogit, and sqreg.

4.5 | Econometric models

To study the fragility of EU integration and its potential determinants, the empirical study considers
three empirical frameworks that provide complementary information on both the mean levels of po-
litical support for EU integration (and conflict) and particular stances of (abnormally) weak political
support which might put the integration project into question. As such, the empirical analysis takes
full account of the fact that ‘deviations from the average party support’ challenge the integration in an
asymmetric manner. In specific, the empirical models comprise:

e linear regressions to explain mean party support for EU integration (y;,), conflict (P;,), and the inte-
grated measure (S;,(1)) as defined in (5),

e binary logit regressions to model the probabilities of risky stances of party support (Z;, (S.k) .k=2,3)
as defined in (6), and

e simultaneous quantile modeling for left-hand side quantiles of S;,(1) defined in (5), where the fol-
lowing quantiles of S;,(1) are subjected to joint modeling: 2.5%, 5%, 10%, 30%, and 50%.

While common regression models characterize the ‘conditional mean’ (of y;;, P;, or S;,(1)), the logit
specification provides a structural perspective on the probability of an event which is core for monitor-
ing risks of political integration. Going beyond these insights, quantile regressions appear of special
merit in the present context. Focussing on the conditional analysis of the lower quantiles of measures
such as S;,(1) promises a specific understanding of the determinants of particular risky (or abnormal)
states of relatively weak party support for EU integration. In particular, results obtained for the lowest
quantiles under scrutiny promise an unraveling of those factors (and their effects) which are behind
most critical states of the EU integration project.



370 WI L EY— ESTEVE-GONZALEZ ET AL.
5 | ESTIMATION RESULTS

Estimation results for linear models and logit regressions are displayed in Table 4. Results from si-
multaneous quantile models are shown in Table 5. The following discussion of estimation results and
diagnostic outcomes focusses on regressions which exclude country-specific fixed effects. As can be
seen from Table 4, the inclusion of country fixed effects leaves core model conclusions unchanged.
As the number of observations per country is only nine, we did not run more sophisticated logit or
quantile regressions with country fixed effects included. If not stated otherwise, the discussion of
empirical results refers to 5% nominal significance.

5.1 | Results from linear and logit regressions

On average, net fiscal benefits (BEN > 0) exert a mildly significant effect on support for EU integra-
tion (1) and leave polarization (P) and overall support (S(1)) unaffected. To illustrate the former effect
numerically, consider the difference among the mean levels of BEN recorded for Germany (—0.46) and
Greece (3.59). Accordingly, the expected mean support for EU integration changes by 0.49 units which
amounts to 9.1% of the mean level of u. While it lacks explanatory content for S(1) and 7 (S;2), BEN is
effective to shield significantly against particular risky stances of EU integration (/ (S;3)).

Favorable real economic conditions (GDP > 0) foster mean support (¢) for EU integration and re-
duce conflict (P) on this issue. Unlike the former effect, the latter impact is (mildly) significant. In line
with these results, an increase of GDP raises overall political support for EU integration as quantified
in terms of the combined measure S(1) with mild significance. Binary regressions for 7 (S,3) indicate
a reduced probability of severe integration risks to be present conditional on positive deviations of
GDP from its HP trend.

Unfavorable financial market conditions (YIELD > 0) lack any impact on mean party support
for EU integration, but raise conflict on this issue with high significance. Moreover, they contribute
significantly to a weakening of political support in terms of S(1). For instance, an increase of YIELD
by one percentage point reduces the expected political support for EU integration (S(1)) by almost
0.13 units which amounts to approximately 4.5% of the mean level. Logit regressions underpin that
risks emerging from excess yields are of particular relevance for fragile stances of support for EU
integration.

Focussing on conditional time effects, it is interesting to see that the two periods related to the
Maastricht Treaty and the advent of the Euro (1992, 2002) are characterized by estimates which imply
largest levels of mean support for EU integration matters and smallest levels of polarization on this
issue.

5.2 | Results from quantile regressions

Estimation results on the marginal contributions of BEN, GDP, and YIELD are largely robust for
the considered smallest quantiles of S(1) (i.e., 2.5% and 5%) being the most critical levels of EU
integration risk. As it turns out, all explanatory variables contribute to these quantiles significantly
with their expected directional effects. To assess these marginal effects in relative terms, it is worth
to weight the documented parameter estimates with the empirical standard deviations of the respec-
tive variables (see Table 2). From this exercise, we obtain at the 2.5% quantile average effect sizes
of 0.466, 0.584, and —0.859 for net benefits from European redistribution (BEN), macroeconomic
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performance (GDP), and financial market conditions (YIELD), respectively. These results are inter-
esting in two regards. First, conditional on risky stances of EU integration support financial market
conditions dominate those variables which have been established in the related literature (Eichenberg
& Dalton, 2007; Esteve-Gonzalez & Theilen, 2018) as important determinants of the political sup-
port for EU integration. Second, the results underpin that for understanding actual fragilities of the
EU integration project, the informational value of regressions focussing on the mean (see results
documented in Table 4) is not sufficient, as it could give an incomplete quantification of relative
effect magnitudes.'”

5.3 | Diagnostic results and robustness analysis

The differences in the degrees of explanation R? —R% documented in Table 4 indicate the marginal
explanatory content provided jointly by BEN, GDP, and YIELD. As it turns out, this is significant
at any conventional level for the benchmark specifications which exclude country-specific dummy
variables. Apparently, accounting for unobserved heterogeneity in terms of country dummy variables
raises the model implied R? statistics, while it leaves the assessment of the marginal effects going back
to BEN, GDP, and YIELD largely unaffected. While the inclusion of fixed effects guards against the
adverse effects of endogeneity to some extent, we further checked the potential of endogeneity by
diagnosing if u, P, or S(1) exhibit explanatory content for linear residuals extracted from BEN, GDP,
and YIELD. From nine respective Lagrange Multiplier test statistics, one turns out to be significant
at the 5% level. Accordingly, we regard the potential of endogeneity biases as negligible. Finally, as
can be seen from the results documented in the Appendix (Table Al), the marginal effects on S(1)
documented for BEN, GDP, and YIELD remain also qualitatively robust when adding further control
variables (EURO, SURPLUS, and UE). In particular, YIELD remains the covariate with largest abso-
lute effect estimates among all five metric explanatory variables.

6 | CONCLUSIONS

Dating back to the end of World War II, the last six decades have witnessed several waves of socio-
economic and political integration in Europe. On the one hand, the advent of European institutions,
for example, the common market or, most prominently, the common currency, may be regarded to
exemplify successful integration. On the other hand, however, recent debates have arrestingly shown
that such institutions also bear the potential for political conflict. Against this background, we ana-
lyze the marginal effects of financial market tensions, that is, international yield differentials, on the
national support for EU integration.

We use information on party support for EU integration and parties' vote shares gathered from the
Chapel Hill Expert Survey to derive a measure of support for EU integration that fulfills a number
of desirable properties to ensure its informational value. We find that such a measure is based on a
combination of mean support and a polarization index capturing the intensity of conflict regarding
EU integration. As it turns out, time variation of mean support and polarization give rise to dynamic
alterations of risks to political integration in the EU15. For instance, the weakest threats to integration
are found for the year 1992 which is close to the fall of the iron curtain and closest to the initialization
of the monetary unification process.

Our results highlight that yield differentials of financing long-term public debt, that is, market
perceptions of actual financial integration, are core to understand political risks of EU integration
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beyond the effects of macroeconomic performance (i.e., business cycle states) and net EU transfers.
Hence, increasing international yield differences could promote claims for EU disintegration policies.

The lessons from this study are threefold. First, party support for EU integration is stronger
(weaker) in countries which benefit from (contribute to) EU structural funding. However, noticing that
future advances in EU integration are unlikely to bring direct economic benefits from institutional ar-
rangements to all members, the doubtlessly existing indirect benefits of EU integration deserve more
elucidation. Second, for the time scheduling of future reforms, appropriate respect of business cycle
positions will both strengthen political support for integration and reduce the political fragility of the
integration process. Third, financing conditions of government debt should become most topical in the
agenda of European policy makers, for instance, within the discussion of European monetary policy
and the reform of the Stability and Growth Pact.

ACKNOWLEDGEMENTS

Bernd Theilen acknowledges financial support from the Spanish Ministerio de Ciencia e Innovacion
and the European Union under project PID2019-105982GB-100/AEI/ 10.13039/501100011033 and
Universitat Rovira i Virgili and Generalitat de Catalunya under project 2019PFR-URV-53. The
authors declare that they have no relevant or material financial interests that relate to the research
described in this work. We are grateful to an anonymous reviewer and the participants of the 1st
Workshop on Conflict and Development (2017) in Reus for helpful comments. Open access funding
enabled and organized by Projekt DEAL.

DATA AVAILABILITY STATEMENT
Data available upon request.

ORCID
Helmut Herwartz "= https://orcid.org/0000-0003-4801-6231
Bernd Theilen "= https://orcid.org/0000-0001-7141-2780

ENDNOTES
! The current number of member states is 27 after the withdraw of the United Kingdom from the EU in 2020.

2 Interestingly, the SGP has been criticized for both weak enforcement and excessive strictness of its regulatory frame-
work. As a result, several reforms of the SGP have oscillated back and forth between the implementation of stronger
enforcement mechanisms and the allowance for more flexibility at the level of national fiscal policies. Most important
reforms took place in 2005 when the SGP had lost credibility after specific sanctions were not applied to France and
Germany, and in 2011 (the so-called ‘Six-Pack’). For a discussion of the SGP effects and further references, see, for
example, Baerg and Hallerberg (2016), Gali and Perotti (2003), Wyplosz (2006) and Schuknecht et al. (2011).

w

Radical left-wing parties oppose EU integration because of its neoliberal character and the austerity measures (March,
2011). Radical right-wing parties are against EU integration because it comes along with a loss of national sover-
eignty and identity as the control over economic policy is largely transferred to supranational entities (Mudde, 2007).
Examples of such far-left and far-right parties are Die Linke and the Alternative fiir Deutschland in Germany, the
United Kingdom Independence Party in the UK, the Lega Nord in Italy, the Rassemblement National/Front National
in France, the Freiheitliche Partei Osterreichs in Austria and Podemos and VOX in Spain.

IS

For example, northern and central European countries accused financial integration to have transformed the EU into
a transfer union causing fiscally more disciplined economies to subsidize fiscally less disciplined economies (Issing,
2011). By contrast, the austerity measures imposed after the crisis under the SGP have been highly controversial in
the peripheral countries as they are seen to have impeded economic recovery after the financial crisis (e.g., Auerbach
& Gorodnichenko, 2017).
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> As an example, notice that the mean level of EU integration support shortly before the exit referendum in the UK has
been similar to respective figures of Finland, France, and Sweden. However, the UK showed outstanding figures of
party polarization on EU integration matters in comparison with these countries. For more details, see the empirical
analysis in Section 4.

[=

For literature overviews, see, for example, Hooghe et al. (2010), Aspinwall (2007), and Hobolt and de Vries (2016).

Giving rise to the so-called Hix-Lord model (Hix & Lord, 1997), the ideological left/right positioning is core to ex-
plain party support for EU integration in this literature. See also Loveless and Rohrschneider (2011) for an overview.

o

J J
The polarization measure in Esteban and Ray (1994) has the general form P=K Y an'*“zz, |yj—y,|, where
j=li=1

(s oo s y5yy, ... y,) 18 a distribution, K>0 and a € (0,a*],a* = 1.6. For this study, the choice of K=10 is particularly
suitable, since it results in quotes for P in (2) that are roughly of the same scale as estimates of u. The choice of a=1
takes account of the importance of group identification in political disputes.

J
An alternative support measure would read as S(y)=u—y-0, with o= 1 5 v(p;—u)*. Notice, however, that while
Jj=1

this measure also fulfills properties 1 and 2, it does not fulfil property 3. This can be seen immediately from Example
1, where §(1)=1.25 and §'(1)=0.75.

©

His consensus measure (C4) can be transformed into a conflict measure by using PA =1-C4.

"'This can be easily observed with Example 1, where $P(1)=u—PP=3.67>S"(1)=u—P" =359 and
SAD=pu—-P =325>5"1)=pu—-P¥ =3.13.

Specifically, in the most recent wave, survey participants were asked ‘How would you describe the general position
on EU integration that the party leadership took over the course of 2014?” The survey then publishes the mean of the
experts' evaluations for each political party.

We do not consider data for members that entered the EU in 2004 or later due to the low time variability of this data,
as there are available at most three observations for our dependent variables.

The number of experts' responses depends on the country and the year of the survey. For example, the number of
experts ranges from 135 for the survey year 1984 (with an average of 8 experts per country) to 337 in 2014 (with an
average of 12 experts per country).

15 For additional information, see Bakker et al. (2012), Hooghe et al. (2010), Polk et al. (2017) and Ray (1999).

From preliminary analysis, we noticed that when using the maximum set of time effects in regressions to explain y, P, and
S(1) these three periods obtained insignificant time effects throughout. Results obtained from using the full set of time
effects are quantitatively almost identical and available from the authors upon request.

17 Weighting parameter estimates in Table 4 that are obtained from linear regressions of S(1) on BEN, GDP, and YIELD
result in effect estimates of 0.201, 0.267, and —0.368, respectively.
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