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Abstract

This study is motivated by the puzzle of diminishing gains in the European Union bud-
get bargaining for governments with a Eurosceptic domestic audience, even as
Euroscepticism is increasingly represented in national legislatures. Engaging literature
on fiscal federalism in the European Union and the institutionalist politics of its budget-
ary process, we argue that European integration diminishes the ability of member
states’ governments to leverage Euroscepticism to extract concessions from the
European Union budget. This is because Euroscepticism is becoming less exceptional,
and greater differentiation in integration reduces the will to reward those seen as sys-
tematically less committed to integration. Running panel-corrected standard errors
regressions on Operating Budgetary Balances since 1977, we find that in intergovern-
mental bargaining, domestic popular Euroscepticism is an advantage, but parliamentary
Euroscepticism is not.
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Introduction

The main research question of this article is whether Eurosceptic voters and parties influ-
ence the allocation of the European Union (EU) budget among its member states, and
how European integration affects this relationship. The rise of Eurosceptic domestic pol-
itical parties since the signing of the treaty of Maastricht is reflected in the general (even
though uneven) increase in the representation of Eurosceptic attitudes in national legis-
latures after 1992, in old and new member states (see the Online appendix).

One area of particular interest for Eurosceptic politicians should be the EU budget.
Operating Budgetary Balances (OBBs) — national benefits from the EU budget minus
contributions into it — are easy and convenient to communicate to voters as a zero-sum
game. It can be expected that the growing influence of Eurosceptic parties will spill
into EU-level bargaining over OBBs, either because these parties hold government posi-
tions in some member states or because electoral competition, boosted by the multiple
crises that the EU has been facing, forces even mainstream parties to be responsive to
increasingly Eurosceptic voters. If so, the relationship between national OBBs and the
representation of Eurosceptic preferences in the national legislature should have strength-
ened in the post-Maastricht period. However, as Figure 1 demonstrates, this relationship
has puzzlingly reversed.'

Operating Budgetary Balances in % of GDP

Index of parliamentary Euroscepticism 1977-2017

Figure |. Diminishing fiscal return on parliamentary Euroscepticism.
Note: Each dot represents a particular country-year.
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International redistribution was always a part of the EU’s economic governance. Fiscal
transfers are important to support structurally weak economies in the Single Market, and
especially in the Euro Area. While the EU budget is modest relative to national budgets,
and the appropriate extent of fiscal transfers is widely debated (Lehner and Wasserfallen,
2019), redistribution has greatly expanded in recent years through the Euro Area’s crisis
bailouts and the European recovery plan in response to the COVID-19 pandemic. Fiscal
integration also intensified with the growing centralization of fiscal policy following the
Euro crisis. The European Semester strengthened fiscal discipline procedures, which
enabled EU institutions to increasingly shape core national schemes such as pensions
(Guidi and Guardiancich, 2018) and social policies (Seikel, 2016).

This process has inspired a literature on the politics of fiscal federalism in the EU,
dealing with how transfers are decided (Hobolt and Wratil, 2020; Schneider, 2013,
2018). While eligibility benchmarks matter in the allocation of EU funds, party
systems, electoral behavior, party competition, decentralization, partisanship and admin-
istrative/state capacity to effectively absorb EU funds affect allocation too (Bouvet and
Dall’erba, 2010; Charron, 2016). Governments use EU funds to reward voters and loy-
alists (Dellmuth and Stoffel, 2012; Schraff, 2014). Governments bargain harder and
receive larger budget shares in pre-election years. Budget shares also increase with
voting power, but fall for new member states (Schneider, 2013). Small member states
are particularly successful, because they are over-represented in EU institutions
(Rodden, 2002). Holding the Council presidency brings significant agenda control and
information advantage to the member state, yielding more EU funds (Aksoy, 2010).

Exclusive national identity and Euroscepticism have received ample scholarly atten-
tion as hindrance of legitimacy of fiscal federalism (Armingeon, 2021; Bechtel et al.,
2014; Ciornei and Recchi, 2017; Franchino and Segatti, 2019; Kanthak and Spies,
2018; Kleider and Stoeckel, 2019). However, much less attention has been paid to
their role in deciding EU transfers (Kemmerling and Bodenstein, 2006). The institution-
alist literature shows that the annual EU budgetary process is political — notwithstanding
multi-annual agreements and formal eligibility criteria for its constituent program — and is
centered in the Council of the EU (Council). We argue that member states with strong
domestic Eurosceptic electoral base (many ardent Eurosceptic voters) enjoy a bargaining
advantage in negotiating their OBBs because their disagreement values are higher, even if
the government is pro-EU. Assuming forward looking (anticipatory) representation,
popular Euroscepticism (as measured in Eurobarometer surveys) matters more than par-
liamentary Euroscepticism (represented by party manifestos). We further argue that
European integration diminishes the ability of member states’ governments to use
Euroscepticism to extract concessions from the EU budget, for two reasons. First, at
high levels of integration, Euroscepticism becomes more common among the member
states, and as such does not provide the same bargaining advantage as before. Second,
at high levels of integration, differentiation in integration among the member states
increases too, and member states are reluctant to reward those seen as systematically
less committed to political integration.

We compile data on OBBs since 1977 and run panel-corrected standard errors (PCSE)
regressions. We find that a rise of one standard deviation in popular Euroscepticism is
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associated with a rise of 10% in OBB ratios on average, but as much as 17% when par-
liamentary Euroscepticism is at its lowest, and 55% when variation in popular
Euroscepticism is at its highest. We also show that at high levels of integration
popular Euroscepticism does not affect OBBs and that parliamentary Euroscepticism
may actually reduce OBB ratios. Finally, we find that that OBB ratios fall (by as much
as 18%) in response to higher parliamentary Euroscepticism under high levels of differ-
entiation in core policy areas.

We contribute to the literature on fiscal federalism in the EU by explaining the bar-
gaining advantages (and weaknesses) that Euroscepticism provides to national govern-
ments, by focusing on how popular and parliamentary Euroscepticism interact with
each other in affecting budget allocations and by studying how European integration
interacts with the Eurosceptic effect on the budget. Our main findings are that OBBs
increase on average with popular Euroscepticism, but not with parliamentary
Euroscepticism. At high levels of integration, and for countries with many treaty
opt-outs, popular FEuroscepticism does not affect OBBs, and parliamentary
Euroscepticism is associated with lower OBBs.

The politics of the annual EU budgetary process

The national allocations of the EU budget are the result of an annual political process.
Since 1988, seven-year Multiannual Financial Frameworks (MFFs) lay down the
maximum amounts by major headings of expenditure, within which the annual
budgets must be established. However, an MFF is not a multi-annual budget. The
annual budgetary procedure is essential to determine the actual level of expenditure
beneath the ceilings and in particular to allocate amounts between various budget lines.

The EU budget consists mostly of eligibility-based programs, such as the common
agricultural and fisheries policies and the structural funds, but the criteria are the
product of political bargaining over the Council acts that set them (Blom-Hansen,
2005). As demonstrated by the launching of new programs and the tweaking of existing
ones following each EU enlargement, redistribution among the member states is no less
important than programs’ stated goals (Kauppi and Widgrén, 2004). The programs
contain multiple exceptions and complex rules, which encourage political influence.
Public authorities and societal actors within member states are involved in preparing
and operationalizing regional development plans, pursuing their own interests, using
EU funds to reward voters and loyalists. The European Commission (Commission) is
interested in spending the funds, being responsible for programs’ effectiveness and cred-
ibility, and implicitly trades off eligibility against absorption capacity in funds’ alloca-
tion. Counties or regions may lose structural funds if they struggle to co-finance them
(Bouvet and Dall’erba, 2010; Charron, 2016; Dellmuth and Stoffel, 2012; Schraff,
2014). Indeed, Kauppi and Widgrén (2004) find that voting power measures in the
Council are much more important than eligibility variables such as per capita income
and agriculture shares in output in explaining the annual allocation of EU spending.
Finally, the member states are in full control of the implementation stage, which deter-
mines actual OBBs. The Commission can only set non-binding guidelines, it cannot
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technically ensure that grants are not replacing national development aid and it cannot
sanction non-criminal non-compliance (Blom-Hansen, 2005).

If the annual budgetary process is political, how is it determined? Article 314 of the
Treaty on the Functioning of the EU (TFEU) states that the Council and the European
Parliament (EP) establish the annual budget, and elaborates a sequence of intermittent
Council and EP readings, and ultimately a conciliation committee — through which
they negotiate amendments until a joint text is agreed and adopted.” Formally, both insti-
tutions can veto the draft in the process, none having an advantage over the other
(Crombez and Hgyland, 2015).> Before the Treaty of Lisbon, the budgetary process
included no conciliation, and formally, the Council had the final decision over compul-
sory spending (mostly agricultural funds) while the EP had the final decision over non-
compulsory spending (Article 272 of the consolidated versions of the Treaty establishing
the European Community (TEC) before the Treaty of Lisbon; Benedetto and Hgyland,
2007).

However, in practice, the Council dominates budgetary politics, especially in the allo-
cation of OBBs. The requirement for a qualified majority in the Council is a tighter con-
straint in the budgetary process than obtaining a majority in the EP; a coalition that
satisfies the first requirement in practice tends to satisfy the latter too (Crombez and
Hgyland, 2015: 81; Kauppi and Widgrén, 2004). In addition, the EP is highly fragmented,
consisting of hundreds of members, divided into (currently) five political groupings, com-
posed of dozens of national parties. EP groupings cannot discipline their members and
national party elites, whose career ambitions remain mostly domestic (Wratil, 2019).
Thus, EP members are not consistently loyal to their European party, and especially
on distributional issues such as OBBs may identify with their home country, mirroring
Council politics. Indeed, empirical studies find that the EP’s formal veto right has little
impact on policy (Crombez and Hgyland, 2015) and that changes in the Council’s
voting rules and national weights are fundamental in enabling changes to EU budget
composition (Citi, 2015).

How does the Council decide on the annual EU budget? Council acts are the product
of bargaining among national governments. Evidence points to considerable disagree-
ment among member states in the Council (Arregui and Thomson, 2014; Thomson,
2011), even if final votes are mostly consensual (Finke, 2017; Wratil, 2018) due to back-
room logrolling (Bailer et al., 2015; Novak, 2013). The rotating Council presidency cus-
tomarily sends the draft act to the Council only after it had eliminated any blocking
minority through bilateral meetings. Member states use this non-transparent process to
bargain with each other, indirectly, over the final draft (Arregui and Thomson, 2014;
Novak, 2013).

In contrast to the EU’s Inter-Governmental Conferences and constitutional grand bar-
gains (Hug and Konig, 2002) the EU’s day-to-day legislation process is not a two-level
game (Bailer and Schneider, 2006). This is because once adopted, secondary legislation
(EU budget included) immediately becomes legally binding, without any possibility of a
referendum or even a national-parliamentary vote. The budget is also adopted by quali-
fied majority, so member states in minority must abide by it even if their negotiators or
domestic groups disprove. Domestic groups still try to influence the process, but they
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must do so before the budget is adopted and depend on access to their government for
effective lobbying. One way to lobby is through parliamentary EU-affairs committees,
if they have sufficient influence on the government’s negotiating mandate and tactics.
However, such powerful committees are not very common and perhaps not very effect-
ive, even if controlled by the opposition (Bailer and Schneider, 2006; Genovese and
Schneider, 2020; Rauh and De Wilde, 2018; Winzen, 2020). Otherwise, the government
will be responsive only to those voters and groups that it deems worthy of its responsive-
ness, especially if it expects their support to be likely and important to maintaining its
office until and after the next election.

The Schelling conjecture of the strength of weakness is nevertheless indirectly rele-
vant to the annual budgetary process because governments that are concerned about
losing office may be able to use their weakness as a bargaining advantage. This is espe-
cially likely when the government is domestically weak (minority government, bad polls
and proximate elections) and national legislatures have formal oversight power over gov-
ernment behavior at the EU level (Dellmuth and Stoffel, 2012; Hagemann et al., 2019;
Schneider, 2013), although Rauh and De Wilde (2018) found less debate about the EU
during national election campaigns. This tactic can be successful if a blocking minority
can be formed in the Council with other national governments who consider the troubled
government as a more valuable asset than its likely replacement. This is likelier for gov-
ernments challenged by Eurosceptic parties, as we discuss below.

Bargaining power in Council negotiations — the ability to draw the outcome closer to
one’s ideal point — rises with the disagreement value, which is the value of no deal given
the reversion point. Member states indifferent to the prospects of no deal can extract con-
cessions from those more anxious about no deal. If the reversion point is the status quo,
bargaining power is greater for governments that have least to gain from greater integra-
tion (Degner and Leuffen, 2019; Finke and Bailer, 2019; Frieden and Walter, 2019;
Hagemann et al., 2017; Lundgren et al., 2019; Schimmelfennig, 2015).

Member states with a pivotal position have strong bargaining power. Under the quali-
fied majority rule, the pivotal member state is the one necessary and sufficient for all
minimum winning coalitions, which is likely to be large (higher formal voting weight)
and/or close to the mean preference. Member states with more extreme positions are
less successful in bargaining, because they are less cooperative and compromising
(Cross, 2013; Frieden and Walter, 2019; Lundgren et al., 2019). Some studies have iden-
tified the left-right cleavage as an important dimension of conflict within the Council
(Hagemann and Hgyland, 2008), driving governments’ initial negotiation positions
(Wratil, 2018), as well as the size of transfer of regional funds from the EU budget
(Bouvet and Dall’erba, 2010; Kemmerling and Bodenstein, 2006). Opposition to the
majority in the Council is likelier for extreme-left of extreme-right governments
(Hagemann and Hgyland, 2008). However, various scholars find only moderate or quali-
fied left-right ideological effects (Bailer et al., 2015; Hagemann et al., 2017; Hosli et al.,
2011; Thomson, 2011; Veen, 2011).

Large member states should be more successful in Council bargaining also because
they can offer more economic resources in return for support and have more bureaucratic
resources to prepare and manage negotiations, acquiring better information to guide their
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bargaining (Cross, 2013; Golub, 2012; Thomson, 2011). Yet, empirical evidence on the
effects of economic size on bargaining gains in the Council is mixed (Cross, 2013). Small
states are overrepresented in the Council (Kauppi and Widgrén, 2004; Rodden, 2002),
which offers logrolling benefits (Aksoy, 2010) and may represent a smaller cross-section
of domestic interests, enabling their representatives to articulate more coherent positions.
These may operate as norm entrepreneurs (Golub, 2012).

Network capital is another bargaining resource, built among fellow negotiators, owing
to authority, skill and experience (Huhe et al., 2018; Lundgren et al., 2019). Long mem-
bership periods breed expertise in ministries and EU delegations. Rich member states can
buy the support of poorer member states for their preferred outcomes (Aksoy, 2010;
Konig and Junge, 2011). Holding the Council presidency (and thus, having access to
agenda control) enables states to shape negotiated outcomes (Aksoy, 2010; Hige,
2017; Hosli et al., 2011; Lundgren et al., 2019).

Euroscepticism, European integration and bargaining
over OBBs

Eurosceptic challenger political parties resist a supranational European polity (De Vries
and Hobolt, 2020; Raskin and Sadeh, 2021), regarding all of the EU institutions and their
entire political and bureaucratic elite as illegitimate. Such parties, and citizens with
Eurosceptic attitudes who may be attracted to vote for them, constrain the ability of pol-
icymakers to agree on expanding integration into more policy areas (scope), transferring
more authority to central institutions (deepening) and enlarging the EU. Mainstream
Pro-EU parties must compete with Eurosceptic parties and occasionally have to com-
promise with them as coalition partners. This has forced even governments dominated
by mainstream parties to signal to voters that they are sensitive to at least some
Eurosceptic concerns when they bargain with other member states’ governments over
EU policy, especially in the Council (Mariano and Schneider, 2022; Schneider, 2018;
Schneider and Slantchev, 2018). When the public is more Eurosceptic, and when EU
issues are salient, governments tend to object to EU legislation that involves greater
pooling of authority (Hobolt and Wratil, 2020; Wratil, 2018). Some scholars found
that integration independence is a major policy dimension that structures actor behavior
in EU policymaking (Veen, 2011), although others disagree (Bailer et al., 2015;
Thomson, 2011).

Electoral competition between mainstream and Eurosceptic parties and the need it
generates to be responsive to voters’ preferences in the next election (anticipatory
representation; see Franchino et al., 2022; Hagemann et al., 2017) create a mechanism
through which Euroscepticism is uploaded to EU-level policymaking. However, the pol-
iticization of European integration varies over time and place; thus, it is important to dis-
tinguish between popular Euroscepticism — resistance among the general public to
European integration — and parliamentary Euroscepticism — the extent to which such atti-
tudes are represented by parties in the legislature (Mariano and Schneider, 2022; Pircher
and Farjam, 2021). Figure 2 demonstrates that parliamentary Euroscepticism tends to rise
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Figure 2. Popular and parliamentary Euroscepticism (1977-2017).
Note: Each dot represents a particular country-year.

with popular Euroscepticism but the correlation between them, although statistically
highly significant, is not very large (see the Online appendix for more details).

Attempts by politicians to signal responsiveness to voters have often centered on the
EU budget in general, and OBBs in particular. The prominent examples of Eurosceptic
politicians communicating on the EU budget date back to demands for a rebate made
in the early 1980s by British Prime Minister Margaret Thatcher. More recent examples
include Prime Minister Boris Johnson’s red bus during the Brexit referendum campaign
in 2016 and repeated high-profile clashes over the budget between Hungary and Poland
on one side and the other member states. Prime Minister Viktor Orbdn often responds to
EU attempts to cut payments to Hungary by accusing the EU of colonialism and interfer-
ence in Hungary’s internal affairs and boasting in Hungary’s legislature about the funds
he has received from the EU (Danaj et al., 2018).4

Contributions into and benefits out of the common budget are easily communicated to
voters because, in contrast to other policy areas with allocative implications, no prior
knowledge of intricate policy is required to participate in a simplified discussion of
amounts paid or received. As taxpayers, voters may also be more interested in budget dis-
cussions than in sector-specific legislation. However, the politicization of OBBs is par-
ticularly attractive to Eurosceptic voters because the EU budget is broadly fixed
relative to the EU’s aggregate economic size; thus, by its nature, it is a zero-sum game
among the member states. This makes it a convenient arena for politicians who seek to
promote an exclusive national identity, those with a grudge against foreigners in
general and transnational institutions in particular. Additionally, while the money trans-
ferred can seem immense to individuals, it is quite small, even miniscule relative to
national economies. For a pro-EU government that does not face a Eurosceptic electorate,
it is much more effective to promote national and business interests through market reg-
ulations, which potentially have a much greater economic and financial impact than
OBBs. Such governments can yield in bargaining over the budget in return for gains
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in other issue areas. In contrast, a government driven by Eurosceptic politics and
zero-sum games is likelier to insist on and win financial compensation. Finally, annual
EU budget negotiations offer regular occasions for politicians to be responsive to
Eurosceptic voters. This is particularly relevant to Eurosceptic politicians whose
appeal to their voters is based on repeated confrontation with distrusted EU institutions,
accusing them of threatening national identity. In short, the EU budget is small money but
big Eurosceptic politics. Eurosceptic politicians have certainly kept a high profile on
other EU policy areas too, notably immigration, euro-area-related policies and the rule
of law, but none offer the full package of simplicity and relevance for voters, zero-sum
games, low stakes for pro-EU governments and regularity.

How can Euroscepticism influence EU policy, specifically OBBs, through intergov-
ernmental negotiations at the Council? The bargaining advantage of governments of
member states with strong domestic Eurosceptic electoral base is that their actual or
potential voters are likelier to regard the frustrating of EU policies as an achievement
in itself, which leads to high disagreement values on their part (Hagemann et al.,
2017). Such governments can take advantage of other governments that are supported
by Europhile voters in national elections and who may expect their politicians to com-
promise in intergovernmental negotiations in order not to block further integration
(Konig, 2018). For governments with Eurosceptic preferences, this logic is straightfor-
ward. However, we argue that Eurosceptic voters also provide a bargaining advantage
for mainstream parties. We assume that such parties are office-seeking, and we note
that the pro-integration and anti-integration divide cuts across the traditional left-right
divide, with some traditional voters of mainstream parties adopting Eurosceptic prefer-
ences (Mariano and Schneider, 2022). It follows that mainstream parties cannot ignore
Eurosceptic voters — they must signal some responsiveness to their preferences.

We suggest that current popular Euroscepticism level is a rough guide to the electoral
potential of the Eurosceptic vote in the next election, while parliamentary Euroscepticism
is necessarily a lagging variable, a reflection of the mobilization of Eurosceptic voters in
the previous election. We assume that forward-looking politicians focus on how to win
the next election and thus calibrate their signal responsiveness to trends in popular
Euroscepticism (anticipatory representation). As a result, we expect that popular
Euroscepticism affects the government’s bargaining position more than current parlia-
mentary Euroscepticism level, and indeed more than the current level of
Euroscepticism of parties in government or in opposition.

HI: Rising popular Euroscepticism increases OBBs on average.

We further argue that parliamentary Euroscepticism diminishes the effect of popular
Euroscepticism on OBBs. In other words, a combination of high popular
Euroscepticism and low parliamentary Euroscepticism is the most rewarding in terms
of OBBs because the potential Eurosceptic turn in the next election is large, and so is
the pressure on the government to be responsive to Eurosceptic voters. This generates
a bargaining advantage for the government. In contrast, when the legislature is already
quite Eurosceptic, how much more Eurosceptic can it become in the next election?”
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H2: Rising parliamentary Euroscepticism reduces the rise in OBBs associated with a
rise in popular Euroscepticism.

We next argue that European integration diminishes any bargaining advantage that
governments derive from Euroscepticism (popular or parliamentary) for two reasons.
First, at high levels of integration, Eurosceptic politics become influential in more
member states, eroding the relative bargaining advantage that Euroscepticism once
offered to an outlier member state. As the European integration project expanded in
scope, depth and membership (henceforth integration rising), Eurosceptic voices grew
louder even among the six founding member states, which have been traditionally
pro-integration. Emblematic of this were the rejections of the Constitutional Treaty in
2005 in France and in the Netherlands. Rising anti-integration attitudes, especially fol-
lowing the euro crisis, were notable in Germany and Italy too. Thus, these countries
joined the historically less euro-enthusiastic Denmark and United Kingdom, which
have received opt-outs from the Maastricht Treaty. As the EU was enlarged, the
number of member states in which Eurosceptics had gained influence on policy grew,
notably in Eastern Europe. In early years, only a few governments could credibly
claim that they have to be responsive to voters’ Eurosceptic attitudes. As the number
of similarly responsive governments increased, asymmetric politicization fell
(Schimmelfennig et al., 2015), Eurosceptic-driven disagreement values converged
among the member states in negotiations over OBBs, all else being equal. As a result,
Euroscepticism now no longer provides the same bargaining advantage as before (high
disagreement values balance each other around the table).

H3: Rising European integration reduces the change in OBBs associated with a rise in
Euroscepticism.

H4: Falling variation among EU member states in levels of Euroscepticism, reduces
the change in OBBs associated with a rise in Euroscepticism.

Second, at high levels of integration, constitutional horizontal Differentiated
Integration (DI) among the member states has increased too, and member states may
have become reluctant to reward those seen as systematically less committed to political
integration. Horizontal DI is the differential validity of EU law among the member states.
It is a response to the increasing scope, size and diversity of the EU, as well as to asym-
metric politicization across member states (Leruth and Lord, 2017; Schneider, 2009;
Schimmelfennig, 2016; Schimmelfennig and Winzen, 2014; Schimmelfennig et al.,
2015). Horizontal DI can be instrumental, a part of the enlargement of the EU, involving
the temporary exclusion of the new (poorer) member states from market pressures, moti-
vated in part by efficiency and distributional concerns (Schneider, 2009).

In contrast, constitutional DI is the long-term exclusion of existing Eurosceptic
member states from further centralization of core state powers, as agreed in treaty revi-
sions. The excluded member states extract identity gains to assuage domestic popular
concerns about sovereignty in exchange for signing the revised treaty (Schimmelfennig
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and Winzen, 2014, 2019). Constitutional differentiation institutionalizes the status of the
exempted member state as one not fully committed to European integration, as the other
member states define it. It may also signal a more perfunctory approach to integration
(‘cherry-picking’ or even zero-sum attitude).®

All else being equal, we expect that in budget negotiations member states with such
permanent opt-outs face a more perfunctory approach than the other member states,
which are less tolerant of Euroscepticism in the exempted countries. Member states
may regard concessions as appeasement, rewarding Euroscepticism rather than prevent-
ing it. Their disagreement values will thus increase, as the failure of budget negotiations,
if indeed they fail, may serve to uphold core principles of European integration. This
should reduce any bargaining advantage that Euroscepticism would otherwise offer
and perhaps even turn it into a liability.

H5: Rising constitutional differentiation in EU law reduces the change in OBBs asso-
ciated with a rise in Euroscepticism.

Research design

Our country-annual dependent variable is the logarithmic transformation of the ratio of
the national allocation of the EU’s operating expenditure (i.e. excluding administration)
to the adjusted national contribution to the EU budget.” In other words, we take the log of
the national fiscal return (see the Online appendix for descriptive statistics). To test our
hypotheses, we run PCSE regressions, with autoregressive AR(1) process and country
fixed effects. We also include fixed effects for the different framework programs, and
a dummy for the last year in each framework, when the next framework was negotiated.
We specify the logarithmic transformation of the number of member states in each year to
account for the rising number of panels over time.

We measure popular Euroscepticism (PopEurosceptic) based on Eurobarometer
surveys, selecting the most sceptic response to any of the three recurring questions
about respondents’ general attitude towards the EU and European identity. A positive
coefficient for PopEurosceptic would support HI. We measure parliamentary
Euroscepticism (ParlEurosceptic) with a country-annual index of the legislature’s pos-
ition on European integration, according to the manifestos of the political parties in it,
weighted by their shares of seats in the legislature (see the Online appendix for more
details). This index does not necessarily represent the government’s nor the opposition
parties’ level of Euroscepticism, to avoid any selection bias (Eurosceptics selecting
into or out of government). We nevertheless did calculate separate average measures
for government and opposition parties and demonstrate in the Online appendix that
while (as expected) opposition parties have consistently been more Eurosceptic than gov-
ernment parties, they are correlated. In the regression analysis, we subtract the annual EU
average among the member states from the country-annual value. A negative coefficient
for the interaction of PopEurosceptic with ParlEurosceptic, coupled with marginal
effects analyses, would support H2.
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To test H3, we use dummies for the post-Maastricht period and for membership in
the Euro Area (EA). Negative coefficient for the interactions of these dummies with
the Euroscepticism index would support H3. For testing H4, we calculate simple
variation among the member states in their levels of popular Euroscepticism
(VarPopEurosceptic). This measure, similar to Schimmelfennig, Leuffen and
Rittberger’s (2015) asymmetric politicization is a year fixed effect. On average, variation
in popular Euroscepticism almost halved in the post-Maastricht period compared with the
pre-Maastricht period (the difference in means is also highly significant at p =.0000 — see
the Online appendix for descriptive statistics). A positive coefficient for the interaction of
this variation with the Euroscepticism index, coupled with marginal effects analyses,
would support H4.

To test H5, we measure the horizontal DI rate for each member state (Schimmelfennig
and Winzen, 2020). The DI rate is the number of integrated policy areas in which the
member state has treaty exemptions, divided by the total number of integrated policy
areas in the EU in the particular year (DI opportunities). We calculate this for policy
areas that relate to core state powers (DI-Core), which we interpret as a form of consti-
tutional differentiation. We contrast this with the DI for all other policy areas (DI-Other),
which we interpret as relating mostly to instrumental differentiation. DI-Core levels
increased from zero in the pre-Maastricht period to 0.21 on average in the
post-Maastricht period. In contrast, DI-Other levels almost halved in the
post-Maastricht period compared with the pre-Maastricht period (the difference in
means is significant at p =.0054). A negative coefficient for the interaction of DI-Core
with the Euroscepticism index, coupled with marginal effects analyses, would support
H5. All of these variables are operationalized as stationary variables (see unit root tests
in the Online appendix).

We specify a battery of control variables to account for alternative sources of bargain-
ing power. We measure the right-wing bias of member states (Right-Wing) with a
country-annual index of the legislature’s position on economic issues, according to the
manifestos of the political parties in it (Volkens et al., 2018). We use the rile measure,
which subtracts the percentage of left-wing oriented manifesto references from the per-
centage of right-wing oriented ones and divides this difference by the sum of the percen-
tages. We then weigh party scores by their shares of seats in the legislature. We convert
these data to annual frequency in the same method used for parliamentary Euroscepticism
and subtract the annual EU average among the member states from the country-annual
value.

We specity Vero power as a proxy for veto power — the percent of the votes required to
veto relevant Council decisions (see the Online appendix) — and a proxy for country size.
To control for network capital, we specify Wealth — Gross Domestic Product (GDP) per
capita in constant 2010 US dollars minus the EU annual average (Pircher and Farjam,
2021; data from the World Development Indicators, unavailable for pre-1970
Germany). Older member states may be more active in negotiations than newer ones
because they have had more time to learn the complex EU bureaucracy and develop rele-
vant skills. Tenure is the logarithmic transformation of the number of years of member-
ship in the EU. To account for agenda control, we include Presidency, which is a dummy
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for holding the rotating Council presidency (Pircher and Farjam, 2021). Elections and
PreElections are country-year dummies. Governments with unexpectedly large deficits
may be more anxious and bargain harder to receive fiscal support. Deficit is a dummy
for a public deficit that is larger than the annual EU average in percent of GDP (based
on the ‘Net lending (+)/Net borrowing (—)’ series from the International Monetary
Fund and Eurostat).

Member states may bargain more intensively over domestically high-salience policies
(Hobolt and Wratil, 2020; Wratil, 2019). Salience is an index of salience of EU budget
redistributive issues among survey respondents (Wratil, 2019; see the Online appendix).
EP seats is the share of the seats of a member state in the EP and operationalizes their
potential to secure their OBBs in that arena if looming battles with and within the EP
affect Council negotiations (Wratil, 2019 is skeptical of this). Oversight is Winzen’s
(2020) index of national parliamentary powers on EU legislation, which can increase
the government’s responsiveness to voters (Hagemann et al., 2019). Fragmentation is
the conventional index of fragmentation of the national legislature (one minus the sum
of squared party shares by seats) based on Volkens et al. (2018). A fragmented legislature
is likely to yield unstable coalition governments, which are likely in turn to be more
responsive to voters (Hagemann et al., 2019).

Bargaining over EU budget allocations since 1977

We start by estimating the effect of the two types of Euroscepticism — popular and par-
liamentary — on OBBs. Figure 3 shows that OBB ratios rise with popular Euroscepticism,
supporting HI, but as we expect, not with parliamentary Euroscepticism. In the Online
appendix, we also show that the levels of Euroscepticism in government or opposition
parties have no significant effect on OBBs, as expected.® Substantively, according to
Figure 3 (based on Regression 1), a rise of one standard deviation in popular
Euroscepticism (0.12) is associated on average with a rise of 0.86x0.12=0.10 in the
dependent variable, or about 10% rise in OBB ratios. The average value for OBB
ratios in our data is 1.66, so this effect would raise it to 1.66 X 1.10=1.83 (see further
analysis in the Online appendix).

In Table 1 (Regression 2), we interact popular and parliamentary Euroscepticism and
find that parliamentary Euroscepticism diminishes the effect of popular Euroscepticism
(the coefficient of the interaction term is negative), supporting H2. Figure 4 uses the
results of Table 1 (Regression 2) to plot the marginal effect of the popular
Euroscepticism on OBB ratios, for different levels of parliamentary Euroscepticism.
The vertical axis is measured in exponential coefficients, such that a value of 1 corre-
sponds to 72% (=exp(1)—1) higher OBB ratios. The dashed lines represent 95% confi-
dence intervals. The values of parliamentary Euroscepticism for which the zero-effect
line (the horizontal axis) lies between the dashed lines are associated with statistically
insignificant relationship between popular Euroscepticism and OBBs. A histogram of
parliamentary Euroscepticism is overlaid.

Figure 4 shows that when parliamentary Euroscepticism is at its lowest, an increase of
one standard deviation in popular Euroscepticism is associated with a 17% rise in OBB
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Figure 3. Coefficient plot for Regression I.

ratios. In contrast, when parliamentary Euroscepticism exceeds 0.383 popular
Euroscepticism has no significant effect on OBBs. For example, in Estonia in 2012,
47% of respondents to the Eurobarometer surveys provided Eurosceptic answers,
which was more than the EU average for that year. However, the legislature was
extremely Europhilic (ParlEurosceptic =—0.44), and Estonia enjoyed the highest OBB
ratio in the EU (5.4 euro in benefits per 1 euro in contributions). In contrast, Denmark
in 2000, with a similar level of popular Euroscepticism, but extreme parliamentary
Euroscepticism (ParlEurosceptic =0.98) received only 0.95 euro in benefits per 1 euro
in contributions (see the Online appendix for the further analysis of Regression 2).

As for the control variables, right-wing bias, veto power, wealth, tenure and holding
the rotating Council presidency are all associated with higher OBBs, as expected. In con-
trast, election years, deficits, salience of EU budget redistributive issues and national par-
liamentary oversight do not significantly affect OBBs. Having a larger national quota in
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Log-linear elasticity

U O T
Parliamentary Euroscepticism (by seats)

Figure 4. Marginal effect of popular Euroscepticism on OBB ratios by parliamentary
Euroscepticism.
Note: Based on Regression 2; 95% confidence intervals in dashed lines.

the EP actually reduces OBBs. Perhaps in contrast to Wratil’s (2019) expectation, the EP
does counterbalance the Council. Fragmented legislatures are associated with lower
OBBs — perhaps governments try to be more responsive under such circumstances but
are too weak to win concessions from other governments.

The negative coefficients of the interaction terms of Euroscepticism and the integra-
tion dummies in Table 1 support H3. According to Table 1 (Regressions 3 and 4), in
the post-Maastricht period and inside the Euro Area, respectively, a rise in popular
Euroscepticism barely affects OBB ratios, as the coefficient of the interactive term
cancels out the coefficient of popular Euroscepticism. We estimate a similar effect for
parliamentary Euroscepticism in the post-Maastricht period (Table 1, Regression 5).

In Table 2, the positive coefficients of the interaction terms of the variation on popular
Euroscepticism support H4. A marginal effects analysis of Table 2 (Regression 7)
demonstrates that when variation in popular Euroscepticism is at its highest, an increase
of one standard deviation in popular Euroscepticism is associated with a 55% rise in OBB
ratios (see the Online appendix). In contrast, when variation in popular Euroscepticism
falls below 0.12, popular Euroscepticism has no significant effect on OBBs.

Table 2 provides partial support for H5. In Table 2 (Regression 9), the coefficient of
the interaction term is not statistically significant, but a marginal effects analysis demon-
strates that at high core DI rates popular Euroscepticism does not significantly affect
OBBs (see the Online appendix). An exemplary country is the United Kingdom in
2015: more than 62% of respondents providing the most Eurosceptic answer to
Eurobarometer surveys, but a core DI rate of 0.9 and only 0.34 euros in benefits per 1
euro in contributions. In contrast, Ireland in 1990 had a similar rate of popular
Euroscepticism, but with zero core DI rate it received more than 6 euros in benefits
per 1 euro in contributions.
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In Table 2 (Regression 11), the coefficient of the interaction of core DI rate is statis-
tically significant. Marginal effects analysis shows that OBBs fall in response to higher
Euroscepticism when the core DI rate is high. At maximum core DI rate, a one standard
deviation rise in parliamentary Euroscepticism is associated with a fall of 18% fall in
OBB ratios. For example, Denmark, in 2013, with high parliamentary Euroscepticism
(ParlEurosceptic =0.59) and high core DI rate (0.8), received only 0.48 euro in benefits
per 1 euro in contributions. In contrast, in 1978, with an even higher rate of parliamentary
Euroscepticism (0.63) but with zero core DI rate, Denmark received more than 6 euros in
benefits per 1 euro in contributions.

At high rates of core-DI, the effect of parliamentary Euroscepticism on OBBs becomes
negative because it provides a weak bargaining advantage to begin with. Moreover, high
core-DI rates institutionalize the status of the exempted member states as not fully com-
mitted to European integration, which turn concessions into appeasement of a
Eurosceptic opposition or a Eurosceptic government, rewarding it rather than preventing
it. The other member states’ disagreement values will thus increase, as the failure of
budget negotiations, if it came to that, may serve to uphold core principles of
European integration.

We contrast these results with the opposite effect that the DI rate has in other issues.
Such DI increases the effect of popular Euroscepticism on OBBs (Table 2, Regression
10) but has no significant effect regarding parliamentary Euroscepticism (Table 2,
Regression 12). This appears reasonable if instrumental horizontal differentiation is
low when asymmetric politicization (variation in Euroscepticism in our study) is low
(Schimmelfennig et al., 2015), and if it does not represent a perfunctory approach to
European integration.

Conclusions

In this article, we investigate whether Eurosceptic voters and parties influence the distri-
bution of the EU budget among member states and how European integration mediates
this effect. The representation of Eurosceptic attitudes in national legislatures has been
increasing after 1992, and OBBs are easy and convenient for Eurosceptic politicians to
sell to voters as a zero-sum game. It can thus be expected that Eurosceptic parties will
increasingly influence EU-level bargaining over OBBs. If so, the relationship between
national OBBs and representation of Eurosceptic preferences in the national legislature
should have strengthened in the post-Maastricht period. However, this relationship has
surprisingly reversed.

While exclusive national identity and Euroscepticism have received ample scholarly
attention as hindrance of legitimacy of fiscal federalism, much less attention has been
paid to their in allocating EU transfers. We argue that member states with a strong domes-
tic Eurosceptic electoral base enjoy a bargaining advantage in negotiating their OBBs
because their disagreement values are higher, even if the government is pro-EU —
since their (potential) voters are likelier to regard the frustrating of EU policies as an
achievement. Assuming forward looking (anticipatory) representation, popular
Euroscepticism (as measured in public opinion polls) matters more than parliamentary



456 European Union Politics 23(3)

Euroscepticism (as measured by party manifestos). The former foretells future electoral
behavior while the latter reflects mostly past mobilization. We further argue that
European integration diminishes the ability of member states’ governments to use
Euroscepticism to extract concessions from the EU budget, for two reasons. First, at
high levels of integration, Eurosceptic politics become more common among the
member states, Eurosceptic-driven disagreement values in EU negotiations among the
member states converge, and the associated bargaining advantage erodes. Second, at
high levels of integration, DI among the member states has increased too, and member
states may have become reluctant to reward those seen as systematically less committed
to political integration.

We show that a rise of one standard deviation in popular Euroscepticism is associated
on average with a rise of 10% in OBB ratios. However, parliamentary Euroscepticism
indeed does not affect OBBs and even diminishes the effect of popular Euroscepticism
on OBBs. We also find that at high levels of integration popular Euroscepticism does
not affect OBBs, and parliamentary Euroscepticism actually reduces OBB ratios.
Furthermore, we show that falling variation among EU member states in levels of
popular Euroscepticism, reduces the change in OBBs associated with a rise in such
Euroscepticism. Finally, we find that that OBB ratios actually decrease (by as much as
18%) in response to higher parliamentary Euroscepticism under high levels of differen-
tiation in core policy areas.

We contribute to the literature on fiscal federalism in the EU by explaining the bar-
gaining advantages (and weaknesses) that Euroscepticism affords to national govern-
ments, by focusing on how popular and parliamentary Euroscepticism interact with
each other in affecting budget allocations and by studying how European integration
interacts with the Eurosceptic effect on the budget. Future qualitative case-studies can
demonstrate the dynamic we identify.

Our findings imply that popular Euroscepticism and parliamentary Euroscepticism
may play different roles in the EU policy process, the former being the more important
of the two. This means that ‘acting-up’ may not be a successful strategy for
Eurosceptic governments. Only popular trends of Euroscepticism can reap more
budget allocations, regardless of the Eurosceptic bent of either government or parliamen-
tary opposition parties. However, at least in distributional conflicts, Euroscepticism pro-
vides a diminishing bargaining advantage, and the EU policymaking may grow immune
to it. While scholars and commentators commonly expect more Euroscepticism to lead to
more gridlock in the EU budgetary process, we show that Euroscepticism is debased as it
becomes more common and may lose its potency. Whether negotiating over the regular
EU budget or the recovery and resilience facility, we thus expect fewer attempts by gov-
ernments to implement this strategy. Member states may yet want to contain the rise of
Eurosceptic politics within them (Mariano and Schneider, 2022) but this will no longer be
possible in zero-sum settings. Rather, signaling responsiveness will be likelier with non-
rival benefits, such as external policies.

These implications can travel to the global level: both mainstream and extreme gov-
ernments can benefit from populism and anti-globalization sentiments when bargaining in
other multilateral organizations, but with diminishing returns. The prevalence of populist
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preferences among the public may matter more than their current representation in the
legislature (in parliamentary democracies).
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Notes

1. Linear fit lines in red, slope and its statistical significance levels indicated. Pre-Maastricht, a rise
of 0.32 in the index of Parliamentary Euroscepticism (its standard deviation) was associated with
arise of 0.32x0.55=0.18% of GDP in OBBs. Difference between slopes is significant at p =
.003 (see the Online appendix).

2. See analyses by Benedetto and Hgyland (2007), Citi (2015) and Crombez and Hgyland (2015).
The Commission plays a non-political facilitating role, submitting a proposal that must satisfy
the Council’s qualified majority and the EP’s main political groups (Crombez and Hgyland,
2015: 78; Oztas and Kreppel, 2022), and then mediating between these institutions. The
Commission is especially unlikely to push any OBBs-related agenda, as it has historically
rejected the importance of OBBs (European Commission, 2019: 72), and began reluctantly pub-
lishing them only after the 1999 Berlin European Council insisted. Indeed, Citi (2015) finds no
empirical effect of the Commission’s ideological position on budget change.
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3. If a joint text is agreed in conciliation, the EP has theoretical advantage over the Council, as it
can later veto the joint text, while the Council cannot. However, if the Council anticipates such
an eventuality, it can veto the draft prior to conciliation, or block compromise during concili-
ation. All Council members sit in the Conciliation Committee, and a qualified majority
among them there is required for a joint text to be agreed, just as it would be when they later
convene as the Council (Article 314(5)). Crombez and Hgyland (2015: 68) cite more studies
that are skeptical that the EP has any real advantage over the Council.

4. See for example, speech in 11 February 2013, available at: https:/www.parlament.hu/web/guest/
orszaggyulesi-naplo-elozo-ciklusbeli-adatai (accessed 22 March 2020)

5. Mariano and Schneider (2022) suggest that only pro-EU governments with Eurosceptic publics
are likely to achieve successful legislative outcomes in the Council, because of empathy from
other governments. However, as we show, OBBs rise with popular Euroscepticism even regard-
less of the governments level of Euroscepticism and thus regardless of empathy.

6. Schimmelfennig, Leuffen and Rittberger (2015) expect horizontal DI to fall when variation in
politicization across countries (asymmetric politicization) falls, but this is likelier for instrumen-
tal differentiation, which is transitory, than for constitutional differentiation, which is a legacy.

7. Data on OBBs since 2000 available at: http:/ec.europa.eu/budget/figures/interactive/index_en.
cfm (accessed 18 October 2020). Earlier data is available since 1977 and taken from
Schneider (2013).

8. This conforms to Pircher and Farjam’s (2021) finding that on economic and financial affairs
Eurosceptic governments are somewhat likelier to formally dissent in the final Council vote,
which may be a signal of their frustration with the Act (voting typically takes place after the
Council presidency is satisfied that a qualified majority exists).
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