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Abstract

This study examines the role of European integration as a potential source of income

inequality in countries of the European Union. We distinguish between both economic

and political integration and identify theoretical mechanisms that link the two to rising

levels of inequality. The empirical analysis draws on time-series-cross-section data cov-

ering 14 European Union member states for the time period 1999–2010. In particular,

we make use of a newly available dataset that measures individual degrees of integration

across different dimensions. Our main finding is a positive association between political

integration and inequality on the one hand as well as a nonassociation between eco-

nomic integration and inequality on the other hand. This suggests that the recent trend

toward inequality at the European Union national level is at least partly related to

deepening political integration at the supranational level.
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Introduction

In current public and academic discourse, only few issues are as salient as income
inequality and its consequences. Although many empirical studies find evidence of
growing economic inequality in Western democracies (e.g. Smeeding, 2005), the
debate about its proximate and ultimate causes is still ongoing. A plausible and
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often mentioned explanation links the rise in inequality to the progressing trend of
globalization (see, for instance, Dreher and Gaston, 2008; Mahler, 2004). However,
even though this line of reasoning is well theorized, the majority of research has
failed to provide conclusive findings (Scheve and Slaughter, 2004: 662).

Beckfield (2005, 2006, 2009) concludes from the lack of evidence that social sci-
entists have looked at the wrong place: In his view, globalization may not be the
main driver of rising inequality, but rather regional integration, in particular the
process of economic and political integration in the member countries of the
European Union (EU). There are two major reasons for why European integration
could be more important than globalization as such. First, the economic conditions
and processes that globalization theories identify could be more intense within the
EU than in the global economy as a whole. This might be the case because the
creation of the Single Market has led to a higher degree of economic integration
between the EU member states as compared to the rest of the world. Of course, the
process of economic globalization and European economic integration are related to
each other and their effects are hard to disentangle empirically. However, different
from globalization at large, European economic integration is also promoted actively
through a process of political integration, the second reason why Europeanization
could be related to increasing inequality. Many scholars have pointed out that the
European integration process is biased in favor of economic interests and neglects
the social policy dimension (Kosonen, 1995; Martin, 2004; Martin and Ross, 2004b;
Pollack, 2005; Scharpf, 1996, 1999, 2002). Building on this literature, we propose two
causal mechanisms (institutional membership and compliance with EU law) that
might link political integration with higher levels of inequality.

In essence, we want to analyze the extent to which economic integration (the
first of the two potential drivers) and political integration (the second) contribute
to the trend of rising inequality. For that reason, we make use of a newly available
dataset that provides multidimensional measures of the different degrees of
European integration. It includes 14 EU member states annually observed between
1999 and 2010. These data allow us to test the explanatory power of various
theories of globalization and European integration. To our knowledge—with the
exception of the cited work by Beckfield (2005, 2006, 2009)—there is not yet any
study on how differences in European integration are related to differences in
inequality. Applying a fixed-effects strategy, we find evidence for a positive and
statistically significant association between differences in European political inte-
gration and income inequality. At the same time, we do not find robust evidence
for a similar effect of economic integration.

European integration and economic inequality

In this section, we develop a set of hypotheses for why (changes in) European
integration might explain changes in inequality. Following the idea that
European integration has an economic and a political dimension, we structure
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the hypotheses accordingly. Prior to this, we give a brief overview of the literature
on European integration on the one hand and inequality on the other hand.

Literature review

Different attempts have been made to measure the total extent of European integration
(e.g. Leuffen et al., 2012), but few are specifically concerned with measuring differences
in the individual extent of integration across countries. In general terms, an examin-
ation of differing degrees of European integration should at least include a political
and an economic dimension (Caporaso, 1976: 348; Scharpf, 1999: 44). The political
dimension would have to measure institutional elements such as structures of supra-
national governance as well as the extent of coordination and integration in policy-
making aiming at the formation of a political union. The economic dimension would
have to capture market integration, which can be achieved through the removal of
tariffs or the free movement of services and production factors (Beckfield, 2005).

Most of the existing literature in this field is concerned with explaining differences
in European integration and less with studying the consequences of differentiated
integration on policy output and socioeconomic outcomes such as inequality. Vice
versa, the comprehensive literature on the political economy of inequality has largely
ignored the potential role that European integration might play. The majority of
contributions is concerned with assessing the impact of domestic forces such as
partisan politics or power resources of the working class (Bradley et al., 2003;
Pontusson et al., 2002), electoral institutions (Iversen and Soskice, 2006, 2009), or
the institutional setup of the economy, especially the wage-bargaining system (Rueda
and Pontusson, 2000; Wallerstein, 1999). More recently, the education and training
system has been found to play an important role as well (Busemeyer, 2015; Solga,
2014). Some studies, mostly in labor economics and sociology, focused on the rela-
tionship between inequality and globalization more broadly defined, but the evidence
is mixed (e.g. Dreher and Gaston, 2008; Mahler, 2004).

Economic integration

The pertinent literature on economic globalization identifies a number of mechan-
isms by which economic integration could contribute to higher levels of inequality.
For instance, increased wage competition between employees, resulting in a loss of
bargaining power on the part of unions, together with a potential ‘race to the
bottom’ between member states in taxes and public spending could eventually lead
to higher levels of inequality. In principle, the logic behind these mechanisms can be
extended to European integration because there are indeed good reasons to believe
that their impact on inequality may be particularly strong in the regional context. In
many ways, economic integration within the EU can be regarded as a more intensive
version of economic integration as it plays out in the global economy. Although we
will not be able to differentiate precisely between these mechanisms in the empirical
section due to data limitations, we will discuss them in detail in the following.
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The more economically integrated a member state is, the more open is its econ-
omy for intra-regional trade. It is plausible to expect that employers in an open
economy would be more likely to dismiss their employees in response to higher
wage demands than in a closed economy. The Single Market of the EU, ‘in which
the free movement of goods, capital, services, and people is ensured and in which
European citizens are free to live, work, study, and do business’ (European Union,
2013), has created a huge labor pool and has opened up new opportunities for
investment in other European countries. Thus, domestic workers can be more
easily substituted by foreign labor and nonlabor factors of production.

Closely related to these arguments is the view that economic integration
decreases the bargaining power of organized workers (cf. Dreher and Gaston,
2008). Both growing competition across borders as well as the increased price
elasticity of labor demand can be seen as a direct weakening of unions’ market
power. Furthermore, capital is more mobile than labor within the borders of the
internal market (Streeck and Schmitter, 1991) and therefore unions are faced with
the permanent threat of exit of employers, for instance in the form of offshoring.
In the presence of these risks, ‘unions find themselves compelled to accept lower
wages or less attractive employment conditions in order to save existing jobs’
(Scharpf, 2002: 649). Since labor unions have increasingly lost influence in the
process of collective bargaining, benefits of union membership have also declined
and as a consequence union membership itself is expected to decline further (cf.
Dreher and Gaston, 2007). Decreasing levels of union membership in turn may
lead to rising levels of economic inequality (e.g. Alderson and Nielsen, 2002).
Furthermore, Streeck and Schmitter (1991) argue that organized workers’ weak-
ness at the national level will not be compensated at the European level. The
authors explain this claim by the fact that unions are mainly organized nationally
and capital opposes any kind of EU-centered redistributive collective bargaining in
order not to lose competitive advantages.

Economic integration also has far-reaching implications for the capacity of national
governments to regulate and tax mobile factors of production. The loss of control over
national boundaries and the decrease in costs for transnational transportation and
communication made it possible for both corporations as well as investors to avoid
countries with a high tax burden and cumbersome regulation (Scharpf, 1999). Even if
mobile factors do not actually make use of the exit option, member states may still feel
forced to engage in regulatory competition with each other in order to maintain or
attract capital (Scharpf, 1999). Workers, however, may still demand compensation for
the risks they face in a more competitive working environment in the form of social
policies (cf. Burgoon, 2009), but governments may be less able to deliver in terms of
higher spending (Busemeyer, 2009; Jahn, 2006).

Political integration

The hypotheses about the political dimension of European integration are based on
the idea that political integration in the form of ‘negative integration’ (Scharpf,
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1999) puts pressure on national welfare states, compromising their potential to
reduce income inequalities (Brady, 2005; Smeeding, 2005). In particular, we can
think of two mechanisms: The constraining effects of the Economic and Monetary
Union (EMU) and the dominance of the market liberalization agenda in EU
policy-making.

Effects of the EMU. The impact of EMU—often described as the ‘biggest step in
European integration’ (Martin and Ross, 2004b: 2)—could be an important factor
delimiting welfare state spending (Korpi, 2003; Martin, 2004; Rhodes, 1996). As is
well known, member states are obliged to meet the Maastricht convergence criteria
before entering the EMU. The Stability and Growth Pact (SGP), which entered
into force in 1998, is supposed to guarantee the compliance of member states with
the fiscal policy requirements of the Maastricht criteria after the start of EMU. In
December 2011, the so-called Sixpack reformed the SGP and tightened its regula-
tions considerably (Leuffen et al., 2012: 149–151). Even though the current eco-
nomic crisis has led to a temporary relaxation of these requirements, EMU-induced
fiscal pressure presents the member states with formidable problems and sometimes
even forces them to curtail public spending (Martin and Ross, 2004a). On top of
that, some contend that the European Central Bank’s (ECB) dedication to price
stability—defined as its ‘primary objective’ (Martin and Ross, 2004b: 8)—dampens
economic growth and keeps unemployment levels high (Korpi, 2003; Martin,
2004). If this were the case, the combined effects of the Maastricht convergence
criteria and the ECB’s anti-inflation policy would pose a severe threat to the wel-
fare state’s financial viability.

In short, the causal mechanism that links political integration via membership in
the EMU to inequality runs via national fiscal policies. Compared to nonmembers,
EMU members are obliged to follow stricter budgetary rules, which delimit their
ability to counteract economic crises with higher levels of social spending. Even
though the degree to which welfare states contribute to mitigating inequality
depends on their respective institutional design, there is sound evidence that
post-tax and -transfer levels of inequality are on average lower in more generous
welfare states, whereas generosity does not necessarily have a strong impact on
prefisc inequality (Bradley et al., 2003: 218–221). As a consequence, we should
observe a negative association between EMU membership and levels of welfare
state generosity as well as between membership and inequality in disposable (post-
tax and -transfer) income. If the EMU reduces the ability of member states to enact
more accommodating fiscal and social policies, this will in the end contribute to
higher levels of inequality.

Market liberalization agenda. Political integration at the European level has also pro-
moted a course of liberalization in regulatory policies. Scholars have frequently
referred to this phenomenon as an asymmetry between ‘negative integration’, i.e.
the removal of trade barriers and market regulations, and ‘positive integration’, i.e.
social regulations that correct market failures (Pollack, 2005; Rhodes, 1996;
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Scharpf, 1996, 1999). Scharpf (1999) identifies different actors as the root cause of
this development. On the one hand, negative integration has been mainly driven by
the European Commission and the European Court of Justice (ECJ), which both
have been able to gradually expand their competences at the cost of member states
(Scharpf, 1999: 50–62). On the other hand, positive integration largely depends on
high levels of agreement and coordination among governments. However, due to
ideological, economic, and institutional differences, agreement is extremely difficult
to achieve and that is why social policy continues to be nationally determined
(Scharpf, 1999: 71–83). Advancing political integration has thus enabled actors
at the European level to promote ‘a neoliberal program’ (Kosonen, 1995: 104)
supporting competition and deregulation of labor markets. Recent work by
Höpner and Schäfer (2012) points out that political as well as ‘judicial’ integration
via the ECJ has promoted a kind of European integration that is much more
market oriented compared to integration in the pre-EMU era.

On this background, we argue that active opposition, i.e. noncompliance, with
EU law may in certain cases be a politically motivated decision reflecting ‘oppos-
ition through the backdoor’ against a ‘neoliberal’ approach in economic policy-
making (cf. Thomson, 2010; Thomson et al., 2007). This is partly at odds with
existing literature on compliance with EU law (e.g. Falkner et al., 2007) that
emphasizes the lack of bureaucratic capacities in some countries, in particular in
Southern Europe, as an important factor explaining why compliance with EU law
is higher in some member states than in others. From our perspective, noncom-
pliance could be an active choice by domestic policy-makers to not implement
policies that would promote the Single Market agenda against the opposition of
domestic political actors. This would imply that higher levels of political integra-
tion in the form of a lower degree of noncompliance should go along with a higher
level of inequality. If and when domestic actors are successful in blocking the
implementation of market-enforcing integration, existing welfare state arrange-
ments should be more protected and, therefore, contribute to lower levels of
inequality.

Empirically, this link is hard to verify, in particular in a quantitative setting.
First of all, one would need to distinguish between EU policies and ECJ decisions
that are clearly promoting the Single Market agenda and those that do not. The
indicator of European integration used in this paper (for details, see below) pro-
vides us with a partial, though imperfect solution to this problem. Still, quantitative
analyses need to be complemented with case studies as is done in Höpner and
Schäfer (2012). From a different, more empirical perspective, finding evidence in
favor of a positive association between a higher degree of compliance with EU law
and inequality despite the lack of a strong indicator would support the generaliz-
ability of some arguments made in the case-oriented literature.

A second and related argument as to why compliance with EU law could
contribute to higher levels of inequality builds on the logic of the previous argu-
ment. Yet, instead of thinking in terms of noncompliance as a sign of opposition
to the Single Market agenda, we could conceive of compliance as a supporting
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factor in promoting this agenda in the domestic context. Domestic policy-makers
potentially faced with opposition from voters against welfare state retrenchment,
deregulation, and liberalization could use the EU level as an instrument of blame
avoidance, enabling them to promote these approaches much more effectively
(Pierson, 2006; Scharpf, 1999). Moravcsik (1994: 24) states this most clearly:
‘When things go badly, a technocratic Commission receives the blame; when
things go well, national leaders claim the credit’. Put differently, national gov-
ernments can convey the impression that if they were free of European con-
straints, they would act in a more welfare-friendly manner. Hence, in addition
to the direct effects of market liberalizing policies, political integration may facili-
tate retrenchment indirectly by allowing domestic policy-makers to resort to pol-
itics of blame avoidance.

Summary and hypotheses

In sum, there are good reasons to expect the process of European integration to
have consequences in terms of income inequality above and beyond the impact of
economic globalization as such. To clarify, our focus is on inequality after taxes
and transfers (inequality in disposable income). Partly this is motivated by practical
concerns (see below), but more importantly, our theory centers on the impact of
European integration on member states’ ability to intervene and counteract market
trends in inequality.

Our first hypothesis is that there is a positive association between economic
integration and higher levels of inequality, because the former increases the
price elasticity of the demand for labor, weakens the bargaining power of
unions, and promotes a race to the bottom in terms of taxes and public
spending. Due to limitations of the dataset we are using, it is not entirely
possible to disentangle these different mechanisms properly. Instead, we take
them as indicating that economic integration matters in different, but comple-
mentary ways.

Our second set of hypotheses relates to the impact of political integration.
Political integration has two dimensions of relevance for the political economy
of inequality. First, we expect that institutional participation is associated with
higher levels of inequality because the stability criteria of the EMU impose concrete
constraints on the budgetary politics and policies of member states, compromising
their ability to counteract economic crises with higher levels of social spending.
Second, the Single Market agenda advanced by EU institutions promotes the lib-
eralization and deregulation of markets, which can be expected to lead to higher
levels of inequality. Domestic opposition to this Single Market agenda
might lead to a higher degree of noncompliance, i.e. lower levels of political inte-
gration. Furthermore, domestic actors supporting this agenda might receive add-
itional political support by engaging in blame avoidance. Therefore, we expect to
find a positive relation between the level of political integration and income
inequality.
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Empirical analysis

Measuring European integration

To measure differences in integration, this study makes use of a newly developed
index that captures political and economic indicators of European integration
(König and Ohr, 2013). The index consists of 25 items grouped into four dimen-
sions, which contribute with different weights to the overall index: (a) Single
Market, (b) Homogeneity, (c) Symmetry, and (d) Conformity.

The first dimension of this index—Single Market—can be regarded as an indi-
cator of economic integration, whereas the last relates to political integration.
More specifically, the first dimension, the degree of market relations in the single
market, is measured by the sum of a country’s intra-EU imports and exports as a
percentage of GDP, and as a percentage of its total sum of imports and exports.
The indicator of political integration—Conformity—combines information on the
member states’ institutional participation in the Schengen area and membership
in the EMU (Conformity_participation) as well as compliance with EU law by
counting infringement proceedings of the European Commission and ECJ ver-
dicts in sectors like environment, social policy, and harmonization of legislation
(Conformity_compliance). The index is coded in such a way that higher values
indicate a higher degree of political integration (i.e. less infringement proceedings,
for example). Most importantly for our purposes, the compliance indicator meas-
ures, among other things, the degree of compliance with ECJ verdicts in the field
of the Single Market. Compared to the other areas of compliance, compliance
with ECJ verdicts related to the Single Market receives the highest weight in the
construction of this subindex. Assuming that noncompliance in the fields other
than the Single Market is related to other factors such as bureaucratic capacities,
the compliance indicator can be regarded as a rough proxy to measure the extent
to which a particular member state complies with the Single Market agenda. Of
course, this is a very rough approximation, but unfortunately, the subindices used
to construct the compliance indicator are not available publicly. As for the
remaining dimensions, Homogeneity and Symmetry (for detailed information,
see König and Ohr, 2013), we include these indicators as control variables in
some models without any concrete theoretical expectations on the direction of
their impact.

The EU-Index covers 141 of those 15 member states, which entered the EU up to
and including 1995. König and Ohr (2013: 1079) exclude the case of Luxembourg,
arguing that it contains many extreme values. The observation period starts with
the formation of the EMU in 1999 and ends in 2010. For ease of comparability, the
data are normalized to a scale ranging from 0 to 100, where 100 represents maximal
integration. The 25 normalized indicators are weighted on the basis of a principal
component analysis. The EU-Index increased in all but one country (Spain), most
strongly in Finland. The values of Austria, Belgium, Denmark, Germany, Greece,
and Italy also increased by about 10 points, respectively. This general trend
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becomes explicit in the EU-14 average. Starting at a value of roughly 52 in 1999,
the average EU-Index rose to almost 60 in 2010.

Figure 1 depicts trends for the two theoretically most interesting subindices,
Single Market and Conformity. We see that the economic dimension does not
show much variation over time. Variation between the countries is somewhat
more pronounced, with Belgium, Ireland, Netherlands, and Sweden exhibiting
above-average levels of market integration. For 2010, the index values range
from 18.75 (Greece) to 74.62 (Belgium). The political dimension, on the other
hand, depicts considerably more overtime variation within each country.
Although the EU-14 average remains roughly constant at the 80 points level, the
individual panels indicate that the variance of political integration is fairly high.
Given that institutional participation is rather stable (changes can be observed in
Denmark, Finland, Greece, and Sweden), this variance is mainly due to varying
compliance levels.

Since the total EU-Index has a clear positive trend, we might face problems of
nonstationarity. However, we do not include the EU-Index as a whole in our
regression analyses but only its subdimensions. The graphical examination
(Figure 1) does not suggest that these data are trended. In addition, we conducted
various unit root tests that confirmed this conjecture.

Measuring economic inequality

Compared to the notion of European integration, the literature on measuring
economic inequality is much more developed. By economic inequality we mean
the peripheral distribution of income within countries. The presumably most com-
monly used inequality measure is the Gini index, which measures the extent
to which the actual distribution deviates from a perfectly equalized distribution.

Figure 1. Conformity and Single Market, 1999–2010.
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The coefficients range between zero (maximum equality) and one (maximum
inequality).

In this study, we draw on data from the EU Statistics on Income and Living
Conditions (EU-SILC) survey provided by Eurostat. We prefer to use these data
instead of alternatives because data quality is likely to be higher in the case of the
EU-SILC, given that the data are harmonized between EU member states. In
particular, we include Gini coefficients of equivalized disposable household
income for each of the EU-14 member states between 1999 and 2010. Figure 2
compares Gini coefficients for each country in the first and last year under obser-
vation. The countries are arranged according to the values of 2010 beginning with
the highest. Overall, the EU-14’s average Gini coefficient increased from 0.285 to
0.294 within a decade. The strongest surges can be observed in countries that
exhibited low levels of inequality in the former period, such as Denmark,
Germany, and Sweden. However, all three countries still show below-average
levels of inequality. In 10 out of 14 member states, economic inequality in 2010
was higher than in 1999. Decreases could only be observed in Belgium, the
Netherlands, Portugal, and Spain. A cross-country comparison reveals conspicu-
ous cross-national differences. For 2010, the coefficients range from 0.241 (Sweden)
to 0.339 (Spain).

An alternative approach to measure economic inequality is to compare relative
(disposable) incomes at the top of the income distribution with incomes at the
bottom. Eurostat provides an indicator of this kind. The income quintile share
ratio (S80/S20 ratios) is a measure of the income of the person at the 80th percentile
in the distribution of incomes relative to the income of an individual at the 20th
percentile. A higher value thus indicates a higher level of income dispersion. In the
subsequent empirical analysis, we will use both measures of economic inequality.

Figure 2. Gini coefficients, 1999/2010.
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To repeat, we focus on inequality in disposable, i.e. post-tax and -transfer income
because our theory concerns the limited ability of EU member states to counteract
market trends. Above and beyond that, European integration could have an effect
on pretax inequality in the sense that more liberalized labor and product markets
could be associated with higher levels of pretax wage dispersion. However, for the
reasons mentioned above, we focus on the impact on postfisc inequality in the
present case.

Methods

Our dataset includes 14 EU member states (N¼ 14) for the time period 1999–2010
(T¼ 12). This kind of data structure is referred to as time-series-cross-section
(TSCS) data (Beck and Katz, 1995, 1996, 2011). Three potential violations of
ordinary least squares assumptions are commonplace in the TSCS context
(Plümper et al., 2005). First, errors may tend to correlate over different time per-
iods (autocorrelation). Second, errors may have different variances across units
(group-wise heteroskedasticity). Third, common exogenous shocks may cause the
errors to be correlated across units (contemporaneous correlation of errors). To
address these problems, Beck and Katz (1995, 1996) proposed two remedies. In
order to deal with autocorrelated errors, they recommend including the lagged
dependent variable (LDV) on the right-hand side of the regression equation.
With regard to heteroskedasticity and contemporaneous correlated errors, they
suggest using panel-corrected standard errors (PCSEs) that prevent a systematic
underestimation of the true variance.

However, the application of the Beck and Katz method has become the object of
criticism (e.g. Wilson and Butler, 2007). One common problem is that the LDV
tends to be too restrictive, as it absorbs part of the explanatory power of other
independent variables (Achen, 2000). Thus, an alternative method to model the
serially correlated residuals is a first-order autoregression or AR(1) process

"i,t ¼ �"i,t�1 þ ut

where "i,t is the residual for the ith country at time t, ut is independent and iden-
tically distributed with mean 0, and � is the so-called autocorrelation parameter. In
the subsequent analysis, the Prais–Winsten estimator is applied to transform the
data as follows

Z�i,t ¼
ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffi
1� �̂zi,1

p
, for t ¼ 1

Z�i,t ¼ Zi,t � �̂Zi,t, for t ¼ 2, . . . ,T

where Z ¼ x, y. Hence, each value of x and y is corrected by the product of the
value and the estimated coefficient � of the AR(1) process.
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Given the rather short length of our panel, we prefer the AR(1) approach to the
LDV method, since the LDV would further reduce the length of the time series.
Furthermore, it is well known that the inclusion of an LDV suppresses the explana-
tory power of the other independent variables (Achen, 2000), and this effect is
particularly severe when the panel is short and other explanatory variables
change little over time as in our case. In order to control for group-wise hetero-
skedasticity and contemporaneous correlation of errors, the reported Prais–
Winsten models are used with PCSEs.

Another common problem is how to obtain consistent estimators in the presence
of omitted variables. If the residuals are correlated within countries, some explana-
tory factor has been omitted, and the exclusion of this factor may bias the param-
eter estimates for the covariates included in the model (violation of the exogeneity
assumption). Our solution to the problem of unobserved effects is the fixed-effects
model (FEM), which estimates country-specific intercepts, that is it demeans all of
the variables by their country-specific means.

The model may be formulated as

yi,t ¼ �xi,t þ �i þ "i,t; "i,t ¼ �"i,t�1 þ ut

where �i is the country-specific intercept, yi,t and xi,t are observations, and � is a
vector of coefficients.2

Control variables

In addition to our main explanatory variables related to European integration, we
include the following control variables:

1. SingleMarket_squared: Beckfield (2005, 2006, 2009) provides empirical evidence
for a nonlinear relationship between economic integration and income inequal-
ity. Thus, a quadratic transformation of SingleMarket enters the regression
models.

2. TradeDen and Gov_Party: To assess whether the weakening of the labor force
diminishes unions’ bargaining power, we include trade union density (source:
OECD Labour Force Statistics). The expected relationship with economic
inequality is negative. Furthermore, we include a measure of government par-
tisanship to take into account the impact of partisan politics (source: Armingeon
et al., 2013). Left partisanship should be associated with lower levels of
inequality.

3. Tax: To test the economic argument that a higher tax burden on labor is asso-
ciated with an increase in economic inequality, we also include the tax rate on
low wage earners (source: Structures of Earnings Survey, Eurostat). The esti-
mated coefficient is hypothesized to be positive.

4. Unemployment and GDP_Growth: These variables capture the economic context.
Unemployment is expected to be associated with higher levels of inequality
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(source: European Union Labour Force Survey, Eurostat), whereas higher GDP
growth should depress inequality (source: Armingeon et al., 2013).

5. Soc_Tran: We include a measure of social transfers (source: Armingeon et al.,
2013). Higher levels of transfers should be associated with lower levels of
inequality.

6. Coord: The political economy literature on inequality (e.g. Pontusson et al.,
2002) identifies wage bargaining centralization as an important negative deter-
minant of wage inequality (source: Visser, 2013). Since we are using FEMs, the
effect should be weak because this variable captures cross-national differences in
wage bargaining institutions rather than changes over time.

7. Education: The percentage of the population having at least upper secondary
education enters the models as a final control variable (source: European Union
Labour Force Survey, Eurostat). The expected impact on economic inequality is
negative.

Results

Tables 1 and 2 present the results of the Prais–Winsten FEMs with AR(1) disturb-
ances and PCSEs. In each table, respectively, the first specification contains the
political and economic dimensions of integration, the second adds the remaining
subindices, the third includes our full battery of controls, and the fourth splits the
Conformity variable into its two subdimensions: institutional participation and
compliance with EU law. Furthermore, these models are applied to both inequality
measures, with the models in Table 1 using the Gini index3 and the models in
Table 2 the income quintile share ratios as dependent variable.

Our most important finding is that political integration in terms of institutional
participation and compliance with EU law exhibits a consistently positive and
statistically significant association with both inequality measures. In the case of
the Gini measure, the coefficient estimate of political integration is positive and
significant in all model specifications, and the magnitude of the effect is roughly
constant as well. In case of the S80/S20 ratios, the variable is not significantly
different from zero in the first two model specifications but points in the expected
direction. When we include the full battery of controls, however, Conformity turns
significant at the .05 level.

As for the subdimensions of political integration, both participation and com-
pliance show positive signs and reach common levels of statistical significance in
the models with the Gini index (Table 1). Even though the coefficient for
Conformity_participation is not distinguishable from zero in Table 2, the results
suggest that the effect of political integration is due to both institutional partici-
pation as well as compliance with EU law. We present similar estimates in the
subsequent ‘Robustness’ section (see web appendix for details), where we find that
indeed both dimensions are important when comparing different model
specifications.
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Table 1. Prais–Winsten FEMs with Gini index as dependent variable.

(1)

Gini

(2)

Gini

(3)

Gini

(4)

Gini

SingleMarket �0.050 �0.034 0.344 0.353*

(0.064) (0.066) (0.218) (0.214)

SingleMarket_squared �0.004** �0.004**

(0.002) (0.002)

Conformity 0.026** 0.029** 0.029**

(0.012) (0.012) (0.013)

Conformity_participation 0.025***

(0.006)

Conformity_compliance 0.016*

(0.009)

Homogeneity �0.001 0.073** 0.064*

(0.029) (0.032) (0.033)

Symmetry 0.010* 0.013 0.010

(0.006) (0.009) (0.009)

TradeDen �0.126* �0.114*

(0.069) (0.066)

Tax �0.036 �0.031

(0.042) (0.042)

Unemployment 0.058 0.082

(0.059) (0.066)

Soc_Tran �0.298** �0.304**

(0.124) (0.129)

Gov_Party �0.000 0.013

(0.064) (0.067)

GDP_Growth �0.040 �0.043

(0.036) (0.032)

Coord �0.050 �0.097

(0.157) (0.154)

Education �0.052* �0.056**

(0.029) (0.028)

Constant 25.400*** 24.229*** 24.554*** 23.727***

(2.776) (3.919) (8.848) (8.418)

Observations 151 151 144 144

R2 0.993 0.991 0.993 0.993

Number of countries 14 14 14 14

Country FE YES YES YES YES

Panel-corrected standard errors in parentheses.

***p< 0.01, **p< 0.05, *p< 0.1.
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Table 2. Prais–Winsten FEMs with S80/S20 ratios as dependent variable.

(1)

Ratio

(2)

Ratio

(3)

Ratio

(4)

Ratio

SingleMarket 0.001 0.003 �0.009 �0.009

(0.015) (0.0149) (0.046) (0.046)

SingleMarket_squared �0.0007 �0.0007

(0.0004) (0.0004)

Conformity 0.005 0.005 0.006**

(0.003) (0.003) (0.003)

Conformity_participation 0.003

(0.002)

Conformity_compliance 0.004*

(0.002)

Homogeneity �0.004 0.012* 0.012

(0.006) (0.007) (0.007)

Symmetry 0.002 0.001 0.001

(0.001) (0.002) (0.002)

TradeDen �0.029* �0.028*

(0.016) (0.016)

Tax 0.000 0.000

(0.010) (0.010)

Unemployment 0.045** 0.046**

(0.019) (0.020)

Soc_Tran �0.112*** �0.112***

(0.033) (0.033)

Gov_Party �0.006 �0.006

(0.020) (0.020)

GDP_Growth �0.020** �0.020**

(0.009) (0.009)

Coord �0.033 �0.035

(0.030) (0.032)

Education �0.006 �0.006

(0.008) (0.008)

Constant 3.238*** 3.454*** 6.016*** 6.002***

(0.682) (0.870) (1.784) (1.781)

Observations 153 153 146 146

R2 0.983 0.981 0.988 0.988

Number of countries 14 14 14 14

Country FE YES YES YES YES

Panel-corrected standard errors in parentheses.

***p< 0.01, **p< 0.05, *p< 0.1.
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The magnitude of the effect of political integration on inequality is sizable:
Simulating an increase in political integration of one standard deviation is pre-
dicted to be associated with an increase in inequality of 0.327 in the Gini index.
This is about 8.4% of the standard deviation of the Gini index. Using the income
quintile ratio instead, the predicted effect would be 0.072. This is about 7% of one
standard deviation of our alternative measure of inequality.

With regard to the economic dimension of integration, we find empirical support
for a curvilinear relationship with the Gini index. The squared term is significantly
negative, and the SingleMarket variable flips its sign and becomes—in line with our
theoretical expectations—positive. While this positive coefficient is not statistically
significant in model 3, it turns significant at the .05 level once we include the
subindices of the political integration dimension (model 4). The effect is also
very substantial: A simulated increase in economic integration from 30 (roughly
the level of the United Kingdom in 2010) to 75 (roughly the level of Belgium in
2010) is associated with an increase of about 16 points in the recoded Gini index.
This is more than four times its standard deviation.

These results cannot be replicated for models, which use the income quintile
share ratios as dependent variable. Overall we find fewer significant estimates in
these models than in the models using the Gini index (see also the ‘Robustness’
section). However, we consider the results of the Gini index as more important for
the following reasons. First, quintile ratio measures, by their very nature, ignore
information about incomes other than the quintiles selected (Jenkins and van
Kerm, 2009). Second and related to the first point, quintile ratio indices do not
satisfy the Pigou–Dalton principle of transfers, i.e. that a mean-preserving income
transfer from a richer person to someone poorer should always decrease inequality
(Atkinson and Brandolini, 2015).

The control variables perform generally as expected. While higher levels of trade
union density, social transfers, GDP growth, and education are related to lower
levels of inequality, higher levels of unemployment correspond to an increase in
inequality. As for the other dimensions of the EU-Index, homogeneity is also
positively associated with inequality in some of the models (models 3 and 4
using the Gini index and model 3 using the S80/S20 ratios). Although it is not
possible to show this directly, this could indicate an indirect effect of EMU mem-
bership. The indicator of homogeneity measures whether economic factors con-
verge in the observed countries. The indicators used to construct this index such as
purchasing power standards, long-term interest rates, or public debt ratio are pre-
cisely those we expect to convergence as a consequence of the Maastricht conver-
gence criteria, which in turn are closely related to EMU membership.

We argue above that the causal mechanism linking political integration to
inequality runs mainly through national fiscal policies. More specifically, we
expect institutional membership to constrain governments’ ability to spend.
Table 3 thus tries to answer the question whether European integration is a sig-
nificant determinant of spending levels. All models contain the same battery of
controls as previously used (excluding social transfers). Focusing on quantities of
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interest, we only show the results for the relevant integration indicators. Social
transfer levels serve as the dependent variable in model 1. The estimates suggest
that higher levels of economic integration are associated with lower levels of trans-
fers. With regard to the variable Conformity_participation, the coefficient points in
the expected direction, but the estimate is not statistically significant. Model 2 uses
public social protection spending as percentage of GDP (Soc_Protect, source:
Eurostat) as regressand. Now, institutional membership exhibits a significantly
negative relationship with spending levels. The estimated coefficient of
SingleMarket is still negative but no longer significantly different from zero. We
obtain similar results when we regress total public expenditure as percentage of
GDP (Pub_Exp, source: Eurostat) on our explanatory variables. A simulated
increase from no institutional participation (e.g. the United Kingdom) to full
EMU membership (e.g. the Netherlands) is accompanied with a decrease in
social protection spending by roughly two percentage points of GDP and five
percentage points of GDP in total public expenditure, respectively. These findings
suggest that our proposed mechanism does survive empirical scrutiny. Yet, one has
to treat the results with some caution, since only four (Denmark, Finland, Greece,
and Sweden) of the 14 countries exhibit within-country variation in institutional
participation.

Table 3. Relationship between European integration and spending levels.

(1)

Soc_Tran

(2)

Soc_Protect

(3)

Pub_Exp

SingleMarket �0.388*** �0.061 �0.463

(0.131) (0.148) (0.305)

SingleMarket_squared 0.002** �0.0005 0.002

(0.001) (0.0012) (0.003)

Conformity_participation �0.003 �0.020** �0.053***

(0.006) (0.008) (0.015)

Conformity_compliance 0.005 0.002 0.011

(0.004) (0.005) (0.010)

Constant 16.325*** 16.694*** 32.535***

(4.316) (5.622) (9.551)

Observations 161 161 161

R2 0.991 0.995 0.993

Number of countries 14 14 14

Country FE YES YES YES

Controls YES YES YES

Panel-corrected standard errors in parentheses.

***p< 0.01, **p< 0.05, *p< 0.1.
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Robustness

In this section we test the robustness of our findings. The sensitivity of TSCS
analyses to alternative specifications is a well-known problem. Wilson and Butler
(2007) argue that there is generally little guidance for researchers on what type of
specification to employ. They then go on to provide a list of dynamic models that
are often applied with TSCS data. The various specifications differ with regard to
their precise implications, but they share their trend-eliminating, dynamic nature,
and the insight that effects may develop differently over time. Both characteristics
seem to be useful in our context. First, we observe a general trend of rising inequal-
ity. Second, it can be assumed that the impact of European integration is not felt
immediately on the inequality variable but rather distributed over time. We thus
estimate the following models and compare the results (see Table A2 of the web
appendix) to our previous findings: first difference, lag, LDV, and error correction.

In Table A2 in the web appendix, we present the coefficients for the variables of
greatest interest, i.e. SingleMarket, SingleMarket_squared, Conformity_participation,
and Conformity_compliance. These variables enter the analysis in the first models (1
and 4), then the remaining subindices of the EU-Index are added (models 2 and 5),
and finally we include all other controls (models 3 and 6). The control variables
perform in accordance with our expectations.

As for our main independent variables, the results are largely consistent with our
earlier findings. The political integration indicators are positive in all model speci-
fications and often reach conventional levels of statistical significance. The models
that use the Gini index (models 1–3) again show more significant estimates.
Looking at these models, the institutional dimension of political integration exhi-
bits a significantly positive association with inequality in all but one model (LDV
model 3). Although the effect of compliance with EU law is suppressed in the
demanding LDV and error-correction models, the other model specifications cor-
roborate the results of Table 1. As for the economic dimension, the estimates are
not entirely robust. All regression coefficients show the correct sign, but only some
are significantly different from zero.

Although we find fewer significant effects in the quintile share ratio models
(models 4–6), the results confirm our previous findings indicating that political
integration affects inequality through both institutional participation and compli-
ance with EU law. The consistency of these estimates strengthens our belief that the
relationship between political integration and inequality is nonrandom and posi-
tive. On the other hand, none of the SingleMarket coefficients are statistically
significant. However, different from Table 2, all but one estimate (LDV model 3)
point in the theorized direction.

Conclusion

This paper has analyzed the association between European integration and differ-
ences in socioeconomic inequality in countries of the EU. Relying on a new dataset
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that measures the extent of European integration across different dimensions, we
found evidence for a positive and statistically significant relationship between pol-
itical integration in terms of institutional (EMU) membership as well as compliance
with EU law and inequality. This association is more robust than the effect of
economic integration. Our results confirm Scharpf’s (1999) notion of the domin-
ance of negative over positive integration: Membership in EU institutions tends to
go along with higher levels of inequality.

Of course, this conclusion should be treated with caution: Even though we
control for a large number of potential determinants, our analysis cannot prove
the existence of a causal relationship between political integration and inequality in
the strict sense, since regression analysis merely shows correlations. Furthermore,
our research design focuses on the impact of differences in integration within the
EU. A different research design (for instance see Beckfield, 2005, 2006, 2009) could
compare differences in inequality trends between member states of the EU and
nonmember states. From a broader perspective, European countries are commonly
characterized as exhibiting lower levels of income inequality, in particular com-
pared to liberal market economies such as the United States (Pontusson, 2005).
Our findings, however, suggest that the process of European integration could in
the long term contribute to transforming European countries toward a more liberal
variety of capitalism.

Thus, the implications of this article are straightforward: Those hoping that
EU policies could potentially balance out the negative side effects of European
and global economic integration on the viability of national welfare states will
be disappointed. The current institutional and political setup of the EU cer-
tainly does not seem to be an effective counterweight against the ubiquitous
trends toward rising inequality. Here, it needs to be emphasized that although
we treat them as separate dimensions of European integration, political and
economic integration are connected. Politically driven liberalization is in fact
aimed at promoting economic integration, and the creation of an integrated
Single Market most likely also empowers political coalitions in support of
further liberalization. As is shown in a recent contribution by Garry and
Tilley (2015), changes in macro-level economic contexts (inequality and the
extent of state ownership in their case) also affect support for continued
European integration at the level of individual voters. Nevertheless and
within the confines of our research design, this paper aimed at partly disentan-
gling these effects in order to get a better understanding of the driving forces of
inequality in the EU.

Notes

1. Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy,
Netherlands, Portugal, Spain, Sweden, UK.

2. The consistency of the FEM comes at costs, as it removes all between-country variation
from the data. The Hausman test, however, rejects the application of more efficient
random effects models. A FEM specification is also more in line with our theoretical
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expectations, which aim at determining the contribution of changes in economic and
political integration within countries on changes in inequality.

3. Multiplied by 100 in order to improve readability.
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