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Abstract

The past and arguably the future of the European Union (EU) are characterized by
Differentiated Integration (DI). Whereas a number of studies examine country variance
in the realization of DI due to state-level characteristics, scholars have rarely addressed
sector-specific differentiation. We select Common Agricultural Policy (CAP) for such
an analysis — the policy domain with the largest budget, most contestation in the
Council of Ministers, most redistribution, and most differentiated legal acts. Building
on liberal intergovernmentalism, we develop a demand and supply model to explain the
number of opt-outs a country realizes in CAP legislation. We hypothesize that the
member states’ demand for differentiation is driven by agricultural lobbyism and by the
political receptiveness of governments; the supply-side is driven by member states’
voting or bargaining power; and the realized differentiations are a consequence of the
interaction of demand and supply. Using all differentiations in new CAP legal acts from
1993 to 2012, we test these hypotheses in a time-series cross-section design. We find
that the domestic level of agricultural protectionism, conservative parties in government
and voting power are robust predictors of the realization of differentiation in CAP. Our
results support the general claim of liberal intergovernmentalism, that domestic societal
and economic interests and political bargaining power shape the course of
(differentiated) integration.

Keywords Differentiated integration - Political economy - Common Agricultural Policy -
Liberal intergovernmentalism - Protectionism - Lobbyism - Voting power
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1 Introduction

The long political and academic debate about differentiated integration (DI) in the
European Union (EU) has reached another peak since the late 1990s: it was sparked off
by Eastern enlargement and the related differentiation in primary law (Schimmelfennig
and Winzen 2014) and recently reinforced by Brexit, leading to a discussion of
“differentiated disintegration” (Schimmelfennig 2018). We define the phenomenon of
“differentiation” as a situation where one or more EU member states are permitted to
not apply certain legal rules of the European Treaties or EU secondary law. This way
the uniform integration process gets differentiated across member states and policy
fields. While political suggestions and normative models of flexible integration accom-
panied the EU discourse already during the 1970s, the academic literature was scattered
and focused on case studies, legal accounts and typologies to capture differentiation (cf.
Holzinger and Schimmelfennig 2012). Analytical theories to explain DI (e.g. Leuffen
et al. 2013; Jensen and Slapin 2012; Holzinger and Tosun 2019) and systematic
empirical evidence (e.g. Winzen 2016; Duttle et al. 2017) are a rather recent phenom-
enon. Most of the literature concentrated on explaining primary law differentiation,
whereas secondary law differentiation earned less attention (see, however,
Tuytschaever 1999; Duttle 2016). Moreover, statistical approaches focus mostly on
the member state and EU level and do not disaggregate according to policy fields. As
Winzen (2016) and Duttle et al. (2017) find that differentiation varies considerably
across policy domains, we consider it a promising contribution to analyze sector-
specific differentiated integration.

We select the Common Agricultural Policy (CAP) for such a sector-specific ap-
proach for three reasons. First, agriculture looms large and very distinct in the life of the
EU and it is a most likely case for secondary law differentiation. While hotly disputed
from its very beginnings (Moravesik 1998, chapter 3), the CAP became quickly the
major policy field of the European Communities. The EU has strong policy-making
responsibilities for agriculture, implying that agriculture was the most integrated of the
EU’s sectoral policies until the early 2000s (Nugent 2010:161), when it was outrun by
the European Monetary Union. Second, despite this level of integration, agriculture is
also the policy field with most realized differentiations, which makes it a prime
example for DI (Duttle et al. 2017). In fact, the first differentiations in agricultural
policy for Germany and France can already be found in 1962. Third, agricultural policy
is the policy field with most contestation in decision-making (Conceicao-Heldt 2012),
resulting in most “no” and “abstain” votes in the otherwise consensual decision style of
the Council (Bailer et al. 2015). This distinct nature of agricultural policy in the EU is
amplified by the fact that the CAP still accounts for 40% of the EU budget (around 59
billion Euro in 2017)." Agriculture is the only sector almost entirely funded from the
EU budget, implying that EU spending replaces national spending to a great degree.
Nevertheless, we observe a growing heterogeneity of agricultural structures throughout
the EU, due to enlargement, natural endowment, internal technological development or
the remaining national agricultural policies. Since agricultural production patterns and
lobbyism are heterogeneous across member states, the agricultural policy interests of

! European Commission, Directorate General for Agriculture and Rural Development 2018: https://ec.europa.
eu/agriculture/sites/agriculture/files/statistics/factsheets/pdf/eu_en.pdf (last accessed 31 March 2019).
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these states are also, and increasingly, heterogeneous. Especially the enlargement
rounds in 2004 and 2007 contributed to this increase. Combined with the financial
importance of the CAP, this heterogeneity made it difficult to reach agreement on
agricultural policies after the prize support protectionist approach of the European
agricultural policy had come under pressure as a consequence of high cost of over-
production and of international trade negotiations during the 1980s. We argue that one
form of reaching agreement on the changing EU agricultural policies after 1992 is the
permission of opt-outs from EU law in agriculture. DI is a classical way of accommo-
dating member states’ preference heterogeneity.

The goal of this paper is to develop a theory-guided analysis of the factors that drive
member states’ demand for differentiation and their capacity to achieve opt-outs in the
CAP. We theorize and test empirically which politico-economic features are associated
with the level of realized differentiation in the agricultural sector. We build on the
liberal intergovernmentalist integration theory of Moravcsik (1998) to develop hypoth-
eses on the national demand-side of differentiations, theorizing lobbyism in the agri-
cultural sector and the sector’s importance for national governments (see also Redeker
and Walter 2020). On the EU level, we expect power distribution in the Council of
Agricultural Ministers to account for the capacity to supply differentiation. We test this
explanatory approach based on all differentiations in new CAP legal acts from 1993 to
2012.

2 Differentiated integration in the EU: Definition and previous
research

European integration has been accompanied by political and academic debates on DI
ever since the Tindemans Report (Tindemans 1976). Concepts such as ‘flexible
integration’, ‘variable geometry’, ‘multi-speed’ Europe, or ‘Europe a la Carte’ have
been discussed, all of which have in common that the member states integrate to
different degrees with the EU. While terminology and concepts varied greatly over
time, in recent years the academic literature seems to agree on the term differentiated
integration (Leuffen et al. 2013) and defines it broadly but succinctly as the territorial
variation of validity of EU legal rules within and beyond the EU member states. This
includes opt-outs of member states from EU primary or secondary law and opt-ins of
non-EU countries applying EU law. In this paper we deal with secondary law differ-
entiation (opt-outs).

The first phase of the DI debate was dominated by political proposals on how to
develop the EU after the various enlargement rounds. Further, normative models were
suggested by economists, such as the FOCJ concept of Frey and Eichenberger (1996).
Holzinger and Schimmelfennig (2012) provide a comparative overview of these ap-
proaches. Apart from concepts, the practice of DI in law was examined and typologies
were put forward. Stubb (1996) classifies along the temporal, territorial and sectoral
dimension, whereas Tuytschaever (1999) distinguishes temporal vs permanent, actor-
specific vs general, and potential (optional) vs actual (realized) DI. We include temporal
and permanent, specific and general, but solely actual DI in our analysis.

Only after 2000, theoretical accounts to explain DI were developed, most of them
based on rationalist frameworks. The general story-line attributes differentiation to an
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increase in heterogeneity among the member states triggered by enlargement rounds.
Growing heterogeneity of preferences and capabilities tends to create deadlock in treaty
and policy negotiations (De Burca and Scott 2000). DI provides a way out by allowing
the member states to cooperate at different levels of integration (e.g. Dyson and Sepos
2010; Holzinger 2011). Notwithstanding the plausibility of these accounts, more
rigorous theories have been proposed that take both the demand and supply of DI into
consideration. Based on public goods theory and game theoretic approaches some
authors focus on centripetal effects of DI and multi-track arrangements (Kolliker 2001;
Hvidsten and Hovi 2015), whereas others emphasize the importance of centrifugal
effects (Jensen and Slapin 2012). Schneider (2009) addresses forced and discriminato-
ry2 DI: in the course of Eastern enlargement, the EU had denied new members the
adoption of certain rules. Holzinger and Tosun (2019) use a signalling game to explain
the supply of DI by bargaining power and asymmetric information.

Applying the perspective of integration theories Leuffen et al. (2013) develop an
encompassing approach based on hypotheses from an intergovernmentalist, a suprana-
tionalist and a constructivist angle. They test these explanations with the most prom-
inent cases of DI in primary law. Apart from this approach, and although Moravcsik
and Nicolaidis called for elaborating bargaining theory to deal adequately with exclu-
sion and opt-outs (1999: 83), DI has not been treated systematically in liberal
intergovernmentalism. In this paper we build on liberal intergovenmentlism, but
contextualize by adapting the model to everyday EU policy-making.

The empirical literature has long concentrated on single cases of opt-outs in primary
law although increasingly in an analytical and theory-guided fashion (Kélliker 2001;
Leuffen et al. 2013). The theories of DI, however, could not be subjected to rigorous
empirical tests before the EUDIFF data sets had been created. While the EUDIFF1 dataset
contains all differentiations in EU primary law (Schimmelfennig and Winzen 2014),
EUDIFF2 contains the differentiations in secondary law since 1957 (Duttle et al. 2017).

The analysis of secondary law differentiation has so far lead to limited insights. In
general, differentiation varies considerably by member state and policy domain.
Descriptively, Duttle et al. (2017) find that differentiation is a stable feature of EU
legislation which remained stationery over time. Visible peaks are mostly related to
enlargement rounds, whereby in particular the Northern accession cohort sticks out
with the largest numbers of opt-outs granted. Duttle (2016) tests to which degree three
European integration theories — intergovernmentalism, supranationalism and social
constructivism — can explain differentiated integration. In addition to some influence
of enlargement rounds, he mainly finds that extent and variation in economic interde-
pendence, i.e., trade integration, and domestic veto players have significant effects on
the level of a country’s opt-outs. Duttle finds no support for other hypotheses which
might be a consequence of analyzing differentiations at a high level of aggregation,
across all policy fields. The drivers of demand for and supply of DI might, however, be
much more specific to the policy domain. We therefore suggest analyzing DI in one
prominent EU policy field in which DI is a standard feature: the Common Agricultural
Policy.

2 Cf. Schimmelfennig 2014; Schimmelfennig and Winzen 2017; discriminatory differentiations are not subject
of our analysis since we concentrate on secondary law opt-outs. Discriminatory DI is mostly manifested in
primary law.
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3 The CAP, its reforms, and differentiated integration
3.1 The common agricultural policy (CAP)

Today, agriculture is a relatively small sector in the economy of the EU-28, accounting
for only 1.6% of GDP and some 5% of employment.” Still, it is a major policy field in
the EU, partly as a consequence of its original importance: Moravcsik (1998: 89)
reports that in 1956 agricultural employment was 41% in Italy, 25% in France and 15%
in Germany; and agricultural GDP amounted to 25% in Italy, 15% in France and 11%
in Germany. Thus, agriculture was of high political relevance but there were also cross-
national differences and intense preferences of the large member states, in particular
France and Germany.

Looking at the history, agriculture as part of a future common market was
already mentioned 1957 in the Treaty of Rome. The treaty specified the goals of
the CAP in article 39: (1) to increase productivity through technical progress and
efficient use of production factors; (2) to ensure a fair standard of living for those
employed in agriculture; (3) to stabilize agricultural markets; (4) to secure food
supply; and (5) to enforce fair prices. Due to the heterogencous preferences the
CAP was highly controversial, however, and was officially launched only in 1962,
when the “European Agricultural Guidance and Guarantee Fund” was established,
which provided money for the market regimes and structural aid. To explain this
integration outcome, Moravcesik presents an extensive analysis of the preferences
and bargaining process (Moravesik 1998, chapter 3; Moravcsik 2000). He shows
that the CAP was important for France because it was a surplus producer and
exporter of agricultural products and thus interested in preferential access to the
other member states’ markets. Germany was an agricultural importer, supported its
less competitive farmers strongly, and was interested in maintaining its high support
prices. France “most intensely favored liberalization of commodities trade within a
preferential European zone with modest support prices”, but “strongly opposed
agricultural trade liberalization in the GATT”. Germany objected to internal liber-
alization “unless very high common support prices were paid”, however “was
prepared to make GATT concessions” (Moravcsik 1998: 161). These seemingly
contradictory positions could be accommodated by choosing the “right” policy
instrument: high level price support became the basic strategy of the CAP, satisfy-
ing farmers’ interests at the expense of European consumers and taxpayers, as well
as third countries, who all had to pay for the high prices.

During three decades, the major policy instrument remained price support: common
minimum product prices for the European Economic Community (EEC) market, tariffs
on agricultural imports, export subsidies for EEC farmers, and direct market interven-
tions, i.e., the community buying oversupply from EEC farmers. This policy lead to
food prices above world market level, high stocks in food (the “butter mountains” and
“milk lakes”), and became increasingly expensive. The CAP was responsible for more

* Eurostat: https:/ec.curopa.eu/eurostat/statistics-explained/index.phptitle=File:Gross_value_added_at _
current_basic_prices, 2008 and 2018 (%25_share of total gross value added) FP19.png (last accessed 5
Oct 2019); European Commission: https://ec.europa.cu/agriculture/sites/agriculture/files/rural-area-
economics/briefs/pdf/08 en.pdf (last accessed 5 Oct 2019).
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than two thirds of the EEC budget (e.g. 71% in 1984). In spite of this protectionist
policy, the number of farms decreased steadily, a trend still present today. Moreover,
the production oriented support favored large farms over smaller ones.

3.2 The CAP’s reforms

While reform ideas were present from the beginning within the European Commission
(e.g. the Mansholt plan of 1962 pointing out the problems of the price support system;
cf. Moravesik 1998: 211ff.), they met with fierce resistance from the farmers. During
the 1980s, however, pressure to undertake first steps of reform became strong enough
due to four developments. First, the budget: overproduction had simply become too
expensive, which led member states to use the emergency brake. They introduced a
quota on dairy products in 1984 and a general ceiling on expenditures to farmers in
1988. Second, growing heterogeneity: with the UK and Scandinavia several countries
critical of price support had become members. In the early 1990s, in view of the Eastern
enlargement, it became clear that the price support policy would no longer be viable.
Third, institutional change: the move from unanimity to qualified majority voting after
the Single European Act gave the critical members and the Commission more weight in
decision-making. Fourth, international pressure: the European market was the most
protectionist in the world, leading to disputes with other large agricultural markets, such
as the US, and to a lack of legitimacy towards the less developed world. During the
Uruguay round, negotiations in the framework of GATT and WTO pushed the
Europeans towards reforming the basic principles of their policy (Roederer-Rynning
2011; Daugbjerg 2017; Daugbjerg and Feindt 2017; Garcia-Duran et al. 2018).

As a consequence, the MacSharry reform of 1992 was the first serious attempt to
reduce support and to decouple income support from price support. Intervention
prices for agricultural commodities were substantially decreased in successive
steps; at the same time direct payments were introduced to compensate farmers if
they withdrew land from production; other measures encouraged afforestation,
environmental protection and early retirement. Further reforms in 1999 (Agenda
2000), 2003 (Fischler Reform) and 2008 (Health Check) moved the CAP into the
same direction, with a shift from price to income support. Import and export
subsidies were lowered; the milk quota was finally abolished in 2016; direct
payments increased. Whereas direct payments were based on production during
the first decades of reform, this has been gradually shifted towards subsidies that are
conditional on environmental performance (although the true “green” intentions are
disputed, cf. Alons 2017).

To be sure, whereas CAP has, first, moved away from distortion of international
markets and, second, the level of protection is lower, it is currently still a policy that
protects farmers by direct subsidies. In 2017, 70.6% of the CAP expenditures are direct
payments and only 5.1% are devoted to market measures (the remaining 24.3% are
spent on rural development).* The decrease of the share of the agricultural expenditures
in the EU budget from about 70 to about 40% may serve as an indicator of the second
effect.

4 European Commission, Directorate General for Agriculture and Rural Development 2018: https://ec.curopa.
eu/agriculture/sites/agriculture/files/statistics/factsheets/pdf/eu_en.pdf (last accessed 31 March 2019).
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3.3 Differentiated integration in CAP

Before we develop our theory on the demand and supply of differentiations from CAP
legal acts, we need to clarify to what the differentiations substantially extend. A
differentiation implies in general that a country wants to deviate from a rule in a legal
act. The deviations usually extend to the permanent or temporary exemption from a rule
for a certain country or a group of countries. The kind of rules affected may vary widely
in detail as the examples below show. We start with one basic assumption that will later
allow us to determine the direction of the hypotheses:

Basic assumption A differentiation from a rule in a CAP legal act will in general be
intended to protect farmers in the respective member state from the anticipated effect of
the rule.

We justify this assumption with the fact that the CAP moved gradually away from
its price support policies during its reform history and in consequence, EU legal acts in
the area of CAP changed in kind after 1992 towards standard-setting. In a first phase
after 1992, support prices were gradually reduced by legal acts. Later on, legal acts
were no longer setting prices. They were mostly concerned with product or production
standards and direct payments and only to a small degree with market regimes. Of the
407 CAP legal acts in our dataset during the period from 1993 to 2012, 42 have
differentiated rules. Of these, 24 are concerned with standards, eight with compensation
payments, three with quotas, only one refers to tariffs, and six to diverse other topics.
The product and production standards relate to product classification, consumer safety,
(animal) health and environmental, but also agro-technical issues. Compensation
payments are conditional on requirements related to environment needs and rural
development.

To illustrate such regulations and differentiations and their intended protectionist
effect, we give a number of examples. As a typical production standard, directive
1999/74/EC regulates minimum standards for the protection of laying hens. There are
temporary derogations for six countries from the Eastern cohort: they may use smaller
cage sizes. For a product standard, regulations 1601/91/EEC and 2061/96/EEC forbid
the use of the colorant Tartrazin in certain beverages containing wine. Italy received an
exemption for wine products exported to third states. Regulation 3220/84/EEC clas-
sifies pig carcasses. Latvia has a permanent derogation, allowing the use of a different
method of estimating the weight of carcasses, justified by a different tradition of trading
(without certain parts). Regulation 2529/2001/EC provides rules for compensation
payments in beef and lamb production. The UK was in addition granted the right to
introduce import licenses for beef and lamb from the EU and third states to protect
these products on the Isle of Man (2006/138/EC). Regulation 952/97/EC provided rules
for subsidizing producer groups or associations, to be applied in nine member states
and to certain products, with deviating rules for Portugal. Regulation 670/2003/EC on
measures concerning ethyl alcohol of agricultural origin (e.g. fruit brandy) forbids
national aid for the production of such alcohol. Germany received a temporary
derogation until 2010 permitting aid to small producers in the framework of the
German Alcohol Monopoly.

The change from price support to direct payments implies great structural change
and adaptation cost in the farming sector. Further, the new environmental requirements
and standards usually raise production costs. Farmers negatively affected by such
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regulations might therefore resist to them. The protests by farmers in Germany and the
Netherlands against stronger environmental regulation in 2019 and 2020 are a case in
point.® In consequence, the farm lobby of a country may ask the government to object
the rules or to raise a demand for DI. For example, in the mentioned case of ethyl
alcohol, German farmers’ associations lobbied for an extension of the derogation until
2017,° which was granted for small distilleries after some negotiations with the EU
institutions (1234/2010/EU).

Given that the CAP is now mainly concerned with compensation payments and the
regulation of products and production processes, we conclude that DI is mostly
demanded from member states wanting to keep the costs of structural change and
EU regulation for their farmers as low as possible, and to keep a certain level of
protection for their agricultural sector for at least some time.

4 A liberal theory of preferences and decision-making in CAP
4.1 The liberal intergovernmentalist framework

For our goal to analyze the drivers of differentiation of legal acts in CAP, we need to
take into account both the demand for an opt-out from a certain policy as uttered by the
national governments, and the supply of such a differentiation by the European
institutions during the process of negotiating a legal act. Our theory of differentiation
in EU policy-making builds on the liberal intergovernmentalist framework (Moravesik
1998). We briefly present the framework before we describe how we adapt it to our
subject, DI in CAP.

Liberal intergovernmentalism provides an actor-centered rationalist explanation for
European integration and a political economy model of preference formation and
decision-making. The model starts with two assumptions: states are actors and they
are rational, i.e., they maximize or satisfice their utility (Moravesik and
Schimmelfennig 2009). According to the model, integration choices are made in two
stages. In the first stage, called national preference formation, societal groups articulate
their political demands and put pressure on their governments. Re-election-seeking
governments then aggregate the societal demands, taking into account the various -
often conflicting — societal interests. This way, national governments generate consis-
tent issue-specific preferences. In the second stage, they defend these preferences in
interstate negotiations in the European Council. Moravcsik suggests a bargaining
theory in which the outcome of the process depends on relative bargaining power
and bargaining dynamics such as credible commitments, veto threats, side payments,
package deals, and compromise-seeking. The outcome, in the original model, is the
choice of European institutions.

Moravcesik develops his theory in The Choice for Europe where he analyses five
major steps in European integration using his analytical framework and applying it to

> https://www.rbb24.de/wirtschaft/thema/2020/gruene-woche/beitracge/bauern-protest-gruene-woche-berlin-
brandenburg.html; https://www.politico.eu/article/angry-dutch-farmers-swarm-the-hague-to-protest-green-
rules/ (last accessed 17 January 2020).

® https://media.bayerischerbauernverband.de/89/528489.pdf (last accessed 10 October 2019).
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three member states for the stage of national preference formation. The outcomes are
constitutional choices, the “grand bargains”, implying some contextual restrictions (or
scope conditions), such as unanimous decision-making of the negotiating governments.
This was later criticized: the theory would not explain everyday decision-making and
not account for the role of EU institutions as only bargaining over the preferences of
governments was in the focus (see Kleine and Pollack 2018 for a recent and excellent
discussion of the debates on liberal intergovernmentalism). Furthermore, the “liberal”
points to a major claim of Moravcsik: he argued that the national preferences were
mostly determined by economic interest, not by geopolitical strategy or by great ideas
and ideological goals. This was sometimes mistaken as a claim that always economic
interests or producer interests prevail. However, the basic model is open as to which
preferences the governments form, as this is issue-specific (Moravcesik and
Schimmelfennig 2009: 70).

For our research, we contextualize the theory of liberal intergovernmentalism to
better fit our subject, the DI in CAP. While we are in accordance with its basic
assumptions and its two stage model of national preference formation and collective
bargaining, we deviate in five respects from the original model:

1) Moravscik intended to explain major European integration events at the constitu-
tional level, and his outcome variable were the “grand bargains”. Our
explanandum are everyday-EU agricultural policy choices, the rules and regula-
tions laid down in secondary law. More specifically, we are not interested in the
policy choices themselves but in the exemptions a member state negotiates in the
bargaining phase.

2) In contrast to Moravcsik’s analysis of the CAP introduction around 1960 (2000;
1998, chapter 3), we analyze the period after 1993. Membership has increased and
agricultural preferences as to market liberalization and farmers’ protection are
differently distributed in the Council. It is important to note, however, that the
national preferences are not necessarily less protectionist. Governments just favor
different instruments to protect their agricultural sectors.

3) More member states and increasing heterogeneity had consequences for collective
decision-making in the Council. Decisions on legal acts in agriculture followed the
Consultation procedure and qualified majority voting. Governments used to take
decisions unanimously in a search for consensual outcomes (Kleine 2013: 91) after
the Luxemburg Compromise, at least until the Single European Act (and could this
way override the Commission with its different preferences, see above). At the end
of the 1980s, however, agricultural decisions were increasingly taken in explicit
votes by qualified majority as stipulated in the treaty (Roederer-Rynning 2011:
21). That is, the closing rule after a bargaining process is no longer unanimity but
qualified majority. Therefore we use voting power in our model, next to bargaining
power. Whereas with unanimity every member has a veto, with qualified majority
the pivot has the veto power. It is important to note, however, we still assume
classical bargaining dynamics in the Council before the vote is taken.

4) We use the terminology that is by now common in the literature on DI (Leuffen
et al. 2013; Holzinger and Tosun 2019). That is, the first stage in Moravcsik’s
model corresponds to the formation of the demand for differentiation by a national
government; the second step corresponds to the supply-side of differentiation and
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its delivery after successful negotiations in the Council of Ministers for
Agriculture.

5) Finally, there is a difference in research strategy: Moravcsik (1998, 2000) presents
a qualitative analysis of five cases for three countries. We aim at a statistical
analysis of all member states and a long period of time, i.e., many policy choices
and differentiations. This implies we have to look for approximations in measure-
ments and we cannot closely follow the complex causal relationships we theoret-
ically assume.

In accordance with the model, we develop four hypotheses on demand and supply of
differentiation to CAP legal acts. The first hypothesis relates to the level of sector-
specific national protectionism to account for the political influence of the agricultural
lobby, the second hypothesis relates to the government’s receptiveness through party
ideology, and the third to the voting and bargaining power of the members states in the
Council. The fourth hypothesis deals with the interaction of demand and supply.

It is important to note that the first two hypotheses relate to the demand for
differentiation, as raised by the agricultural sector and the national governments. As
no data on demand and governmental preferences exist, we cannot measure them
directly, however. We therefore approximate demand by structural indicators of na-
tional agricultural lobbyism and national politics. We implicitly assume that across
countries, these factors should lead to a demand for DI that national governments will
communicate at the EU level. For the supply hypotheses, we assume member state
capacities to influence the supply decision at the EU level, which can be directly
measured by bargaining and voting power. We phrase all hypotheses in terms of
“realized differentiations” as our dependent variable. Realized differentiations measure
the outcome of demand and supply factors. We can safely assume that the delivery of
differentiations presupposes a demand for it, and there will be no differentiations
supplied without any demand. The likelihood of delivery of differentiations is to a
great degree influenced by demand, but also by the government’s negotiation capac-
ities. Whereas we expect a direct effect of both, we also consider their interaction in
order to explain realized differentiation.

4.2 National demand for differentiations in CAP

The first stage of the model pertains to the formation of a national demand for
differentiation. Just as Moravcsik does in his case analyses when he first reports the
types of societal interests (geopolitical, economic) and then “the domestic decision”
(1998, e.g. p. 201), we identify two processes in the preference aggregation: organized
societal interests lobbying the government; and the government forming a national
preference by taking into account societal demands and its own interests.

4.2.1 Sector lobbyism: Agricultural protectionism

First, societal interests are the key drivers of national preferences. Societal demands
might include lobbying from the agricultural sector, on the one hand, and from
consumers and taxpayers, on the other hand. Agricultural interests are very specific

in their representation. There is a general ability of the agricultural lobby to push their
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interests through at the expense of all others (e.g. consumers, taxpayers, third states).
We base our argument on an Olsonian collective action approach (1972, Olson 1985).
He demonstrated that although agricultural producer groups vary in size and homoge-
neity of interests, they all have a common interest in protectionism at the expense of
antagonistic groups. Accordingly, in most EU member states, agricultural interests have
a very high level of organization with a medium to low number of members (Wonka
et al. 2010). This makes them very efficient in pursuing their interests. As Moravcsik
and Schimmelfennig (2009: 77) state: “Farmers’ associations have intense preferences,
are highly organized, and exercise a strong influence on governments”.

Consumer and taxpayer interests are involved because the price support policy of the
traditional CAP worked clearly to their disadvantage. Following Olson’s (1971) theory
of collective action consumers and taxpayers are not well organized in general. They
have little capacity to oppose rent seeking behavior of farmers (Olson 1985). Moreover,
in the case of the CAP, the cost to consumers and taxpayers is not easy to recognize,
food prices are accepted and a country’s contribution to the EU budget is not partic-
ularly visible. In consequence, these interests are rarely even articulated in the national
political process (Olson 1985; Steen 1981).

The effectiveness of the agricultural sector to push its interests through against other
interests in a society is captured by the level of sector-specific protection in a country. If
we see protectionism as an active engagement of the nation state to support its
agricultural sector, we can interpret the level of protectionism as an indicator of the
political strength of the agricultural sector and of its demand for protection. We assume
that more protectionism in a country mirrors the will of decision-makers to support the
national agricultural sector. This political will should also be reflected in a higher
number of differentiations.

Hypothesis 1 The higher the level of agricultural protectionism in a member state,
the higher the extent of realized differentiations of this state.

4.2.2 Government receptiveness: Party bonds

Demand from the agricultural lobby is not sufficient for explaining member state
preferences for differentiation. While interest groups usually voice the demand, gov-
ernments that represent the state at the European level must also be receptive. Only if
agricultural interests are salient to politicians, they will start negotiating about CAP
differentiations for their constituency. Salience is generally the importance of an issue
for decision-makers as compared to other issues (Leuffen et al. 2014; Beyers et al.
2018). The salience of a given issue to a democratic government is influenced by
interest group lobbyism but also by electoral incentives.

Again, agricultural electoral politics is very specific: farmers are traditionally loyal
voters of conservative parties. There is a strong anecdotal tendency to assume that if
conservative parties hold the government, they support the agricultural interests stron-
ger than liberal or social-democratic parties. This reading emerged at the end of the
nineteenth century when voting rights were extended to the general population and
consequently conservative parties saw rural households as an important source of votes
(Tracy 1989). Swinnen observes that a crucial political strategy of conservative parties
in continental Europe was the political organization of the rural areas to create a strong
power base and reliable source of votes (Swinnen 2009: 1523). However, the findings
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of theory-driven quantitative studies about this relationship are not straightforward.
Dutt and Mitra (2009) conclude that right-wing governments will try to hold protection
at a minimum. For left-wing governments, it depends on the share of labor force in
agriculture and the mobility of labor if they try to protect agriculture or not. We
nevertheless hypothesize that conservative parties are closer to the agricultural sector
than left-wing parties and will be more receptive to their demands: whereas conserva-
tive parties might lose voters and members if they do not defend farmers’ interests,
other parties are less affected by such a threat.

Hypothesis 2 The more conservative the government of a member state, the higher
the extent of realized differentiations of this state.

4.3 Supply of differentiation: Negotiations in the Council of Ministers
for Agriculture

As to the supply-side of differentiation, agricultural policy decisions are taken in the
Council of Ministers for Agriculture. Whether a member state government can push its
demand for a differentiation through depends on its negotiation power which is affected
by its political and economic weight and by its voting power. For CAP, the decision
rule in the Council is qualified majority, and the legislative procedure was Consultation
until 2010, followed by Codecision and the Ordinary Legislative Procedure after-
wards.” This implies that for most of our time period the European Parliament did
not have a say in CAP. Whether a demand for a certain differentiation could be
successfully turned into a “realized differentiation” was solely dependent on the
negotiations in the Council. Analyzing Council decision-making is thus sufficient to
capture the supply-side of differentiations in in CAP.

Qualified majority voting was always an option during our observation period
(Roederer-Rynning 2011; Bailer et al. 2015). Yet the fact that a decision is taken by a
final vote does not imply that there are no negotiations before, building on arguments and
bargaining dynamics. Apart from tactics such as threats of exit or veto, there are three ways
of constructively finding solutions to accommodate heterogeneous interests: First, an issue-
internal compromise can be found. Over decades, Commission and Coreper have devel-
oped great expertise and ingenuity in proposing such compromises. Second, issue-linkage
and package deals can lead to a successful negotiation outcome. Third, and most impor-
tantly in our context, exemptions, derogations and all kinds of flexibility can provide ways
out of a deadlock.

Nevertheless, in the Council of Ministers negotiations take place under the shadow of
the vote. Therefore we assume voting power is decisive for the success in being granted
an exemption. Under qualified majority voting, member states have different numbers of
votes, roughly according to population size. For bodies with weighted voting, formal
analyses use power indices that seek to measure the relative power of governments by
calculating their share of pivotal positions, i.e., the likelihood with which they can turn
winning into losing coalitions (cf. Banzhaf 1965; Shapley and Shubik 1954).

7 Cf. for background information on CAP decision-making:
http://www.europarl.europa.eu/factsheets/en/sheet/103/the-common-agricultural-policy-cap-and-the-treaty
(last accessed 9 April 2019).
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But how should voting power affect DI? If we interpret the realization of a differen-
tiation as a function of an actor’s capabilities to influence the decision outcome, we
should see variance between powerful and weak member states in their ability to achieve
a differentiation. Higher shares of pivotal positons, i.e., higher voting power, should
enable member states to achieve more differentiations, because they are more often in a
situation in which their vote is needed for a winning coalition. They can thus “trade”
votes against differentiations. Holzinger and Tosun (2019) argue there is great willing-
ness in the EU Council to grant differentiations because of asymmetric information
about the reasons given by member states to justify their demand for differentiations.

Hypothesis 3a The higher the voting power of a member state, the higher the extent
of realized differentiations.

As Moravcsik (1998) has claimed, however, the effectiveness of a government to
achieve a differentiation during the Council negotiations might also be a consequence
of its general bargaining power in the EU’s political setting. He argues throughout that
the preferences of the three economically strongest member states largely explain
bargaining outcomes in EU integration. Thus, even if voting power plays a role, this
does not exclude an additional effect of economic strength on bargaining outcomes.
The standard indicator used in the International Relations and EU literature (e.g.
Magnette 2004: 391; Slapin 2006, 2008; Diir and Mateo 2010: 565; Reinhard et al.
2014) is the economic weight of a country as measured by its gross domestic product
(GDP). Countries with higher GDP should be more successful in being granted DI.

Hypothesis 3b The higher the economic bargaining power of a member state, the
higher the extent of realized differentiations.

Further, we hypothesize that demand and supply factors will enhance each other’s
effect on the level of realized differentiation. Only if there is demand for a certain
differentiation by a member state, the power of this state versus the other Council
members’ power comes into play. Therefore we formulate an interaction hypothesis
stating that the more power a member state possesses in Council negotiations, the larger
the effect of the demand factors on the level of realized differentiations.

Hypothesis 4 For each demand factor, the higher the values for this factor and the
higher the power of a member state, the higher the extent of realized differentiations of
this state.

4.4 Controls: Potential alternative drivers of differentiations in CAP

Following liberal intergovernmentalism, our theoretical model concentrates on sector
lobbying, government receptiveness and negotiations in the Council. For control we
use a number of complementary or alternative factors that may explain the extent of
differentiation member states achieve.

First, we take the structural dimensions of the agricultural sector into account. The
substantial preferences of the agricultural lobby might be informed or determined by the
structure and competitiveness of this sector in a country. Similarly, a rational and
benevolent government might consider a sector’s structural attributes before simply
accepting a lobby’s demand. The most important structural factor should be the sectors’
international competitiveness. We use productivity as an indicator for competitiveness.
Theoretically, higher productivity of national agricultural sectors should imply higher
competitiveness at the international markets and thus greater willingness of the sector to
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accept the new policy of the CAP after the reforms and lower demand for DI. A nation’s
farm structure is the second characteristic that might have a structural effect on the level
of differentiation per country. Large farms might have gained from the production-based
direct payments and might have comparative advantages in production, making them
more competitive and leading to lower demand for DI

Apart from direct lobbyism, rational governments might be receptive to agricultural
interests also because of political economy considerations. Agriculture can be politically
salient because farmers and their employees are also voters. Daugbjerg (2003: 430) and
Kim (Kim 2010: 331) argue that losing the support of farmers was unacceptable to the
French government in previous CAP negotiations because of their voting power. A
higher share of the labor force in agriculture, and thus of potential voters, makes the
CAP more salient to government. As an effect, they could try to please their constitu-
encies by negotiating differentiations. This argument is different from hypothesis 2 on a
loyalty relationship between farmers and conservative parties, as it assumes rational
vote-seeking parties in general (see Dutt and Mitra 2009 for left-wing governments).

5 Empirical strategy
5.1 The dependent variable: Differentiations in CAP

The data for our dependent variable uses EU secondary law, i.e., directives and
regulations, which the EU has adopted between 1993 and 2012. We rely on the
EUDIFF2 dataset (Duttle et al. 2017). This dataset identifies whether a legal act
explicitly exempts a given country from its legal rules.®

Based on the population of all acts, the outcome of interest is whether a country
realizes a differentiation for the given act. There is one additional specification: As
Winzen (2016) reports, 60% of opt-outs originate later in the lifetime of the laws and
not in the first year. Thus, we face two different coding options: To assign the
differentiation to the country-year when it was first realized or to assign it to the
country-year where the act came into force. Based on the focus of the paper to model
the preference formation and negotiation stage of the decision, we opt for the possibility
to assign the differentiation to the year when the act came into force.

The main outcome variable then is the number of differentiations in new legislation
a country realizes in a given year in the CAP. Within our observation period, we have a
universe of 407 new CAP legal acts. Within these new acts, we observe 122 country-
years with a differentiation.

We limit our study to the years 1993-2012. This solves two problems: In the first
years of the 1990s, Germany is a major differentiation outlier as a result of legislative
perturbations caused by reunification. Thus, it makes sense to omit these years.

8 We do not make a difference regarding the importance of the legal rules that are covered by such an opt-out.
This can be seen as a problem since some differentiations are presumably more important than others. At the
same time, however, EU secondary legislation is highly detailed and issue-specific. Convincing and transpar-
ent criteria to judge whether a given differentiation is important or not (not to speak of how important) are, as
far as we are aware, not available. Against this background, measuring the presence or absence of differen-
tiations is, though not perfectly precise, nonetheless a clear indicator that a law does not fully apply to a given
country.
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Furthermore, the MacSharry reform took place in 1992, so 1993 is the first year under
the new regime of direct payments instead of prize support.

The final dependent variable contains the number of differentiations in new CAP
legislation for 12 member states from 1993 to 2012, for the EFTA cohort from their
accession 1995 to 2012, for the ten member states of the first Eastern enlargement
round from 2004 to 2012, and for Romania and Bulgaria from 2007 to 2012. As the
visualization of the different accession cohorts in Fig. 1 shows, the number of differ-
entiations in new legislation shows great variation over time. We want to highlight
three key aspects: First, we can observe some years where no differentiation at all is
realized (1994, 1996, 1998, 2011, 2012). Second, we can see that especially for the
earlier years, the cohorts realize almost identical numbers of new opt outs. This clear
trend diminishes in the 2000s. Third, compared to the development of all differentia-
tions in secondary legislation (cf. Duttle 2016), one outstanding feature of the CAP is
the relatively low realized differentiations of the Northern accession cohort (the UK,
Denmark, and Ireland). Whereas these countries realize significantly more differentia-
tions if all policy fields are considered, especially in the 2000s after the introduction of
the Euro and the Eastern enlargement, the Northern cohort has no extraordinary pattern
in CAP differentiation.

5.2 Method

Our substantive interest in this paper lies in explaining the variation of realized CAP
differentiations over time and across countries. To this end, our dependent variable
counts the number of DIs per country per year.” As fig. 1 already foreshadowed, our
data contains an excessive number of observations with no DIs in a year, i.e. our data is
zero-inflated. To adequately model this set-up, we analyze our time-series and cross-
sectional data based on a Poisson model with random effects. The additional advantage
of the Poisson approach is that the conditional maximum likelihood estimators are fully
efficient and even robust to distributional misspecification (Wooldridge 2002). Random
effects were chosen because this enables us to test both for the effect of demand within
a country and between all countries. We control for some unobserved underlying trends
by introducing year dummies for every year where an enlargement round happened.'®

5.3 Independent variables

We opt for the level of prize distortion as a good measure for protectionism. As
outlined above, protection in the EU agricultural sector arises from two components:
prize support and income support, with prize support fading out during the 1990s and
income support rising. It is important to note, however, that both types of subsidy
distort prizes. While income support does not distort world product markets, it still
indirectly supports domestic prizes, in particular if income support is quantity-related,
as it long was and still is in the EU. The rate of assistance captures how much a national

? Since we model decisions on new legislation for every year, we opted against the introduction of a lagged
dependent variable. We assume that the negotiated differentiations in a given year do not depend on past
decisions.

10 We additionally control for the potential underlying time trends based on the development of the CAP in
general by introducing year-dummies for CAP reforms. The results can be found in Appendix 1.
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Fig. 1 Mean number (N) of realized differentiations in new legislation for accession cohorts

agricultural market is actually subsidized by political intervention. This measure and
the data on price distortion in agriculture has recently been developed by the World
Bank (Anderson and Valenzuela 2008). Hereby, the Nominal Rate of Assistance
(NRA) is computed as the percentage by which government policies have raised (or
lowered) gross returns to farmers compared to a situation in which governments have
not intervened (variable: protectionism). If governments have raised gross returns, i.e.,
if agricultural production was subsidized, then protectionism >0, while protectionism
<0 if governments have effectively taxed agriculture.

Naturally, one would think that under the CAP, farmers from different member
states are treated equally. But even in the times of intervention prices, with the same
export prices across the EU, the extent of subsidy they implied varied across farms and
countries because of different conditions of production. Also today, the CAP may play
out differently depending on national agricultural structure, such as landscape, type of
land, type of products, size of farms, etc. Further, governments still have quite some
leverage in implementing CAP domestically, and leeway to support and protect
agriculture on the national level. Agricultural prize distortion grasps not only EU, but
also national support and varies greatly across the EU. All EU member states have a
positive value indicating government support or protectionism; however, there exists
huge cross-country variance from almost no prize distortion (Bulgaria in 2011, .009) to
radical raise of prize returns (Ireland 1999, .932) which can be seen in Table 1.

We decided to use the political ideology of governments to gauge political recep-
tiveness. We see the classical left-right scale as a good overall approximation of the
political will to support farmer’s interest, with more conservative governments being
more in favor of these issues. The political ideology of the governments in Council
negotiations is measured by the average cabinet ideology as introduced by Armingeon
et al. (2013) (variable: ideology). Political parties are coded on a 5 point scale with
higher values indicating a more conservative government.

Turning to the supply-side - negotiation and voting in the Council of Ministers - we
use the Shapley-Shubik index as the measure of voting power (variable: Shapley-
Shubik index). In contrast to the Banzhaf index, the Shapley-Shubik index builds on
all permutations of potential winning coalitions, taking the sequence of joining a
coalition into account. We evaluate this procedure as more adequate for capturing the
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Table 1 Overview and descriptive statistics of all variables

Variable Mean Min Max Source

Number of DIs in new acts 0.69 0 14 Own collection
Protectionism 0.26 0.01 0.93 World Bank
Ideology 2.67 1.00 5.00 CPDS
Shapley-Shubik index 5.15 0.82 13.42 Antonakakis et al.
GDP (in billions) 580.22 5.12 3628.11 Eurostat
Productivity 100.69 76.27 120.88 FAO

% large farms 12.63 0 38.70 Eurostat

% workers in agriculture 6.07 0.60 21.60 FAO

political process in the Council. We take the index values from Antonakakis et al.
(2016). In line with the literature, we use economic strength as a second dimension of
power in Council negotiations (variable: GDP)."!

We presented three controls to take into account potential alternative explanations of
DI negotiation success. We use the agricultural productivity index (variable: produc-
tivity) of the Food and Agriculture Organization of the UN (FAO) to measure the
competitiveness of the agricultural sector in a country. The second dimension of sector
structure is the share of large farms in a country as provided in the Eurostat dataset
(variable: % large farms). Larger farms are generally assumed to be more productive.
We use the share of farms with a size larger than 50 ha to measure this dimension of
competitiveness.'? To gauge the salience of the agricultural sector to national govern-
ments, we use the share of workers in the agricultural sector from the FAO (variable:
workers in agriculture)."® Table 1 gives the descriptive statistics for all variables.

In all models, we use independent variables that are lagged by one year. This choice
is justified by the fact that the political process of negotiating opt-outs takes time, so we
assume that the most realistic representation of the preference formation and negotia-
tion process is one where the information about preferences for opt-outs come from the
structural features as they were in the previous year. In all models, we additionally
control for the structural preconditions of the national agricultural sector (agricultural
productivity, share of large farms) and the sector salience to the government (share of
agricultural workforce).

6 Findings

In this section we first report results for the relationship between our measures of
member states demand and differentiation in the CAP. We then look at the second level

' https://ec.europa.cu/eurostat/statistics-explained/index php/National_accounts_and GDP (last accessed 5
October 2019). For robustness, we tested also a number of other indicators that might measure bargaining
power: the size of net contributions of member states, their agricultural GDP, and their intra-EU trade (in total
and as share). None of them shows any significant results. Cf. Appendix 2.

'2 https://ec.curopa.cu/eurostat/de/web/main/home (last accessed 5 October 2019).

13 http://www.fao.org/statistics/en/ (last accessed 5 October 2019).
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of the liberal intergovernmentalist theory — interstate bargaining — and analyze if a
member state’s power acts as a main effect and mediator in the explanation of the
realized level of differentiations that a country achieves.

6.1 Preferences for differentiations: The demand side

Does sectoral lobbyism and governmental receptiveness within a member state influ-
ence the level of differentiation in the CAP? We introduce the two models for the
respective domestic drivers separately. Table 2 includes all results from our statistical
analysis.

The first dimension of demand is the sectoral ability to lobby for its agricultural
interests. We conjectured that the actual level of agricultural prize distortion should
have a positive effect on the number of differentiations. And indeed, model 1 shows
this positive and strongly significant effect. In line with HI, if farmers lobbied
successfully for a high rate of protectionism, i.e., if they achieved a high level of prize
distortion in their favor, they will also realize more differentiations. The demand for
protection advocated by strong agricultural lobby groups and materialized in already
established benefits is a good predictor for the number of opt-outs a given country
receives.

Beyond sector demand, we developed a political argument why national govern-
ments should vary in their level of receptiveness towards agricultural interest based on
political ideology. We hypothesized that conservative governments will negotiate with
higher intensity for differentiation in agriculture, which should lead to a higher number
of opt-outs. In line with this theoretical expectation (H2), the covariate that captures
party ideology in model 2 shows a significant effect in the right direction: under
conservative governments, more opt-outs are realized in new legislation.

We take this as evidence for our basic assumption that differentiations can be seen as
another way of protecting the national agricultural sector. In addition, our results in the
controls suggest that the structure of farms and the share of workforce in the agricul-
tural sector are not related with the number of opt-outs. Contrary, the “competitiveness”
measure shows that more competitive national agricultural sectors demanding and
realizing less DI.'*

6.2 Negotiating differentiation in the COUNCIL: The supply side

Once a government prefers a differentiation, this preference has to be translated into an
actual opt-out in the Council of Ministers. We argued that the capability of member
states to achieve the desired outcome depends on their voting power within Council
negotiations and their economic power. For a linear test of this assumption, we
introduce the Shapley-Shubik index as covariate in model 3 and GDP in model 4 of
Table 2. In contrast to previous studies on differentiated integration in the EU (Duttle
2016), we find support for H3a that the voting power of a country is positively related

' We tried to control for unobserved events and other clusters. The year dummies introduced for the
enlargement rounds show a significant enlargement effect only in 2004 (Eastern enlargement 1). Contrary
to common wisdom, there was less DI in the CAP in that year. The year dummies for the reform years in
Appendix 1 show that the Agenda 2000 and the Fischler reform caused indeed more DI, but the effects for our
main independent variables stay robust.
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Table 2 Effects of national demand and EU supply variables on the level of realized differentiations in CAP
legal acts, 1993-2012

()] @ 3 “ ®
DV: Number realized DIs Sector Government Voting Bargaining Full Model
Lobbyism Receptiveness Power Power
L. protectionism 1.73%%%* 1.53%*%*
(0.32) (0.30)
L. ideology 0.18%%% 0.15%*
(0.07) (0.07)
L. Shapley-Shubik index 0.06%%* 0.03*
(0.02) (0.02)
L. GDP 0.00
(0.00)
L. productivity —0.03##* —0.027%%* —0.02%* —0.01* —0.03%**
(0.01) (0.01) 0.01) (0.01) (0.01)
L. % large farms 0.00 0.01 0.00 0.00 0.00
(0.01) (0.01) (0.01) (0.01) (0.01)
L. % workers in agriculture 0.02 0.02 0.03 0.03* 0.02
(0.01) (0.02) (0.02) (0.02) (0.01)
1995 EFTA enlargement 0.25 0.69%#* 0.38 0.62%* 0.22
(0.24) (0.23) 0.27) (0.24) (0.25)
2004 Eastern enlargement 1 —1.91%* —1.68% —1.80%* -1.71% —1.86%*
(0.92) (0.90) (0.90) 0.91) (0.90)
2007 Eastern enlargement 2 —0.45 -0.61 -0.56 —0.63 -0.41
(0.53) (0.53) (0.52) (0.52) (0.53)
Constant 1.70%* 0.12 0.21 0.28 1.01*
(0.55) (0.75) 0.67) (0.78) (0.54)
Observations 309 320 320 320 309
N Countries 24 25 25 25 24
N Years 20 20 20 20 20

Standard errors in parentheses; * p <0.1, ™ p <0.05, *** p <0.01; Time series cross-section, DV: count,
Poisson regression

to the level of differentiation: the more voting power a member state has in CAP
Council negotiations, the higher the numbers of new differentiations. Alternatively, we
use the economic power of a country as a determining factor of bargaining success. We
therefore test in Model 4 the effect of GDP on the number of granted opt-outs. Our
analysis does not support the claim of H3b, since we find no significant association
between GDP and the number of opt-outs.'”

As conjectured above, demand and supply factors may enhance each other’s effect
on the level of realized differentiation (H4). We hypothesize that the more power a

'S Appendix 2 presents the additional results for other measures of bargaining power. As already
foreshadowed, none of them shows a significant relationship.
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member state possesses in Council negotiations, the larger the effect of our demand
factors on the level of realized differentiations. For an empirical test, we interact our
two demand predictors with the Shapley-Shubik index and GDP.'®

We find no significant interaction effect between voting power and the demand
factors. More voting power does not increase the number of differentiations if demand
in terms of protectionism or conservative ideology increases in a country. Whereas the
effect for protectionism is totally absent, as the upper panel of fig. 2 shows, party
ideology has even a negative — but non-significant — interaction effect with voting
power. Turning to the economic power of a country, our hypothesized interaction
between bargaining strength and farmer demand at home unfolds for the protectionist
measure: economically stronger countries realize more DI when protectionism expects
them to do so. However, for political ideology, the effect is not significant and again
reversed in its direction.

We observe that voting power in the second stage of the liberal intergovernmental
framework does not moderate the influence of the domestic demand factors on
differentiation, whereas economic strength does. For a better understanding of these
effects, we visualize ideal types of countries from our models with the interaction
terms. One country is modeled to be weak (with a Shapley-Shubik Index or GDP value
indicating the 10% percentile of the distribution) and one strong (supply values of the
90% percentile). Fig. 3 shows, for purposes of illustration, the marginal effects of the
level of protectionism for the two ideal values of the Shapley-Shubik index and GDP."”

The results in fig. 3 give us an indication why voting power in the Council has no
significant interaction effect with national demand. We can see that the intercepts
between countries with high and low voting power differ (countries with more power
realize more DI, the significant Shapley-Shubik Index in our previous models), but the
slope for the two ideal types runs parallel. Voting power is important, but not more
important with more demand, what we would have assumed. This stands in contrast to
the results for economic strength, as visualized in the right panel of fig. 3. Here, we can
see two different slopes: The one increasing slightly for economically weak countries,
and the other increasing more strongly for the prediction of a powerful country.
Ultimately, we see a statistically significant difference in these two slopes. Economi-
cally stronger countries realize more DIs at the bargaining stage if there is strong
national demand. With no demand at home, they do not bargain differently from
economically weak countries.

If we combine the results from the different analytical stages, we can conclude:

(1) In line with the predictions of liberal intergovernmentalism, political demand
factors affect governmental preferences in EU negotiations. We find that more
protectionism of the agricultural sector (lobbying success) and a party ideology in
favor of farmers are associated with more DI in the CAP.

(2) At the bargaining stage in the Council, our results indicate that stronger voting
power leads to more realized DI, as predicted. Contrary, the bargaining power as
measured by the economic strength of a country, has no direct relationship with
realized DI.

' We provide the regression tables in Appendix 3.
17 Figures for the predictive margins of the interactions with political ideology can be found in Appendix 4.
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(3) Once we interact the demand and supply factors of the negotiation process,
however, we obtain that economically strong countries realize more DI, if there
is a strong demand (in terms of protectionism), whereas the voting power shows
no such self-sustaining interaction.

7 Conclusion
Liberal intergovernmentalism sees the economy as the one important driving force of
integration; economic actors shape integration outcomes, directly influencing national

preferences and indirectly EU Council negotiations. We test this general IPE logic in
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our paper for one specific kind of integration and one specific policy field. We analyse
differentiated integration in agricultural policy.

We contribute to the study of EU differentiated integration by using a more disaggre-
gated approach than most previous studies (e.g. Duttle 2016; Duttle et al. 2017,
Schimmelfennig 2014; Schimmelfennig and Winzen 2017; Winzen 2016; Winzen and
Schimmelfennig 2016). The empirical literature has so far attempted to find general
explanations for drivers of opt-outs, analyzing the data in highly aggregated ways,
including all policy fields over the whole time period since the EU’s foundation. The
authors mostly used the framework of a comparison of integration theories and concen-
trated on EU-related country-level attributes as explanatory factors. For primary law,
Winzen and Schimmelfennig (2016) find different explanations for DI in treaty revisions
and in enlargement rounds. Moreover, there is variation across polices: whereas in treaty
revisions DI appears solely in the area of core state powers, enlargement DI appears in
common market policies, as well. For secondary law, Duttle (2016) finds negative effects
of trade integration and for new members on the level of differentiation, whereas the only
consistent positive effect points to member states that deviate from average levels of trade
integration. While the latter effect seems plausible and compatible with liberal
intergovernmentalism, it is surprising the many other factors should not play a role.

We ascribe this to the fact that a highly aggregated approach cannot account for the
great variation in the motives for differentiation in different policy fields, nor for
contextual changes over time. Therefore, we suggest a sector specific approach that
allows analyzing additional and more specific drivers of DI in EU secondary law. We
select DI in the Common Agricultural Policy because this policy field still accounts for
the largest share of the EU budget, it is most contested in the Council of Ministers, and
we find most differentiations in CAP legal acts.

Building on liberal intergovernmentalism (Moravcsik 1998), we develop a sector-
specific theory that allows to analyze the processes of demanding and supplying
differentiation in a two-level approach. We model (1) national preference formation,
taking into account agricultural sector and governments interests, (2) EU level decision-
making via intergovernmental negotiation and voting, and (3) its interactions. To test
this theory we employ a time series cross-sectional design.

Our results for the preference formation stage show that more sectoral demand increases
thee level of realized differentiations. Furthermore, the governments’ receptiveness as
measured by party ideology is correlated with DI: conservative governments seem more
effective in achieving exemptions. For the negotiation stage at the EU Council of Ministers
we find a strong and robust effect of the member states’ voting power on realized differen-
tiation. The interaction models show, however, that it is not voting power but economic
bargaining strength that moderates the effects of the demand factors. Economically stronger
countries realize more DI if they have high levels of agricultural protectionism domestically.

Analyzing secondary law differentiated integration for specific policy fields seems
therefore a promising avenue for further research. The selection of fields should take into
account their political significance, whether a field can be clearly delineated and has
sufficient commonalities, changes over time, but also the relative extent of differentiation.
Single regulatory fields (such as environmental policy) might not offer sufficient observa-
tions for statistical analysis; aggregating them into regulatory policies could be detrimental to
finding common explanatory variables. One promising candidate is core state powers (such
as taxation): we would expect high levels of DI to be related to lack of EU support by the
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population and deviating ideological positions of governments. Another area is common
market policies, where we conjecture that trade openness, international competitiveness, EU
support and conservative governments decrease the extent of DI

Finally, while the sector-specific approach can deepen our understanding of DI in
certain fields, it cannot explain variance across different policy fields or across time.
Duttle et al. 2016 give a descriptive account of variation in secondary law across
policies and time; Schimmelfennig and Winzen (2017) compare four policy domains in
their analysis the Eastern enlargement round. Variation across time has clearly shown
to be connected to enlargement (cf. also Schimmelfennig and Winzen 2014, 2017).
Sector-specific studies as suggested here might inform analytical approaches to com-
paring differentiated integration across policies.
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