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ABSTRACT

Hei Yin Kyle Chan
(Under the direction of Liesbet Hooghe)

Multi-level governance (MLG) is increasingly prevalent among governments.
While the literature has moved on from simple Functionalist explanations to the
postfunctionalist argument, it remains unclear how the two interact.
Specifically, it is less clear on what would happen to MLG when Functionalist
considerations get in the way of postfunctionalist considerations. With three
papers, this dissertation looks at how functionalist considerations in regional
governance could assume, or sometimes, replace postfunctionalist considerations
in regional governance in the case of municipal reform in Norway, protest
management in China, as well as developmental inequality within metropolitan

areas.
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Can Economic Integration reduce social unrest?
Evidence from China, Hong Kong and Macau

To control restive regions, authoritarian states may use force or side payments.
However, it has been noted in the literature that launching military suppression is costly for the
national center, so the center would prefer using side payments whenever possible (Hale 2008).
These could come in many forms, such as interregional fiscal transfers (Beramendi 2012, 37-38;
Hale 2008), concession of economic powers (Bolton and Roland 1997; Cunningham 2011) and
the like. One great tool is Unionist Economic Integration (UEI) programs. Unlike international
economic integration that is usually referenced in the political economy literature (Alesina and
Spolaore 1997, 2003; Alesina, Spolaore, and Wacziarg 2000; Suesse 2018; Coufalova 2019), UEIs
focus on merging domestic economic markets in a union. As a domestic market expands to
cover the restive region, they now share a “mutual economic advantage” with the sovereign
state. Because these regions are also benefiting from the union, their case for more autonomy or

outright secession is less justified (Rokkan and Urwin 1983, 94; Miller 2000)

However, the current literature on UEIs runs into at least two issues. First, discussion
on UEIs tends to focus on the democratic context. Discussions in both Political Science and

Economics tend to focus on utility maximization at the level of voters across regions (Alesina



and Spolaore 2003, 1997; Alesina, Spolaore, and Wacziarg 2000; Bolton and Roland 1997;
Abbink and Brandts 2016). Focus then shifts to the comparisons of utility between the majority
and the minority (Alesina, Spolaore, and Wacziarg 2000; Beramendi 2012). However, this
strategy does not help explain union maintenance in authoritarian contexts, where the role of a
leviathan authoritarian government at the national center is crucial (Hale 2005). Second, the
comparative literature fails to explain why UEIs work in some region but not others in the same
polity. In our empirical example, the current comparative literature does allude to differences
between Hong Kong and Macau on colonial experiences and the composition of the bureaucracy
(Mendes 2013; Gunn 1996; Fong 2015), but it does not explain how these factors interact with
UEIs. Although conceptually the UEI seems to be a powerful means to co-opt the regional
populace, it does not follow that it has the same effectiveness across all regions. In the case of
China, it is notable that Hong Kong is more restive than Macau: Hong Kong has gone through
three major episodes of social movements: the 2003 July First March, the 2014 Umbrella
revolution and the recent 2019 Anti-extradition bill movement. Macau had almost no protests.
This paper thus aims to address this puzzle: In the authoritarian state, why could UFEIs reduce

social unrest in some regions but not others?

I argue the key to solving the puzzle lies in the concept of economic dependence of the
regional populace to the national center. Drawing from the commercial peace literature
(Barbieri 1996; Gartzke and Westerwinter 2016), I argue that it is a region’s dependence on the
national economy that determines the effectiveness of UEIs. This has to do with the mechanism

through which UEI reduce social unrest - it adds to the expected cost of contention. Economic



Dependence changes the baseline cost of contention - a less dependent region would have a
lower baseline cost, so whatever that has been added by UEIs might remain insignificant such
that the regional population do not care about the increased cost of contention. For the region
that is dependent on the national economy, then that baseline could be much higher, so the

regional population might shy from protesting given the higher expected cost of contention.

In this paper I exploit the introduction of the Closer Economic Cooperation Agreement
(CEPA) in Hong Kong and Macau. I show that given the equivalent UEI package at roughly
the same moment, the differing levels of economic dependence on the Chinese economy in Hong
Kong and Macau explains the different trajectories of social unrest in the two regions. I then
extend this argument to other Chinese provinces. The same effect direction is present yet the

estimation uncertainty is much higher.

Economic Integration and Social Unrest

What makes or breaks the effect of economic integration on unrest suppression? The
secessionism literature argues that domestic market integration helps substitute the secession-
inducing effects from international economic integration. In this literature, secessionism is a
result of economic globalization: Increasing trade flows following by international economic
integration makes the income of the regional populace much less dependent on good relations
with the national center. It no longer needs to trade as much with the national center, so it

may risk worsening relations, or even breaking off from the union to further tap on the benefits



of international economic integration (Alesina and Spolaore 2003, 1997; Alesina, Spolaore, and

Wacziarg 2000).

For the authoritarian state, one way to prevent secession would be to integrate the
regional economies with that of the center such that trade within the union outweighs
international trade. Again, because there is now more income from having good relations with
the national center, one could argue that such concessions could eliminate the secessionist

threat arising from international economic integration.

This is the logic behind what I call Unionist Economic Integration (UEI) institutions.
UEISs refer to economic institutions for the construction of a common economic entity within
the same political union. As per the definition of institution, these are rules or procedures for
promoting economic integration with the center (Jepperson 1991; North 1990, 3). Because of
territorial expansion and recession, histories of domination and colonialism, political
decentralization and centralization, the regional market may be isolated from or developed on
the sidelines of the national economy. Through UEIs, the state attempts to harmonize economic
practices and facilitate flows of labor, capital, goods, and market between the peripheral region
and the national center. UEIs speak to Bolton & Roland (1997)’s idea of the removal of intra-
union trade barriers. For Bolton & Roland (1997), this would imply that tax preference
differences across regions would disappear, such that voters across regions would be happy to
stay within the political union. Appeasement through UEI is also found in the works of theorist
David Miller, who argued that the region would now share a “mutual economic advantage” with

the national center so they have a weaker case for secession (Miller 2000). Stein Rokkan also



wrote that, the earlier construction of a common labor market, the more likely the domination

of that common labor market over others in peripheral regions (Rokkan and Urwin 1983, 96).

Like other institutions, UEIs can be institutionalized to various degrees, ranging from
weak institutionalization with no formal rules written or provisions written into law; to strong
institutionalization with provisions clearly written into law, specialized agencies created to

conduct economic integration, so on and so forth.

Throughout history there has been a limited number of examples of UEIs'. For example,
the US-Hawaii Reciprocity Treaty enabled the integration of Hawaii’s sugar market with that
of the US. The elimination of sugar tariffs created a special interest class that supported
annexation (La Croix 2019, 14). Outside of the context of Western industrialized democracies,
the highly integrated oil and gas market in the Russian Federation enabled Boris Yeltsin to
award loyal regions with cheap oil and gas prices, and punish disloyal regions by raising them
(Hale 2005, 59). Following the annexation of the Portuguese possessions by India, the Indian
government has also used economic assistance programs to reconciliate wage and price

differences (Rubinoff 1995 ,p.44).

However, some regions are appeased by UEIs but not others. Even more puzzling is that
in the case of China, both Hong Kong and Macau are relatively well-off compared to other
peripheral regions like Tibet and Xinjiang. They are also equally exposed to the increasingly

globalized economy, after inheriting capitalistic economic systems from the United Kingdom



and Portugal respectively. To explain peculiar cases like these, we will have to focus on the

region’s overall level of dependence on the national economy.

How Economic Dependence shape the effectiveness of UEIs
The causal mechanism through which UEIs could suppress dissent is to increase the
expected cost of contention. In other words, citizens would bear a higher economic cost if they

decide to confront the national center given these economic linkages.

This idea can be traced to the commercial peace literature. The main claim of this
literature is that under some conditions, trade can reduce international conflict (Barbieri 1996;
Gartzke and Westerwinter 2016). One common prediction from this literature is the asymmetry
of the trade relationship between two countries. When one trade partner is much more
dependent on the other, the likelihood of militarized conflict increases. Increasing trade between
two partners are said to be conflict-reducing because it increases the potential harm incurred

onto oneself, as well as limiting the potential harm incurred onto the other party.

Of course, we cannot expect trade dependence to be exactly the same as UEIs. Nor
should we equate regional dissent to militarized conflict or secessionism. This is precisely why
UEIs may have different effect directions on regional dissent. First, quite often “dependence”
refers to the regional periphery being dependent on the national center (Rokkan and Urwin
1983; Miller 2000), which is unlike the trade dependence case that could go both ways. Second,

UEIs are usually imposed. Third, the qualitative difference of our problem portrays a very



different picture for a region that is highly dependent on the national economy: Given the
dominant position of the national center, they could threaten the withdrawal of UEIs from
disloyal regions (Cunningham 2011). In our context of UEI in a non-democracy, there exists a
leviathan capable of making asymmetrical economic relations. The leviathan can assign carrots
and sticks strategically such that the dependent region would rather stay loyal, and the
independent region is indifferent between staying loyal or not (Hale 2005). Taking these
concerns together, we cannot simply take the theoretical expectations from the international

relations literature as granted.

In this sense, the way that economic dependence determines the effectiveness of UEIs in
dissent suppression is as follows: UEIs increase economic dependence uniformly. However, the
initial level of economic dependence sets different baselines of the expected cost of contention.
Only if the baseline is high enough and when UEIs add to that baseline (i.e. in the case of a
highly dependent region) would UEI be effective in dampening unrest. For lowly dependent
regions the increased cost of contention can be hedged by domestic economic activities and
international trade. The increased cost is only large enough to deter people from protesting in
highly dependent regions, where international trade or other domestic economic activities are
not sufficient to cover the increased cost of contention. In other words, the key term for the
causal effect is indifference. In lowly dependent regions, the increase in the expected cost of
contention introduced in UEIs are negligible such that people are indifferent to UEIs, and thus
they do not dampen unrest. In highly dependent regions, that increase is substantial given the

already high initial level of economic dependence, so UEIs work.



The effectiveness of UEIs is path dependent (Pierson 2000b, 2000a). Highly dependent
regions will become less resistant to more dependence. In the highly dependent case, UEIs
create a positive feedback loop for cooperation with the national center (Pierson 2000a), so over
time, citizens living in highly dependent peripherals will be more likely to accept further
integration and less likely to mobilize for protest. These citizens are likely to look over any
negative impact UEIs might have on the domestic economy. However, less dependent regions
may grow more resistant to more dependence. Because the regional citizens are indifferent to
UEISs, there is no positive feedback loop to sustain the UEIs. However, negative impacts UEIs
might have on the domestic economy could be amplified (e.g. trade diversion, increased
competition from national businesses, etc.). Pushing unwanted UEIs in less dependent regions
might lead to more public backlash, even though economic dependence is increasing over time.
In this case, UEIs now come off as a harmful institution to the regional economy with little
benefits to the regional citizens. Citizens may declare unwanted trade agreements as an attempt
to restrict trade activity in the region, or delcare unwanted visa agreements as failure to control
immigration. To overcome the path dependence in less dependent regions, the national center
has to provide a variety of highly institutionalized UEIs all at once at the risk of even more

backlash.

Why (not) UEIs?
For the national center, UEIs are useful tools to avoid using coercion on unrest or
fighting anti-secessionist wars (Hale 2005; Cunningham 2011). Authoritarian governments do

not want to use the coercive apparatus when it is not necessary because doing so might signal



regime instability. Coercion can also be difficult as the regime could not identify which
peripheral citizen is a loyalist and which one is an activist. Untargeted prosecution do not only
hint on regime instability, it would also lead to further public backlash such that more citizens
could sympathize with the resistance (Xu 2020). Ceteris paribus, if by creating economic
institutions like UEIs can buy off the hearts and minds of peripheral citizens, then the
authoritarian state would always prefer UEIs over armed suppression. However, the
authoritarian state may switch to other strategies if UEIs are no longer useful to them. For
example, UEIs can be ineffective in some regions, and as such the authoritarian state may
switch to more coercive tactics to subjugate the region. Alternatively, advances in surveillance
capabilities could allow the authoritarian state to conduct targeted prosecution with little
visibility, making targeted prosecution a preferred strategy over UEIs (Diamond 2019; Xu

2020).

The regional opposition to UEIs may seem paradoxical at first: Opponents to UEIs want
to cut economic ties with the center, because they do want to be threatened by the national
center of cutting economic ties. This seems self-defeating at first glance. I argue that the
underlying motivation is similar to the prediction from the Obsolescing Bargaining Model
(OBM), where a party avoids signing an agreement that is hard to change in the future (Eden,
Lenway, and Schuler 2005). The regional citizens want to avoid UEIs given that the
institutionalization of the UEIs may make it difficult to modify other political institutions

goverining the relations between the national center and the periphery. Once UEIs are



institutionalized, the national center can always threaten to remove economic ties in future

constitutional bargaining.

Alternatively, opposition to UEIs can be elite-driven as well. Ethnic entrepreneurs can
always claim to represent their own kin more by outbidding against other elites (Chandra 2005;
Zuber 2011). Ethnic entrepreneurs can declare UEIs as “selling off” the economic interests of
one’s kin vis-a-vis that of the national center to gain support in elections. Compared to the
OBM explanation, this argument does not assume that the regional citizen always want to

renegotiate with the national center for better constitutional arrangements.

In short, UEIs reduce social unrest by increasing economic dependence. However, its
effectiveness hinges on the initial level of a region’s economic dependence on the national center.
People’s acceptance to UEIs is path dependent. The center wants to use UEI as a low-risk
appeasement strategy to reduce social unrest, but the regional citizens may oppose it since they
1) do not want to involve themselves in obsolescing bargaining; or 2) some regional groups have

been mobilized to oppose the national center due to ethnic outbidding.

If all this is true, then we may hypothesize that:

HI. The more institutionalized UEIs are in a region, the less social unrest is in that region.

H2. Conditional on higher levels of dependence on the national economy, the more

institutionalized UEIs are in a region, the less social unrest is in that region.
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Empirical Analysis
The Case of Hong Kong and Macau

Hong Kong and Macau are officially “Special Autonomous Regions” (SARs) within the
People’s Republic of China. Before joining China, Hong Kong and Macau were under British
and Portuguese colonial rule respectively. Hong Kong and Macau were transferred to Chinese
rule in 1997 and 1999 respectively. The two SARs have been ruled by the “One Country, Two
Systems” (1C2S), a system agreed between the British and the Chinese in the 1984 Sino-British
Joint Declaration. The 1C2S mandates that the capitalist order in the former colonies shall
continue, while mainland China will practice socialism, although together they will constitute
one single country. The Basic Laws of the Hong Kong SAR and Macau SAR further expanded
on this concept, in which the principles of “Hong Kong/ Macau people ruling Hong

2

Kong/Macau”, “High Degree of Autonomy”, and that the 1C2S shall remain unchanged for 50
years were written into the Basic Law. If one reads the two basic laws legalistically, one would
find out that the two regions are granted high levels of autonomy including but not limited to,
independent taxation authority, the authority to make an independent monetary policy, and
independent budgeting authority. The only two areas where authority is reserved for China are
foreign policy and national defense. Hong Kong and Macau may attend some international

events under the alias “Hong Kong, China” and “Macau, China” respectively. The People’s

Liberation Army (PLA) maintains an active garrison in Hong Kong and Macau.

The imperative of Economic Integration as a co-optation tool first came up after the

2003 First of
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July protest. Prior to the adoption of any economic integration, the fundamental tenet of the
“One Country, Two Systems” principle is to “keep Hong Kong and Macau from Mainland China
at a certain distance” (So 2004; Ma 2015; Fong 2015; Cheung 2007). This is best summarized by
the famous quote from the then Chinese premier Zhou Enlai on Hong Kong, as China will
“formulate long-term plans and make maximum use of the place” (Changi Dasuan, Chongfen
Liyong) (Fong 2015, 107). Mainland China is also well aware of this tenet since the
establishment of the PRC, as Hong Kong and Macauc citizens were treated as “outsiders” and
have to apply for a visa to enter China until the retrocession (Cheung, 2007, p.89). There were

rarely any mass protests in the two regions immediately after the handover.

In 2003, an underestimated protest involving some 500,000 Hong Kong citizens erupted.
Mass protests erupted against the drafting of a National Security Law that would have allowed
the state to prosecute political opponents. The Central Liaison Office (CLO) failed to predict
the scale of the protest and was busy looking for remedies (So 2004, 21-22). Meanwhile, the
economies of the two SARs were plagued by the SARS outbreak. Beijing then decided to slow
down its pace of united front work. Instead of launching political initiatives, economic
integration initiatives were proposed so that the economy of the SARs will be more dependent
on the mainland (Peter Chiu 2006; Lo 2008, 11-12; 51-52; Rezvani 2012, 99-100; Ma 2015;
Yuen 2014) According to Yuen (2014), he quoted Ke Dai, a United Front worker, saying that
CEPA is a process introduced to speed up the return of Hong Kong people’s hearts and minds

(Renxi Huigui) .

12



The first of such initiatives is a free trade agreement called the Closer Economic
Partnership Agreement (CEPA). The first iterations were signed in 2003 and 2004 with Macau
and Hong Kong respectively. 10 Supplements were added thereafter to further liberalize the
trade of goods and services between China and the two territories. As CEPA deepens, trade
tilts towards China intensively. In Hong Kong, domestic exports have been gradually leveling
out, reaching an all-time low at 0.57% in 2015, a figure even lower than the 1980s level in the
Chinese reform era. Aggregated Re-Exports to China dominated the scene as they consist of
half of all exports of Hong Kong by 2009. In Macau, regardless of the share of exports to China,
actual export volume toppled in 2008-2009 amid the financial crisis and has not recovered to
pre-crisis levels. Imports from China to the two SARs have been increasing at an even faster
pace after CEPA, as Chinese imports consisted of some 49.03% of the total imports of Hong
Kong. Macau may have diversified its imports, but Chinese imports still reached an all-time
high at 3 billion MOP. In this way, CEPA has been more successful in tilting trade of the two

SARs with China than improving bilateral trade.

Other forms of UEI include the Individual Visit Scheme (IVS), a visa liberalization
scheme for Chinese citizens living in selected cities (Ma 2015; Yuen 2014); the various stock
market integration programs between Chinese financial markets and the Hong Kong Exchange
(HKEx). Last but not least, in 2017, the Chinese government started to talk about the concept
of a “Greater Bay Area”. Modeled after the San Francisco Bay Area and the Tokyo Bay Area,
the Chinese government wants to deepen the integration of the two SARs and nearby Chinese

cities in the Pearl River Delta.

13



Previously the literature has mostly focused on historical and institutional differences between

Hong

Kong and Macau despite the homogeneity in the constitution (Gunn 1996; Mendes 2013; Fong

2015).

While they could explain why contention can be observed in Hong Kong but not Macau, they
do not provide a mechanism through which UEIs reduce or fail to reduce social unrest in the
periphery. In the next empirical section I will show that the mechanism is the change in the

expected cost of contention conditional on the degree of economic dependence.

Impact of Trade Liberalization on Social Unrest in Hong Kong and Macau, 1994-2018.

In the first empirical study, I focus on the CEPA in Hong Kong and Macau. I chose to
study CEPA for three reasons: First, the case of CEPA constitutes a quasi-experimental setup:
the equivalent agreement has been applied to both Hong Kong and Macau at roughly the same
time, thus the CEPA constitutes a treatment. If we treat Hong Kong, a highly globalized,
independent economy as the control group, then the highly dependent Macau economy would
be the treated group. This quasiexperimental setup allows the identification of causal effects
directly. Second, it has the longest history across all UEI variants in Hong Kong and Macau. If
social unrest takes time to develop, then we could identify the effect of UEI given its longer
history compared to newer variants like the stock connects or infrastructure projects that have
only been launched in less than 10 years. Last but not least, Hong Kong and Macau constitutes

a great case of paired comparison too. This is a unique situation where within Authoritarian
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China, there exist two regions with clearly-inked autonomy arrangements. Studying these two
regions allow us to control for numerous background variables: they have a similar culture; and
they are both capitalistic societies; and their constitutional structures are also highly similar.
Having only economic dependence vary between these two regions thus allow the identification

of causal effects from economic dependence.

The varying levels of economic dependence lies in the economic structure of the two
regions. Macau’s economy is structured around the gaming industry while Hong Kong’s
economy is structured around the financial industry. Hong Kong’s economy is also much larger
than Macau’s, with Hong Kong’s GDP at $ 362 billion and Macau’s GDP only at $54 billion
(World Bank 2018). Hong Kong’s financial sector is highly globalized and integrated with the
international markets, yet the Macau economy is mostly geared towards the service and gaming

industry for Chinese and Hong Kong citizens.

Compared to Taiwan, on which China claims as part of its periphery, Hong Kong and
Macau are more suitable as the UEIs in the two cases are imposed. Citizens in these two
regions had no way to stop the agreement from being enacted. This allows us to avoid the issue
where the citizens start off antagonized with the Chinese officials and their trade agreement in

hope to renegotiate for better terms of the agreement in the future.

Data and Methods

In this study I analyze an original dataset on the dissent over the 1C2S and intensity of

protests in Hong Kong and Macau between 1994 and 2018.
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Dependent Variable

I measure social unrest in two ways. The first way is to look at the yearly aggregated
mean of approval of the 1C2S system for the two regions. In Hong Kong and Macau, the Public
Opinion Research Institute (PORI) conducts a yearly study of residents’ confidence in the 1C2S
autonomy arrangement that spans back to 1993 (1999 for Macau). I code the yearly percentage
of citizens feeling not confident with the 1C2S as the level of dissent towards the 1C2S. When
multiple surveys were conducted in the same year, I take the average value for that year. The

range of the study period with the largest number of observations is between 1994 and 2018.

Second, I regress the yearly count of protest events identified in Hong Kong and Macau. Protest
events are identified from the GDELT 2.0 Events Database. The GDELT 2.0 Events Database
is a real-time event monitoring system that captures breaking events and reaction every 15
minutes in the world (The GDELT Project 2015). I obtained the yearly count of protest events
from citizens directed at the Chinese government in the two regions. This data has a study

period between 1997 and 2019.

Independent Variables

The covariate of interest, economic dependence, can be calculated by trade data
(Barbieri 1996). At the moment I utilize the trade intensity index (Dale 1997; Florkemeier
2000). This index measures regional trade bias vis-a-vis global trade. It has no upper bound. A

higher index refers to the increased bias of country i to j when trading (one could imagine in a
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set of possible trading partners, i is much more likely to trade with j with other countries —j).

Following Dale (1997), the index for country i’s bias to country j is defined as:

where x;; is the total exports of country i to country j; X;is the total exports of country i; M; is
the total imports of country j; and T is the world total imports. In words, this is a ratio of two
separate ratios: on the left-hand-side: a ratio of exports from i to j to i’s total exports, and the
right-hand-side: a ratio of imports of j to the world total imports. The ratio thus gives a rough
sense of how much bias country i has with respect to j when choosing all possible export
destinations in the world, controlling for the amount of imports of the destination country j 21
rely on data from the National Bureau of Statistics of China, the Hong Kong statistical
yearbook, the Macau Statistical yearbook and the World Bank to calculate this index. Only

trade in goods is used as trade in services data is not available for Macau.

I operationalize UEI institutionalization as the trade intensity ratio of China with

respect to Hong

Kong and Macau. This can help us pick up the preferential treatment of China to Hong Kong
and Macau in the form of additional flow of goods. Because UEIs are created to increase
economic ties from the national center to the periphery, we can measure the degree of the
institutionalization of UEIs by looking at how much dependence China is creating vis-a-vis

Hong Kong and Macau.
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Similarly, I operationalize dependence as the trade intensity ratio of Hong Kong and
Macau with respect to China. Reversing i and j in the trade intensity ratio means that we are
now looking at the regional bias emerging from Hong Kong and Macau when choosing over
trade partners. I stipulate that when the region is highly dependent on trading with China, this

quantity will be extremely high.

When calculating the trade intensity ratios, only data on trade in goods is used. The

data on trade in services is unavailable for Macau so I used only the data for trade in goods.

Last but not least, I included several control variables. First, I included the total trade
volume since it is the openness to trade that motivated citizens to express secessionist
tendencies (Alesina and Spolaore 2003; Alesina, Spolaore, and Wacziarg 2000). Second, I
included the yearly FDI volume between China and Hong Kong/Macau since CEPA could also

lead to an increase in FDI activity between the center and the periphery.

Third, I accounted for the joint movement of China and Hong Kong/Macau’s stock
markets. At time point t, this quantity is computed as the absolute difference of the net change
of stock indices between region k’s stock market composite index and China’s stock market
composite Index from t — 1 to t. The motivation behind this quantity is to measure the joint
movement between region k’s stock market prices and China’s stock market prices. If the
difference is low, then we can argue that the two markets are well integrated. For Hong Kong, I
used the yearly close prices for the Hang Sang Composite Index (HSI). For China, I used the

yearly end date prices for the Shanghai Composite Index (SCI). No such composite index exists
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for Macau, so I calculated one with 4 main Macau-based companies listed on the Hong Kong
Stock Exchange. This Macau composite Index consists of prices of yearly end date prices for 4
companies: Galaxy, SJM, Wynn Macau and Sands China. The index is constructed by
weighting the yearly end date prices of each of these companies by their relative capitalization
each

year.

Finally, I included several event dummies to indicate the initialization and completion of
special infrastructure projects aiming to promote economic integration with China. While these
cannot be identified as UEIs since they are not institutions, these are economic integration
projects that could potentially serve as confounders in the analysis. These include the event
dummies for the debate and completion for the HZMB, the Hong Kong-Shenzhen ERL. I have
also controlled for the announcement of Co-development projects on the Hengqing Island by the
Macau government. Each of these events are entered into the regression model as a pulse
intervention. This means that they are entered as dummy variable with a value of “1” on the

year that the event took place, with all other years set to “0”.

Table 1 reports the descriptive statistics in this study. Descriptive statistics by region is

available in the appendix.
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Estimation Technique

I fitted a multi-level linear regression model to predict the degree of discontent with the
1C2S. The protest count data cannot be predicted using the linear model since count data do
not follow the normal distribution, so I fitted a multi-level zero-inflated negative binomial
(ZINB) model instead. I included a random intercept for both the year and country levels. The
1C2S model is fitted using the lmed package in R. The model for protest counts failed to
achieve convergence under frequentist estimation, so I estimated the model using the Bayesian
approach via the brms package in R. I have allowed the covariance matrix of the error to follow

the AR(1) process, such that non-independence across times can be captured by the error term.

A detailed discussion of the Bayesian models and regression coefficients is available in

the appendix.
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Results

Table 1: Descriptive Statistics of the Hong Kong/Macau Analysis

Mean Median Std. Dev. Min Max
Dissent in 1C2S % 0.247 0.231 0.146 0.045 0.584
N Protest 59.545 3.500 194.599 1 903
UEI 8.040 6.354 4.540 3.291 19.627
Dependence 194.544 23.747 207.367 9.090 529.906
Total Trade (Billion 368,768.800 354,201.400 381,991.500 2,249.088 1,139,859.000
USD)
FDI Volume (Billion 198.531 97.900 225.039 0.659 711.200
HKD)
Stock Market Joint 1,231.173 525.921 1,282.206 18.495 4,512.079
Movement

Figure 1 shows the result from the observed value prediction of dissent towards 1C2S,
conditioning on the level of dependence to the minimum and maximum observed levels in the
data. From figure 1 we can see that at minimal levels of UEI institutionalization, the difference
in the predicted percentage of people unsatisfied with 1C2S is subtle between the cases of low
and high economic dependence. As UEI institutionalization increases, the predicted effect
direction differs. We see that for regions with low level of dependence, the percentage of dissent
towards 1C2S increases as UEI increases, while that relationship is negative for regions with
high levels of dependence. At middle levels of UEI institutionalization, highly dependent regions
have reached nearly 0% of dissent towards 1C2S expressed, while for independent regions that

figure is slowly climbing towards 50%.
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Table 2: Estimating the level of dissent towards 1C2S

Dependent variable:

Dissent Towards 1C2S
(1) (2) (3)

Dependence 0.026** (0.008) ~0.003 (0.018) 0.005 (0.037)
UEI 0.236 (0.326) 2.115"* (0.538) 2.572 (1.474)
Trade Volume 0.00002*** (0.00000) 0.00005*** (0.00001) 0.0001*** (0.00002)
FDI Volume —0.020 (0.017)
Stock Market Integration 0.0001 (0.001)
HZMB 2.222 (4.394)
Hong Kong-Shenzhen ERL 3.014 (6.239)
Henggqin Joint Development —3.306 (4.304)
Dependence * UEIL —0.007*** (0.002) —0.009* (0.004)
Intercept 21.302** (5.158) 1.012 (19.616) ~3.543 (25.546)

Random Effects

Year 6.35 4.569 3.835
Region 0 25.888 30.104
Observations 46 46 34
Log Likelihood —163.822 —163.573 —123.111
Akaike Inf. Crit. 341.644 343.145 272.221
Bayesian Inf. Crit. 354.445 357.774 292.064
Note:

p<0.05; “p<0.01; “p<0.001
Reported are estimates obtained from a multi-level linear regression model.

Standard errors are in Parenthesis.

Figure 2 shows the result of the predicted effects from the model on the number of protests
observed in a year. The minimum, mean and maximum levels of dependence have been used to
produce three predictions for regions with low, medium and high dependence respectively.
While the estimates are prone to error due to a small sample size, we could still see the same
effect shown in figure 1 - given high levels of dependence, basically the region would never
protest; Given low levels of dependence, the reduction effects of UEI is still present, yet it only

works at much higher levels of UEI institutionalization (>50).
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Figure 2: Predicting the mean number of protests per year in Hong Kong and Macau

From Figure 1 and Figure 2, we have found support for both H1 and H2.

One could argue that the results is an artifact of the difference in prosperity of the two
regions. However, the relative deprivation argument would suggest that it is Macau that should
see more unrest. In the appendix, I showed the models with the log of GDP per capita added in
the estimation. Results show that the effect direction observed still holds, albeit the interaction
variable between Dependence and UEI lost significance. However, given that GDP correlates

strongly with the trade data I am using, those results should be taken with a grain of salt. GDP
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should matter in the same way as the total trade volume as a measure of economic alternatives
should they revolt against the national center. The distribution of this coefficient is almost

identical in the Bayesian model.

Alternatively, one could argue that it is the difference in income inequality between the
two regions that explain the different levels of social unrest. This could be true, as some
protests might be related to rising income inequality. In the appendix I re-estimated the models
with the gini coefficient added in. The data for gini coefficient is not available at a yearly
interval, so I extrapolated the gaps in between observations. I found that in the 1C2S dissent
model, the interaction variable lost significance, but with a p-value of around .126, which is
very close to the p<.10 significance threshold. The distribution of this coefficient is almost

identical in the Bayesian model, so the interaction effect for the protest count model holds.

How UEIs increase the expected cost of contention in Hong

Kong and Macau
Now that we know UEIs does suppress dissent conditional on the level of economic
dependence, but how do they work? In this case study section I will examine if the empirical

patterns discovered above apply in Hong Kong and Macau.

Hong Kong: UElIs failed to increase the cost of contention
As discussed above, the CEPA was launched at a time of economic turmoil (So 2004; Ma

2015; Fong
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2015; Cheung 2007). The Hong Kong government was quick to sign the agreement to the trade
liberalization scheme, and that lays the foundation for further integration. The first sign that
CEPA led to increased dissent towards China is the question of inter-border trade. CEPA
enables the free movement of goods, which led to sudden rise in demand of Hong Kong goods in
the Mainland. Together with the Individual Visit Scheme (IVS), Chinese citizens may now
purchase goods in Hong Kong and bring them back to China. This leads to a rise of parallel
trading in the Northern border of Hong Kong which deprived of Hong Kongers goods in the
early 2010s.

Popular sentiment against China peaked around 2012, when the parallel trading problem
was combined with the question of Birth tourism of Chinese mothers in Hong Kong. The IVS
allowed Chinese mothers to travel and give birth in Hong Kong (Tsang 2012; "Duli Meiti” s
g4 [Hong Kong Independent Media] 2012; ON.CC 2013; Ma 2015). Groups advocating for local
rights began to rise, such as the North District Parallel Imports Concern Group, Hong Kong
Indigenous, Hong Kong Local Power and the Claudia Mo-led Hong Kong Local (Yuen and
Chung 2018). Some of these groups first began advocating on the protection of the Hong Kong
market, yet eventually they took the matter to the streets, launching protests against parallel
trading and immigration. During the 2016 legislative election there was heavy outbidding from
localist parties against the traditional pan-democrats. For example, Civic Passion ran a mostly
negative campaign attacking the Democratic Party for launching talks with Beijing officials in

2010. They claimed the talks have constrained the opposition’s options in the future, just as the
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OBM predicted. They eventually captured one seat in the New Territories West Constituency.

Youngspiration, another localist party, captured 2 seats in the legislature.

In response to mass mobilization of the umbrella movement, the Chinese government
enacted stock market integration between Shenzhen, Shanghai and Hong Kong in 2016.
However, Hong Kong investors were not as keen as Chinese investors in utilizing the stock
connect. Most of the capital flows tend to come from Chinese investors buying in Hong Kong
(ON.CC 2015). It has also been speculated that Beijing might have two ulterior motives on
stock market integration: 1) First, it was to encourage Hong Kongers to adopt the 2015
Constitutional Reform. If Hong Kongers rejected the 2015 reform, then Beijing would command
Chinese companies to cease investing in Hong Kong (Lian 2014; Lam and Wong 2015); 2) it
was to extend Beijing’s reach of Hong Kong’s financial markets through Chinese companies, of
which many belonged to the State-owned Assets Supervision and Administration Committee
(SASAC) (Donald 2014, 89). For instance, the SASAC as a whole wielded 74.08% stake of
China Mobile, the most prominent red-chip firm listed in Hong Kong at the time. The SASAC
reports to the State Council (pp.236-237). This speaks to the predictions from the OBM, in
which China did use the stock-connects to push through the 2015 reform. In response, the
localist opposition launched various protests, reminding the locals that China might break the

promise of offering universal suffrage in 2017 (BBC 2015).

Recently, the Hong Kong government has been pushing for integration within the
“Greater Bay Area” with Guangdong. It created a new office for the Greater Bay Area

Development. The Hong Kong goverment allocated land for the construction of a Hongkong-
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Shenzhen Innovation & Technology Park (HSITP), and created a board of directors for the
project. The project received public backlash due to the massive delays and cost overrun. Even
pro-China lawmakers like Michael Tien and Leung Che-Cheung have raised concerns about the

project cost and potential moral hazards down the road (ON.CC 2020).

In Hong Kong, UEIs failed to increase the expected cost of contention in various
occassions. The CEPA, combined with the IVS, only served to provide opportunities for some
segments of the business community but did not benefit all Hong Kongers much. The under-
utilization of the stock connects followed the same trajectory as Hong Kong investors were
indifferent to the new project. New institutions on the Greater Bay Area project invited
criticism from even pro-China legislators. If anything, UEIs seem to have added to public
backlash, as parallel trading disrupted the supply of goods in Hong Kong and gave rise to the

localist opposition in Hong Kong.

Macau: UEIs increase the cost of contention to an already high baseline

The situation is drastically different in Macau. Historians pointed out that the Macau
people were frustrated with the colonial Portuguese administration. Crime was rampant and
they saw transition to Chinese rule as an opportunity to improve law and order (Gunn 1996;

Mendes 2013).

Macau’s heavy economic dependence on China comes from its structural reliance on
tourism and the gaming industry. Macau’s gaming industry is inward-looking, mostly geared

towards serving Chinese tourists (Liu et al. 2015; Lo 2014). In 2015, Gaming Tax Income
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constitutes up to 83.5% of Macau’s total tax income (Liu et al. 2015, 500). Because of this

structural reliance, there are not many alternatives to economic cooperation with China.

Perhaps the addition to the expected cost of contention is most obvious in the joint
development of the Hengqin Island between Zhuhai and Macau. In the 2000s, the Macau
administration had been in contact with the Zhuhai administration for possible joint rule on
Hengqin Island, an island to the West of Macau that is within Zhuhai’s city limits. Eventually,
the Chinese government allowed the Macau administration to co-develop a small section to the
Fast of the island with the Zhuhai government. Due to Macau’s limited land mass and
industrial diversity, the Macau government decided to focus on non-gaming development on
Hengqin Island (Fan et al. 2013, 1301; Liu et al. 2015, 509; Lo 2014, 82— 83; Zheng 2010).
Macau went ahead and constructed a new University of Macau campus on Hengqin island in
2013 (Jiang 2013). Pro-China forces applauded the Hengqin Island project as an example of
Sino-Macau cooperation, arguing that cooperating with China helps Macau’s development. In
this particularly case, it helped Macau extend its borders (Jiang 2013; Yu 2013). The cost of
opposition is immediately felt when journalists asked about the implementation of 1C2S on
Hengqin Island.

Specifically, a journalist asked the University of Macau about what happens when
students organize June 4th memorial meetings. The university gave no direct response, yet
stressing that Macau laws apply on campus (Jiang 2013). If massive protests were to occur on
Hengqin or Macau, the Chinese government has all the rights to revoke the administrative

rights of Macau on the island.
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Compared to Hong Kong, Macau’s baseline cost of contention is much higher. Its
economy is structurally reliant on China’s, so it lacks alternatives to economic integration with
China. If protests occur, then China’s economic retaliation would hurt Macau much more since
Macau would not be able to divert its economic activity with another country. UEIs add to this
already high baseline cost, as suggested in the Hengqin case. If Macau revolts against China,
then it would lose all its extra holdings on Hengqin Island. Considering that the Hengqin

development area is nearly of the same size as Macau, that would imply a huge economic cost.

Fiscal Decentralization, Economic Dependence and Protests in
China, 2000-2019

Table 3: Descriptive Statistics of the Chinese Provincial Analysis

Mean Median  Std. Dev.  Min Max
N Protests per year 10.019 0 28.484 0 318
Subsidies (100 million CNY)  182.119 106.559 431.753 0.200 9,630

Shared Income (100 million ~ 2,850.832 1,685.985 3,598.380 18.506 28,647.890
CNY)

Trade Volume (100 million ~ 48,504.460 8,768.165 111,800.400 30.500 873,772.700
CNY)

While the results from the Hong Kong-Macau paired comparison shows the moderating
effect of economic dependence on the effectiveness of UEISs, it is unclear to what extent this
finding travels. Hong Kong and Macau are still peculiar regions not only in China but in the

world - not many regions shared the same situation as two regions.
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To examine the validity of my findings, I test my claim in all Chinese provinces in 2000-
2019. T exploit the Chinese Fiscal Decentralization system, which gives us a rough measure of
how much UEI and how much economic dependence is in each of the provinces. Fiscal
Decentralization in China means that almost all taxable income at the provincial level are
shared, with a few exemptions (Montinola, Qian, and Weingast 1995). I measure the level of
UEIs as special fiscal transfers from the central government to the provinces. These special
transfers include various subsidies such as gas price subsidies or food price subsidies. Then, I
measure the level of dependence as the total of shared tax income. The motivation is from the
hypothetical scenario in which the province breaks away from China: If they break away, then
they lose the shared income tax with the national government. The potential amount the
province could lose could be a good indication of how dependent a province is on the Chinese

state.

The dependent variable is the protest count data acquired from the GDELT 2.0 Events
Database. Because the GDELT Data is geocoded, it is possible to reverse geocode the data and
identify in which province has a protest taken place. I then calculate the yearly aggregate of
protests for each province. Figure 3 plots the distribution of all protest events captured by
GDELT 2.0 across China in the study

period.
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Figure 3: Aggregated Number of Protests between 2000-2018 across China, Hong Kong and

Macau

Due to data limitations, I can only control for the total trade volume disaggregated at
the provincial level. The Chinese statistical authority does not break down trade in services by

region, so I continue using trade in goods data only.

Same as the Hong Kong-Macau study, I fitted a multi-level ZINB model with year and
country intercepts. Hong Kong and Macau are excluded from this study, since this is a

validation task. One could think of this extension as using Chinese provincial data to test the
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out-of-sample validity of my findings. If the same pattern holds, then my theory should be able

to travel beyond Hong Kong and Macau.
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Figure 4: Predicting the mean number of protests in Chinese provinces

Figure 4 shows the predicted mean counts of protest as a function of economic
dependence to the center. It shows the predicted mean number of protests for the three groups:
those with maximal amount of shared income, mean amount and minimal amount of shared

income. Similar to the Hong Kong-Macau study, a large part of the posterior distribution of the
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coefficient for the interaction between UEI and economic dependence remains in the negative,
however its 95% Bayesian Critical Interval crosses 0 (-.57, .22). Therefore, one should take the
results from the plot with a grain of salt. While the group means are not that different as they
cluster around 0 protests a year, the range of possibilities varies by group. One can observe that
at low levels of UEI institutionalization, the high dependence group is the group more likely to
protest. However, as UEI increases, the group order switches place - now the low dependence

group is most likely to protest as my theory suggests.

In this study, UEI has a somewhat consistent negative effect. Recall that this coefficient
denotes the conditional effect of UEI on the mean number of protest when there is absolutely
no economic dependence. The 95% Bayesian Critical Interval for UET is at (-1.31, .03), with a
mean point estimate at -.57. This suggests that for every additional 100 million yuan added to
the demeaned subsidies amount, the mean number of protest in that particular province should
reduce by around .43 per year. Therefore, when a region is economically independent from the
center, it takes approximately 232.558 million yuan of subsidies to reduce the mean number of

protest by 1. A plot of the predicted effects is available in the appendix.

Albeit less accurate, this validation exercise suggests that my theory might travel to the
rest of China as well. The estimated coefficients in the China model follow the same trajectory

of that estimated in the Hong Kong/Macau model.
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Discussion

In this paper, I tried to explain why UEIs could reduce social unrest in some regions but
not in others. I argue the key is to look at how dependent the regional economy is on the
national economy. If the region becomes highly dependent on the national economy, then the
regional population would be much less likely to express dissent in the autonomy agreement
between the national center and the region in question. In the Hong Kong-Macau study, I found
this to be true for both regional dissent on the 1C2S and the number of protests. In the
extension to China, the same pattern holds, albeit the uncertainty of the estimation is much

higher.

The paper has made three main contributions to the literature. First I showed that
economic integration can be used for authoritarian control. It is a tool devised to impose extra
costs on contention much like the use of social co-optation strategies like social welfare (Xu
2020). If economic integration with the rest of the world creates centrifugal forces from the
center (Alesina, Spolaore, and Wacziarg 2000; Alesina and Spolaore 1997, 2003 ; Coufalova
2019), then the authoritarian state could also produce centripetal forces towards the center with
UEIs. If the authoritarian state could pay off a degree of UEI that produces more centripetal
forces than the centrifugal forces from international economic integration, then they would be

able to appease restive regions.

Second and most importantly, the paper has provided an initial explanation as to why
economic integration could appease regional unrest and why it could not. I showed that

economic dependence is the key driving force for the effectivenss of UEIs in peripheral regions.
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The crux of the problem in implementing UEIs is that the regions have different baselines in
terms of their economic relationship with the authoritarian center. If UEIs serve to increase the
expected cost of contention, then the next question is how large is that expected cost to begin
with. If the starting point is low, then the authoritarian state needs to institutionalize UEI a lot
more to induce the region to pay attention to the economic costs of contention. The starting
point of this expected cost is going to be higher for regions like Macau, whose economy is
geared towards Chinese tourism and the gaming industry (Liu et al. 2015; Lo 2014; Yee 2001).
Compared to regions like Hong Kong, whose economy is more outward looking and independent
from the national economy, their initial expected cost is going to be much lower. With
empirical evidence, I showed that the central government needs to pay roughly 232 million
yuan of subsidies a year to a region with absolutely no prior economic dependence if the
authoritarian state wishes to reduce the mean number of protest by at least one. This cost can
run extremely high if the authoritarian state wishes to suppress dissent entirely in regions like
Hong Kong, in which over the course of 2019 saw nearly 900 protest events during the anti-
extradition bill movement. In many ways, this alludes to the commercial peace theory in
International Relations, which suggests that trade asymmetry is a common reason for interstate
conflict (Barbieri 1996; Gartzke and Westerwinter 2016). We also see that given low
dependence, localists in Hong Kong opposed to new UEIs as they avoid entering into an
obsolescing bargain like they did in 2015, and they outbidded other moderate oppositions in the

2016 legislative elections.
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Third, I showed that it takes time for UEI to have an effect. In the Hong Kong/Macau
model we see that the effects of UEI institutionalization is more obvious for UEIs that have
been implemented for a longer time (e.g. FDI and Trade Steering as part of CEPA). For more
recent UEIs, such as Stock Market Integration the effect is more subtle. Since UEIs ultimately
alter the expected cost of contention, it is likely that the effect of UEIs is compounded.
Therefore, the longer the UEI is in place, the stronger its appeasement effect. Note that in the
China model we see that UEI alone has a consistent negative effect. Since fiscal decentralization
have been in place in China for a much longer time than the CEPA in Hong Kong/ Macau, this
could speak to how UEIs would have developed a consistent reductive effect over time.

That being said, this paper is only the first step towards explaining the effectiveness of
UEIs in authoritarian contexts. It definitely has its share of weaknesses that can be addressed

in future work.

First, we will need more regional data to refit the China model. One of the reason that
estimation uncertainty is higher for that model is likely due to the quality of the data available.
Authoritarian statistics are likely prone to falsification. This is a particularly endemic problem
in China as the bureaucracy awards economic performance via promotion to middle tiers of
office (Shih, Adolph, and Liu 2012). Another source of measurement error in the China model is
simply due to the lack of disaggregation in the many indicators used. Recall that the
dependence measure is operationalized as the total shared income, but we only have a rough
estimation of how large the shared income segment is. With more quality data on economic

dependence and UEIs, we should be able to see a clearer effect compared to what has been
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reported here. More data on income inequality in Chinese provinces could also help us control

for the role of inequality in explaining the number of protests too.

Second, we need to unravel the causal story further. In this paper I have shown the
causal mechanism of UEIs at the regional level, but at the individual level, UEIs could be used
to turn supporters into winners and the opposition into losers in the economic realm. As the
classical long views of democratization focus so much on the role of inequality (Acemoglu and
Robinson 2006; Boix 2003), one might believe that by gaming the rent (re-)distribution to the
extreme , the authoritarian state would be able to hold together the income inequality that
impedes the democratization of the state (Magaloni 2006). In this sense, the concept of UEI is
no different: it aims to create the winners and the losers from economic integration. More
economic engagement with the national center might bring business opportunities that turn
those business-owners into regime supporters. For those who have no stake in the Chinese
economy like younger people or workers employed by a Hong Kong-based business, UEILs may
mean the loss of whatever economic autonomy the region might have. This thus pits the
regional population against one another, increasing the severity of the collective action problem
at the regional level. Perhaps this is why when mass protests erupted in Hong Kong in 2014
and 2019, they did not spread en masse up North as the regional populations up north failed to

mitigate the collective action problem.

Third, the paper so far offered very little insights about what might happen when UEIs
do not work. Considering the sheer amount of UEIs required to appease a economically

independent region, the authoritarian state might simply want to switch to more repressive
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strategies. For example, Xu (2020) shows that the Chinese state has now switched to targeted
prosecution powered by mass surveillance from co-opting counties with social welfare.
Information throttling and flooding of irrelevant information has also served to distract political
discussion online in China (Roberts 2018). The 2020 National Security Law imposed on Hong
Kong is a strong indication that the Chinese state has grown frustrated with the ineffectiveness
of social co-optation strategies like the UEIs. As a result, Beijing decided to adopt a full-blown
iron fist approach. Future research should assess where the breaking point is, i.e. at what point
would the authoritarian state switch from UEIs to other repressive strategies to manage social

unrest in the periphery.

Conclusion

The authoritarian state could use UEIs to manage social unrest in the periphery, yet its
effectiveness hinges upon the degree of economic dependence of those regions. UEIs adds to the
expected cost of contention, and thus one must also incorporate the baseline expected cost at
the regional level. UEIs could become a bad idea when the region has no prior economic
relationship to the authoritarian center, so the peripheral population is indifferent to the added
costs of contention. Effectiveness of UEI is path dependent: More dependent regions are open to
accepting more UEIs, whereas less dependent regions may oppose to UEIs as they do not want
to enter into an obsolescing bargain, or that UEIs induce ethnic outbidding within the region.
In the comparison of Hong Kong and Macau, China gave the same degree of UEIs to both

regions. Macau was less restive after exposure to UEIs because they had a very high initial level
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of economic dependence to China, thus UEIs increased the expected cost of contention in
Macau substantially. In Hong Kong, the low initial levels of economic dependence undermined
the effectiveness of UEIs since the increase in the expected cost of contention created by UEIs
was offset by international trade.

It remains interesting to see how well the findings travel beyond the Greater China
region. I have showed empirical evidence that my findings not only apply in Hong Kong and
Macau, but possibly to all provinces of China. Moreover, this paper introduces a broad story of
economic dependence that could apply broadly to free trade agreements within and between
countries. The paper could very well speak to the ongoing research agenda on the leverage of
Free Trade Agreements (FTAs) in International Relations. In the case of China’s increasing
global influence, one could think of how the Belt & Road Initiative (BRI) builds economic
dependence in the destination country, and thus making it more difficult for the citizens there
to express discontent with China’s increasing influence in the world (Rabena 2018; Ferdinand
2016). China’s participation in the newly signed Regional Comprehensive Economic Partnership
(RCEP) agreement may further constrain opposition against China in the international arena

following the argument of economic dependence.

Notes

1. UEIs are rare in modern history because they are usually the first steps taken in the process
of state-building (Flora, Kuhnle, and Urwin 1999, 58). In other instances, states annexed a
territory without signing a specialized institution like the UEIL States either deem that the

market was already integrated such that UEIs are not needed, or that there could be
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opposition from vested interests from the national center. For example, German business
interests defeated economic concessions for Alsace-Lorraine following annexation in 1871

(Silverman 1971).

. Plots of the trade data in time series format are available in the appendix.

. This chapter previously appeared as an article in the Journal of East Asian Studies. The
original citation is as follows: Chan, H. Y. K. (2021) “Can Economic Integration Reduce
Social Unrest? Evidence From China, Hong Kong, And Macau,” Journal of Fast Asian

Studies. Cambridge University Press, 21(3), pp. 403—426.
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Can municipal amalgamation lead to a higher
voter turnout? The case of Norway

Introduction: Size and Democracy

The debate on size and democracy is a classical one in Political Science. From Aristotle to Rousseau, theorists
argued that democracy works best in smaller jurisdictions. In smaller towns, it is said that people know
their town and its inhabitants the best: “citizenship would be close to friendship, close even to a kind of
extended family,... where the eternal human quest for community and solidarity can be wholly satisfied
within the visible and comprehensible limits of the polis”(Dahl, 1967: 955; Dahl and Tufte, 1973). However,
if jurisdictions are too small, then the influence that citizens can exert over policies that shape their lives

would be rather limited (Dahl and Tufte, 1973: 42).

In the case of municipalities, this problem is particularly severe. To address this, local governments want to
achieve economies of scale through amalgamation, or internalize externalities, yet democratic theory warns the
unintended consequences of decreased participation among citizens (Dahl and Tufte, 1973; Swianiewicz, 2010,
2018). This warning is supported by a long line of empirical evidence showing that municipal amalgamation
reduces local voter turnout (Bhatti and Hansen, 2019; Hansen, 2015; Lapointe et al., 2018; Lassen and
Serritzlew, 2011; Steiner and Kaiser, 2017). However, others also argue that municipal amalgamation could
increase voter turnout (Bhatti and Hansen, 2019; Koch and Rochat, 2017). The literature suggest that
turnout increases as highly motivated voters want to re-elect their old local representatives into the new local

council.
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This paper argues that non-legitimized municipal amalgamation could increase voter turnout in the short-run,
but the effect is conditional on the local context and the voter’s intention of voting. When municipal
amalgamations are carried out against a voter’s wishes, then they can be mobilized to vote as a reaction to
the lack of legitimacy of the reform. There are at least two candidate mechanisms through which the protest
voting occurs. First, voters may want to re-elect old local representatives into the new council in order to
safeguard their local interests. Voters with a strong local identity are particularly likely to vote under this
mechanism (Bhatti and Hansen, 2019; Koch and Rochat, 2017). Alternatively, people can use this vote to
hold local officials that forced through the reform accountable. In this way, the vote in the local election is
essentially to punish these officials that went against their wishes and reward the old representatives. So,

under these two mechanisms, can the effect of amalgamation on local voter turnout be actually positive?

Because there are both plausible theories for a positive and negative effect for amalgamation reforms in a local
election, the aggregate-level effects of amalgamations could be difficult to identify. This paper contributes to
the ongoing literature on amalgamation reforms by adding that the effect direction of municipal amalgamation
is highly contingent upon the local context of the reform, and the underlying motivations of the individual

voter.

To show this, I capitalize on the unique situation where the 2015 and 2019 Norwegian local elections coincided
with the local government reforms from 2014 to 2020. The Norwegian reform changed very little beyond
municipal borders and municipal size, thus eliminating the need to control for changes in local electoral
institutions, local authority change, people’s socio-economic background as well as people’s social networks.
This thus allows the targeted investigation of the effect of municipal amalgamation at the municipal and
individual level. With a customized dataset on district-level turnout rates in the 2015 and 2019 Norwegian
Local Elections, I attempt to replicate the existing positive or negative effects reported in the literature
using the Difference-in-Difference (DID) design and successfully identified a negative effect of municipal
amalgamation in the 2019 turnout levels. To probe deeper into the individual-level reasons for voting, I turn
next to data from the Norwegian Citizens’ Panel Wave 16 to compare the propensity of voting of individuals
given different motivations to vote. Through two mediation analyses, I find that those who are subject to a

non-legitimized reform and want to punish local politicians responsible for the decision are more likely to go
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vote.

In the first section, I review the existing literature on the effects of municipal amalgamation on local voter
turnout; The second section presents my theory on the importance of local context and voter motivations on
the effects of municipal amalgamation; The third section reports on the municipal-level analysis; The fourth

reports on the individual-level analysis; The fifth discusses and concludes.

The Puzzle of Municipal Amalgamation and Local Voter Turnout

In the literature, it is well documented that under municipal amalgamation, municipalities have seen lower
voter turnout in local elections (Bhatti and Hansen, 2019; Cancela and Geys, 2016; Koch and Rochat, 2017;
Kraaykamp et al., 2001; Lapointe et al., 2018; Van Houwelingen, 2017). Two meta-analyses identified a
negative effect on voter turnout in the majority of the cases. Cancela & Geys (2016) reported that such
negative effects were found in 69% of the local elections after amalgamation increased the average municipal
population size. Houwelingen (2017) found 60 negative relationships but only 10 positive relationships after
municipal amalgamation. However, a small literature did find that after municipal amalgamation voter
turnout could increase (Bhatti and Hansen, 2019; Strebel and Schakel, 2021). How can we make sense of
these conflicting findings? Are there some conditions through which municipal amalgamation can increase or

local voter turnout, despite a negative effect at the aggregate-level?

In municipal amalgamation reforms, only two things are changed: municipal borders and subsequently
municipal size. Many well-documented factors that could depress voter turnout are not changed in this
type of reform. For example, it does not affect the timing of the election, so we eliminate the effect of
concurrent national and local elections (Hajnal and Lewis, 2003). Nor does it increase the cost of non-voting

like compulsory voting laws do (Blais, 2006). Municipal amalgamation also does not change electoral rules.

Municipal amalgamation does not change people’s informal social networks (ISN) such that people are more
or less pressured to vote. Even if the municipal borders have changed, people share the same set of neighbors,
so it is quite unlikely that people’s discussion networks for politics would change such that people are less

likely to vote (Abrams et al., 2011).
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Nor does municipal amalgamation change the authority of local governments. Therefore, we could also

eliminate the causal effect of political authority enjoyed by local officials (Gendzwill, 2019; Wood, 2002).

What municipal amalgamation could change is municipal size. With changing size comes with a change in
the number of eligible voters, as well as the set of potential candidates running in an election (Saarimaa and
Tukiainen, 2016). Scholars noted that these changes will eventually lead to decreased utility in voting in

municipal elections after mergers.

Why municipal amalgamation could reduce local voter turnout

A key causal mechanism discussed in the literature is that municipal amalgamation decreases local voter
turnout by increasing the jurisdictional population (Cancela and Geys, 2016; Lapointe et al., 2018; Van
Houwelingen, 2017). Jurisdictional population matters because it changes the probability of which a single
vote could alter the election outcome (Lapointe et al., 2018; Lyytikaeinen and Tukiainen, 2019). This
probability (called p) is central to the Riker-Ordershook model in the classical voter turnout literature. In the
classical literature, people go vote because they believe their vote has the probability of changing the outcome
of the election. Such probability is usually infinitesimally small in national elections (Riker and Ordeshook,
1968). p is sensitive to population size because the smaller the population size, the more likely p would
increase. The influence of each vote increases as the jurisdiction gets smaller. In Municipal Amalgamation,
jurisdictions usually become larger not smaller, and thus the expected causal effect is negative (Gendzwill,
2019: 15). However, this suggests that the effect identified is that of jurisdictional population change, not
municipal amalgamation. Studies that controlled for population change have still found a negative effect of

municipal amalgamation (Koch and Rochat, 2017).

The mechanism regarding population brings us to the second point, which stipulates that larger, amalgamated
municipalities implies will have to cater to more preferences. As Montesquieu foresaw, the common good
in larger communities would have to be sacrificed to thousand considerations and subordinated to various
exceptions, thus it is harder to satisfy every citizen in this community (Dahl and Tufte, 1973: 7). This laid
the foundation for the popular argument regarding political efficacy. For example, Lassen & Serritzlew (2011)

argued that as the municipality gets larger, citizens would find the municipal government more alien and
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distant from them. This makes them feel as if their participation might not be worth their time, and thus
municipality amalgamation would reduce what the authors called the Internal Political Efficacy (IPE) of
citizens living in amalgamated municipalities. The authors showed that after the Danish local government
reforms in 2007, IPE was indeed decreased in amalgamated municipalities, yet they did not assess its impact
on local voter turnout. Subsequent studies have continued to replicate this negative effect on satisfaction

(Hansen, 2015) and trust (Hansen, 2013), yet none has been able to link it to local voter turnout directly.

The dilution of taste might only occur when the amalgamation occurs between two municipalities of drastically
different sizes. The average taste of citizens living in a smaller municipality changes if it is being absorbed
into a much larger municipality, but again, this means that the effect on voter turnout is a function of new
municipal size, not of municipal amalgamation per se. The other possibility is that municipal amalgamation
is more likely to occur when people live close to each other, but then the effect of municipal amalgamation
would be a function of geographical proximity of voters to the new center of the municipality, not of the shift

of municipal borders per se (Saarimaa and Tukiainen, 2014: 109-110).

Could municipal amalgamation increase local voter turnout?

Alternatively, there is an argument for the case where municipal amalgamation could increase local voter
turnout. There is an argument that municipal amalgamation triggers those who are highly attached to the
old municipality, such that they will be mobilized to vote to ensure the old representatives could make it
to the local council of the new municipality (Bhatti and Hansen, 2019; Lyytikaeinen and Tukiainen, 2019;
Saarimaa and Tukiainen, 2016; Strebel and Schakel, 2021). In particular, the new municipality may have
reduced representation per capita and reduced representation of the old municipal structure if a smaller
municipality gets merged to a larger municipality (Bhatti and Hansen, 2019; Koch and Rochat, 2017). As
Strebel and Schakel (2021) shows, Norwegian voters unhappy with the reform might want to vote for the
opposition parties instead. Saarimaa and Tukiainen (2016) shows, in the case of Finland, votes become more
concentrated around the less represented parts of a constituency following a reform. This suggests that voters

who perceived a threat to their local representation after a merger would be motivated to go vote.

When municipal amalgamations become such a salient issue that people are prompted to vote for the
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opposition, one may argue that the first local election after amalgamations could become an important one
compared to previous local elections. The “second-order election” literature suggests that mobilization in
highly salient subnational elections may result in a higher voter turnout (Bechtel, 2012; Gendzwill, 2019;
Schakel and Jeffery, 2013). Higher turnout can be observed in subnational governments with more regional
authority than those that do not (Schakel and Jeffery, 2013). Just like the case of regional authority, an
election immediately following municipal amalgamation might attract a lot of attention from the media.
Media exposure increases the salience of the election. High salience, according to the “second-order election”
thesis, would result in more mobilization efforts for voting that leads to higher turnout. One could then argue

that turnout is higher in amalgamated municipalities since they are the ones affected by the reform, so the

positive effect from this argument would be stronger in amalgamated municipalities.

Individual Explanations to amalgamation effects on turnout

In the divided literature on the amalgamation effects on turnout, scholars are generally interested in the
average effect of municipal amalgamation on turnout. However, as discussed above, with multiple plausible
reasons at work, it is quite difficult to separate and show the effect direction of municipal amalgamation. If
all of the above mechanisms are at work, it is possible for these effects to cancel out. If they do not cancel out,
then chances are the literature will continue to document both positive and negative effects. It is essential
that we move the analytic scope down to the individual level and examine how individuals react to the

implementation of the amalgamation reform.

One way to begin is to consider the local context of the amalgamation reforms, which has been so far
overlooked in the literature. To understand why people turn out to vote following amalgamation reforms,
we should first situate these individuals in the local context of each municipality. The local context of an
amalgamation reform is highly contingent upon how the amalgamation decision was made. For example,
a reform can be adopted 1) without consultations, 2) with consultations/consultative referendums but
government went against the result, 3) or with consultations/ consultative referendums and the government
followed the results. Perhaps the most non-legitimized amalgamation would be situation (1), followed by (2).

If the local context is (3), then it is less of a non-legitimized amalgamation in process terms.
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Candidate mechanisms

It does not follow that all upset voters would turn out to vote. As Downs (1957) suggests, voters can be
rationally ignorant if they believe it is too costly to react to these local contexts. To overcome this cost
consideration, the individual must have a very strong incentive that they attach to the vote. I will now discuss
two candidate mechanisms which encourages voters to turn out to vote following a municipal amalgamation

reform.

Voting to affirm local identity

In a non-legitimized amalgamation, the most eager ones to vote would be those who are highly attached to
their old municipal structure. For people who are highly attached to a given local community, then they
care very strongly about the local political outcomes (Dahl and Tufte, 1973: 42; Koch and Rochat, 2017;
Swianiewicz, 2010). If people do not share a mutual conception of what the local community entails, that

attachment could be weaker, thus there is less value to participate in the local affairs of that community.

The relationship between local attachment and voting is best understood under the framework of the
postfunctionalist theory. A key proposition of this theory is that government can be two things to people — an
instrument for the provision of public goods, and an expression of community (Hooghe and Marks, 2016). It is
the latter notion that could provide a line of sight on an alternative mechanism: it is possible that municipal
amalgamation challenges entrenched understandings of local identity. In this tradition, strong identity helps
explain political participation at the subnational level. For example, subnational elections need not to be
“second-order elections” if people have strong subnational identities. They will use subnational elections as an
opportunity to express their attachment to the region (Paterson et al., 2001; Saarimaa and Tukiainen, 2016;
Schakel and Jeffery, 2013: 5; Wyn Jones and Scully, 2006). Strong regional attachment could also enforce
the regional elites’ preference to strengthen regional competencies (Tatham and Bauer, 2020). These elites
might be able to further mobilize the people to vote and legitimize their claim to regional competence, thus

resulting in a positive feedback loop for higher voter turnout and support for decentralization.

Sometimes, municipal attachment has a very strong intrinsic value to its inhabitants. For example, an

experiment asking people to offer a price tag on the names of their municipality found that a substantial
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portion of inhabitants offered a high price to keep their old municipal name in face of amalgamation. This
effect is the strongest when they have a strong attachment to the municipality (Soguel and Silberstein, 2015).
Another piece looking at municipal amalgamations in Quebec found that just the municipal name per se
is a source of contention in the course of amalgamation reforms (Adam, 2008). In this sense, changing
municipal borders might present an existential challenge to that municipal attachment, particularly when the
municipality is a smaller one subject to be “annexed” by a larger unit. For larger municipalities, increasing
municipal sprawl might undermine the distinctiveness of their municipality too. As suggested by the literature,
the expected response is that they will turn out to vote in hope to re-elect local representatives from the old
municipality to the new municipal council. This behavior is well-documented in the amalgamation reforms
in Denmark, Finland and Switzerland (Bhatti and Hansen, 2019; Koch and Rochat, 2017; Saarimaa and
Tukiainen, 2016; Saint-Blancat and Friedberg, 2005). For these voters, safeguarding the representation of
their old municipality is the reason why they turn out to vote (Hansen and Kjaer, 2020; Strebel and Schakel,

2021).

Following these arguments, municipality amalgamation threatens people’s local identity. For those who are
highly attached to their old municipality, they will be induced to turn out to vote to protect the representation
of their old municipality in the new. This follows the logic of descriptive representation of the local (DRL). A
key underlying assumption of DRL is that representatives from the local area will be a better representative
than someone from outside (Aars and Ringkjeb, 2005; Childs and Cowley, 2011: 8; Evans et al., 2017; Jonhson

and Rosenblatt, 2007: 168-9; Mansbridge, 1999). As Mansbridge (1999) put it:

Long-term residents in a town often argue for electing to office someone born in the town on the implicit
grounds that lifetime experience increases the representative’s common experiences with and attachment to

the interests of the constituents... (Mansbridge, 1999: 629)

Indeed, recent literature has shown that people tend to favor “localness” of a politician. The main mechanism
underneath is that voters use descriptive labels such as the birthplace and length of residence of a politician
to infer whether they would act in the interests of the local community in question (Jonhson and Rosenblatt,

2007; Rosie Campbell, 2019). Once the amalgamations are over, people who are still highly attached to the
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old locale might want to strive for the DRL of the old municipality since they believe those old representatives

are the only ones that can best represent them. In other words:

Hi. Under a non-legitimized amalgamation, the stronger the voter is attached to their pre-amalgamation

municipality, the more likely they will vote following amalgamation.

Voting to hold local officials accountable

In addition, we would also expect those who follow an economic voting mindset to be critical of the non-
legitimized nature of the reforms. Following the notion of “procedural democracy”, citizens are expected
to “have an adequate opportunity, and an equal opportunity, for expressing their preferences as to the final
outcome” (Gordon, 2001: 25; Krouse, n.d.: 458-9). But if the elite suppresses information, or ignores those
preferences expressed by the citizens, then this decision-making process is not a procedural democracy. If
voters share this same view of democracy, then they expect themselves to be consulted, and such opinion

must be reflected in the policy outcome.

When consulting the public about municipal amalgamation, the local elites might impose their preferences
on the voters. For example, the elites might prefer amalgamation for better access to national or federal
funding, pooling existing municipal resources, or providing services in a more efficient manner. The locals
may prefer the status quo to protect their unique local identity, allocation of funds for specific local projects
(e.g. maintaining schools with the local dialect/ language), and et cetera. In other cases, the elites may prefer
no amalgamation whereas the citizens prefer amalgamation. Because the local elites do have better access to
the political system, or even final say over the matter, they could go against the wishes of the masses. When
this occurs, i.e. a reform is forced through, the local citizens might want to punish such politicians for failing
the ideal of procedural democracy. Those who would want to punish local politicians by voting in the local
election might go vote to punish local politicians who went against referendum results or did not launch any

consultations in the first place.

This mechanism regarding local accountability is only valid as long as the attribution of responsibility is
clear (Powell and Whitten, 1993). If the electorate can accurately pinpoint a particular level of government

responsible for the reforms, then they can accurately punish them in the appropriate level of elections. In our
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case of municipal amalgamations, if the reforms are solely carried out by the municipal council, then voting
in the municipal elections to punish the incumbent makes sense. However, if the reform is a decision from
a multi-level governance apparatus that various levels of government could be responsible for the outcome,
then the attribution of responsibility can be clouded (Leén, 2012; Leén and Orriols, 2016; Pardos-Prado and

Sagarzazu, 2019).
If the local government is wholly responsible for the amalgamation outcomes, then we should expect that:

H2. Under a non-legitimized amalgamation, the more the voter wants to reward or punish local politicians,

the more likely they will vote following amalgamation.

In short, municipal amalgamation is unlikely to have a uniform effect across the entire electorate living in
merged municipalities as there are mechanisms that both increase and decrease the incentive to vote. I argue
that an increase in turnout is possible in a very specific local context, in the case where the municipal officials
fail to follow the desires of citizens living in the old municipal structures. The increase also takes place for
a specific subset of citizens, namely 1) those with a strong attachment to their local community; and/or
2) those who want to hold local elites accountable in an election. When all these conditions are met, then

municipal amalgamation could encourage such voters to go out and vote.

These positive effects are mostly reactionary, and thus they are unlikely to continue following the second or
third election. For those who have strong attachment to the old municipality, new party lists could claim
to represent the old municipalities and thus address the concerns of these protest voters (Saarimaa and
Tukiainen, 2016). With the old localities represented, the incentive to turn out to vote for these attached
voters may wear out over time. For those who want to punish the local elites responsible for reform, there
will be no one to punish if the old elites are out of the office. The change in the distribution of candidate

party lists over time will also wear out the incentives to vote for these people.

Local Government reform in Norway, 2014-2020

In Norway, municipalities (kommuner) constitute the lowest tier of government. They are responsible for

providing primary education up to tenth grade, outpatient health services, and unemployment benefits. They
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are also responsible for zoning, local economic development, and the maintenance of municipal roads (Flo,
2003; Tranvik and Fimreite, 2007). Up to 98% of the primary and lower secondary schools (Up to 10th grade)
are overseen by these municipalities. They are a substantial employer in these localities too. A 2011 report

suggests that around 23.2% of the local populations are municipal employees (Bonesrgnning, 2013).

The debate on municipal amalgamation first began with the 1992 Municipality Act. It aims to increase local
autonomy by joining government structures at the municipal level. It is seen as a failure as municipalities
were unwilling to merge (Tranvik and Fimreite, 2007). The difficulty is attributed to the use of block grants
at the municipal level, so municipalities had very little incentive to lose autonomy due to the risk of funding
loss. Reforms remained sluggish throughout the 1990s and the 2000s due to the difficulty of implementation

(Swianiewicz, 2010).

In 2014, the Norwegian parliament initiated a new local government reform. On 1/1/2020, the number of
municipalities was reduced from 428 to 356, and the number of counties (the middle-tier government) was
halved from 19 to 11. According to the government, the new municipal structure aims to improve service
delivery, coordinate community development, improve municipal finances and strengthen local democracy (The
Government of Norway, 2019). The Norwegian News Agency (NTB) estimated nearly 1.7 million Norwegians
would be affected by the reform (newsinenglish.no, 2020). After the reform, the median population of

municipalities increased from around 3445 to 4715 (OECD, 2018).

The 356 new municipalities are created through voluntary mergers, subject to approval by the various
municipal councils. At times these councils used local referendum to consult the local population, but a
majority of these referendums resulted in a no-majority and thus it was up to the councils to decide the fate of
the old municipality (Folkestad et al., 2021). This suggests that the responsibility of amalgamation outcomes
lie solely at the hands of local politicians. Quite often the municipal electorate opted for no reform, then the

municipal council decided to go ahead with the reforms anyway, resulting in non-legitimized amalgamations.

There are three reasons why Norway is well suited for this study. First, the Norwegian amalgamations were
mostly voluntary. Unlike in other cases like Denmark, most amalgamations were the result of a complicated

process of negotiations and Oslo’s use of concessions (such as financial incentives, expert advice, and process
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facilitation) (Klausen, 2017; Klausen et al., 2019). Most of these agreements of intention for mergers were
non-binding, meaning that municipalities could back out anytime they want in the process. Because municipal
councils were allowed to follow or go against the referendum results, we then have variations where some
reforms are non-legitimized (i.e. council went against the referendum results) and some are legitimized
(i.e. council followed the referendum results). Unlike the Danish case, the Norwegian case helps us understand

the effect of the legitimacy of the reform.

Second, the Norwegian reform changed very little competencies of the municipalities. Unlike in other cases
like Denmark where amalgamation was developed alongside further decentralization, the Norwegian case

helps us isolate confounders from the change of local autonomy.

Third, the Norwegian reform spans two local elections: 2015 and 2019. The 2015 election used pre-
amalgamation municipalities as constituencies yet the 2019 election used post-amalgamation municipalities
even before the reform was complete. This creates a unique situation where the two elections can be perfectly
separated into a pre-treatment (2015) and post-treatment (2019) election, which allows the identification of

causal effects both at the municipal level and the individual level.

Does municipal amalgamation reduce voter turnout in local elec-

tions? A municipal-level analysis

Data

I first conduct a municipal-level analysis to identify the aggregate-level effect of municipal amalgamation in
Norway. The purpose of this exercise is to show that the negative effect found in the literature also travels to

Norway too, but individual-level positive effects can co-exist with such negative effects in the aggregate.

I put together a simple dataset of voter turnout rates in local elections. The unit of analysis is a municipality
in their pre-reform boundaries. I follow the literature in using pre-amalgamation districts to determine
changes to turnout level after mergers for the amalgamated municipalities (Lapointe et al., 2018; Saarimaa

and Tukiainen, 2016). This is possible by deriving the turnout rates using district-level electoral results
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published by the Norwegian government (Valg Direktoratet, 2022). The dependent variable is the voter
turnout rates for 2015 and 2019. Voter turnout is defined as the ratio of votes casted to the number of eligible

voters in a municipality.

Between 1992 and 2019, there are 7 municipalities that went through mergers before the 2014-2019 reform.
In order to isolate the effect of the 2019 reform alone, I removed those 7 municipalities from the dataset.
There is one municipality (Narvik) where the government did not report the population for 2015 and was
dropped. 8 new municipalities did not provide district-level election data showing the turnout for the merged

municipalities and thus have also been dropped.

The treatment variable is a dummy variable indicating whether the municipality is merged or not. The
merger decision data is available from the Norwegian Mapping Authority (Kartverket). Because the merger
has not yet taken place in 2020, this treatment essentially measures the announcement of a merger decision.
Since the 2019 election uses post-amalgamation municipalities as constituencies, we can argue that the 2019
election thus assigns the announcement of the merger decision to citizens as they learn about their electoral

districts.
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Figure 5: Amalgamated Municipalities and their change in voter turnout from 2015 to 2019.
Notes: The left panel shows the amalgamated municipalities highlighted in dark gray. The right panel shows the change in
turnout from 2015 to 2019. Yellow/ Red fill denote a decrease in turnout in 2019, and Blue/ Dark Blue fill denote an increase in
turnout. Municipalities that are split between multiple municipalities, and municipalities merged prior to 2015 were omitted
from these maps.
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Table 4: Descriptive Statistics of Municipal Characteristics

Unamalgamated  Amalgamated

N 285 60
Turnout (2015) 62.811 62.308
Turnout (2019) 66.813 64.835
Population (2015) 11,256.130 39, 114.180
pc. Population completed at most basic education (2015) 25.075 0.062
pc. Population completed at most upper secondary education (2015) 36.399 9.466
pc. Population completed at most higher education (2015) 18.706 5.032
pc. Labor votes received (2015) 31.769 28.201
pc. Center votes received (2015) 19.201 18.807
pc. Urban Population (2015) 52.204 14.980
pc. Population over 65 (2015) 19.113 4.550

Notes: Shown are the mean values of each of the variable, grouped by their amalgamation status.

All data are collected from Statistics Norway (SSB), in particular from the Municipality-State Reporting

system (KOSTRA).

Figure 5 plots the municipalities that are amalgamated and the change in voter turnout. Tables 4 shows the

municipal characteristics of the amalgamated and un-amalgamated municipalities.
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Identification Strategy

I use the Difference-in-difference (DID) estimator to identify the causal effect of amalgamation (Bhatti and
Hansen, 2019; Lassen and Serritzlew, 2011; Swianiewicz, 2018). The DID design is particularly suitable for
the study of amalgamation reforms because some municipalities were amalgamated but some were not. The

DID can be estimated as a typical linear regression model with the following form:

yi,t:t+6i +57,>kt +")/z

Where y;; is the turnout level of municipality ¢ in year ¢. J; is a binary indicator indicating whether
municipality ¢ has been merged or not, ¢ is a binary indicator that takes on a value of 1 if the election is
after the merger (2019), and 0 if it is before (2015). The interaction ¢; * ¢ is the DID estimand, and ~; is the
fixed effect for municipality ¢. Any time-invariant controls or controls that can be modified by the treatment

should not be included in the DID estimation since they will be controlled for by ~;.

For the DID design to work, the parallel trends assumption must hold. In this case, the parallel trends
assumption appears to hold. Appendix C2 shows that pre-treatment trends for both the merged and unmerged

municipalities were mostly parallel.

Results

Table 5 shows the results of the effects of municipal amalgamation on voter turnout in the 2019 Local
Election in Norway. We see that the DID estimator is negative and significant, at § = -2.857***. The results
suggest that amalgamated municipalities on average have a 1.476% lower voter turnout compared to the
unamalamgated municipalities. This finding shows that the aggregate-level negative effect of municipal

merger on local voter turnout travels well to the case of Norway too.

Tne result is robust to alternative explanations. First, it is an effect uniform to all kinds of amalgamations,
be it a “strong treatment” or “sister municipalities” such as the case of a smaller municipality joining a larger

one (Koch and Rochat, 2017; Lapointe et al., 2018; Saarimaa and Tukiainen, 2016), or the other way around.
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Table 5: Aggregate-level Effects of Amalgamation on Local Voter Turnout in Norway, 2019

Term Beta SE T-Statistic P Value
Intercept 56.506 1.651 34.235 Ok
Amalgamated 1.480 2.342 0.632 0.528
2019 4.003 0.195 20.505 O %

Amalgamated+2019 -1.476 0.468 -3.154 0.002x%x

Notes: Shown are the beta estimates and their standard errors of a 2-way Fixed Effects model with municipal-level fixed effects
estimating the DID. The municipal-level fixed effects coefficients were not shown for the sake of simplicity.

Koch & Rochat (2017) argue that the information cost to learn about new candidates is higher in these
municipalities. In Appendix C4, I show that being a sister municipality has no statistically significant effect

on the change in voter turnout.

I have also checked against the possibility of any placebo effects. In Appendix C5, I fitted two models - a
dynamic DID model to test the effect of DID in years before 2019, and a standard placebo test regressing the
turnout levels in each year to see amalgamation is correlated with other years of turnout. The analysis shows

that the amalgamations (occurred between 2015-2019) are uncorrelated with turnout levels of prior years.

With the uniform negative effect replicated in the case of Norway as well, could we find traces of positive

effects? Particularly, as we dive deeper in the individual-level calculus for voting?

How Does municipal amalgamation reduce voter turnout in local

elections? An individual-level analysis

Data

To directly test H1 and H2, I conduct an individual-level analysis using data from the Norwegian Citizen
Panel (NCP). The aim is to test two candidate mechanisms: That the effect of non-legitimized reform is
mediated by 1) the voter’s strong local attachment to their old municipality; and/or 2) the voter’s interest in
holding local officials accountable. The NCP is an online-based panel survey conducted twice a year. Since
the 2019 election took place in September 2019, I used the NCP wave 16 data which is conducted immediately

following the election from October to November 2019.
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Dependent Variable

The dependent variable is the respondent’s self report of whether they voted in the local elections in September
2019. T code this variable from a question asking about respondents which party or list they might vote for in
the upcoming local election. Two options indicate non-voting: “I will not vote” and “I am not eligible”. 1
code the “I will not vote” responses as 0 and “I am not eligible” responses as NA. For all the other party vote
choices I code them as 1. Under this strategy, 11530 (89.8%) of the respondents said that they voted in the

2019 election.

Independent Variables
Treatment Variables

To test H1 and H2, I use the same set of treatment variable. The main independent variable of interest is
a dichotomous variable that called “Non-legitimized Amalgamations”. This occurs when the voter reports
that they are living in a municipality that is going to be merged and that they are opposed to the municipal

reforms.

Mediators

Second, I include two independent variable of interests to test H1 and H2 respectively. To test H1, I include
a variable that asks the respondent’s attachment to their old municipality. The question asks people to
gauge their attachment to the municipality they are currently living in. Because no municipalities will be
officially merged until 2020, it seems reasonable to infer that the data indicate people’s attachment to their
old municipality. After recoding, this variable takes on a 1-5 scale, where 1 indicates no attachment and 5

indicates very strong attachment.

For H2, I include a variable asking people to rate their importance to reward or punish local politicians
when voting. After recoding, this variable takes on a 1-5 scale, where 1 indicates no importance to

rewarding/punishing local elites and 5 indicates that this consideration is very important to the voter.

Figure 6 plots the distribution of these two independent variables in the sample.

66



0.44

0.3+
0.2+
N -
2 3 4 5

Municipal Attachment

2 3 4

Importance to reward/punish local politicians

Percentages of Observations

0.3

0.2+

0.1+

0.0+

Percentages of Observations

Figure 6: Distribution of the Independent Variables
Notes: Upper panel shows the distribution of the municipal attachment variable, where 1= Felt very distant to the old
municipality, and 5= Felt very close to the old municipality. N= 914. Bottom panel shows the distribution of the respondents
claiming that the importance to reward/punish local politcians when they vote in a local election, where 1= Very unimportant
and 5= very important. N=914.

Control Variables

I control for four kinds of variables. First, I included a dichotomous variable indicating if the respondent is
living in a municipality to be amalgamated. Controlling for the amalgamation assignment is important as it
shows that the causal effect occurs independently of the amalgamation assignment per se. If the causal effect
is statistically significant but the treatment assignment is not, then it reinforces the argument that we should
not expect to see an average effect on the treated, but rather focus on what kind of voters would be more

likely to vote given their specific local context.

Second, T control for the popular alternative explanation as per Lassen & Serritzlew (2011), namely that it is
the internal political efficacy that might reduce voters’ incentive to participate in local elections. I include

two variables in this group: their perceived political efficacy, in the form of whether they find the political
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system in Norway gives them a say in what the government does; Second, I include a variable controlling for
whether people find politics too complicated to follow. For those who have low political efficacy and find
politics hard to understand, there will be less incentive to vote (Bhatti and Hansen, 2019; Dahl and Tufte,

1973: 13; Lassen and Serritzlew, 2011).

Second, I control for a group of common reasons to go vote. I control for those who say that they go vote
because it is their civic duty, those who want to influence municipal politics by voting, those who want
to reward or punish national politicians, and those who want to safeguard municipal interests of their old
municipality. These are all legitimate reasons to go vote, and I believe that those who find these reasons

important in their voting calculus would be more likely to go vote.

Third, I control for the perceived salience of the amalgamation reforms in the 2019 local elections. The
“Second-Order Elections” literature suggest when a particular issue is highly salient, then the turnout in that
election is likely to be higher (Bechtel, 2012; Gendzwill, 2019; Schakel and Jeffery, 2013). If this is true, then
the respondent would be more likely to go vote if they find amalgamation reforms highly salient in the 2019

election.

Finally, T include demographic controls. I control for the respondent’s gender, education level as well as
age. I have no expectation about the causal effect of gender and age. I expect the higher the education of a

respondent, the more likely they will go vote.

Identification Strategy

This study is a mediation analysis. The goal of mediation analysis is to find out the mediation effect among
the treated units, namely the Average Conditional Mediation Effect (ACME). In the potential outcomes

framework with treatment ¢ and mediator M;, the ACME is defined as:

With the mechanism candidates as the mediator and the opposition to reform as the treatment, I recovered
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the ACMEs using the mediation package in R. The ACME point estimates and their standard errors are

recovered from 1000 bootstrapped samples of the dataset.

The treatment assignment (individual’s opposition to reforms) is unlikely to be random. Therefore, I matched
respondents with covariate balancing propensity scores to simulate the controlled experiment design. After
matching, I have recovered 457 respondents in both the control and treated groups. The matching results

can be found in Appendix D3.

Causal mediation analysis assumes sequential ignorability (SI) (Imai and Keele, 2010; Imai et al., 2010).
The SI assumption consists of two parts. The first assumes that the treatment assignment is orthogonal
to the expected outcome Y;(t, M;) and the mediator M;(¢t). This is usually fulfilled by randomizing the
treatment assignment (Imai and Keele, 2010: 312). While randomized assignment was not possible with
survey data, the propensity score matching exercise does help us to get as close as possible to randomized
treatment assignment by finding pairs of respondents with close demographic features. The second part
assumes that the expected outcome is also orthogonal to the mediator, and that would require X; to include
all pre-treatment and post-treatment confounders which is difficult to uphold. The SI is usually very strong
and researchers tend to visualize how sensitive the results are to the deviation from the SI instead of testing
for the assumption directly. Appendix D5 shows the results of this sensitivity analysis on the model testing
H2 (local accountability). The resulting plot shows that as the sensitivity parameter p ~ —0.15, the ACME
for the treated group will cross zero and become a null effect. This suggests that the findings are sensitive to
the violation of the SI assumption if the errors of the two segments of the structural equation model become

negatively correlated, but the results will be robust as long as the errors are positively correlated.

Results

Figure 7 shows the recovered ACMEs from the mediation analysis using two different methods of bootstrapping.
The left panel shows the ACME for sense of community, and the right panel shows the ACME for the

impo