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TiE PoLimicaL ECONOMY OF MONETARY
UNIFICATION: Tie SWEDISH EURrRO
REFERENDUM OF 2003

Lars Jonung

On Sunday September 14, 2003, voters in Sweden went to the polls
to answer the question: “1Do you think that Sweden should introduce
the curo as its official currency?” Three options existed: Yes, No, and
a blank ballot. The voters decided whether to maintain the domestic
currency, the krona, which was introduced as the official cirrency
unit in 1873, when Sweden adopted the gold standard, or to replace
it with the curo, the currency of 12 of the then 15 member states of
the European Union, that came into physical existence in January
2002.

The Swedish referendum dealt with a clear-cut choice involving
both the currency and the exchange rate regime—a choice different
from that facing the voters in any previous referendom in Lnrope.
The No-option implied that Sweden should maintain its domestic
currency based on a floating exchange rate combined with inflation
targeting by the Riksbank, the Swedish central hbank. The Rikshank,
which gained independence from the executive anthority in the
1990s, announced, at its own initiative, in January 1993, a policy
r(‘gimo of inflation turgvﬁng. The bank set a target of a2 pereent
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annual rate of inflation within a band of plus or minus I percentage
point to be valid from Jannary 1995, The Yes-alternative implied that
Sweden would be a member of the curosystem by replacing the krona
with the curo, at the carliest in 2005-2006. The policy ol the Euro-
pean Central Bank would replace the national inflation targeting by
the Riksbank,

Other countries have held referendums on the Maastricht Treaty
and on membership in the EU. However, in these cases the adoption
of the new currency, the euro, was one of a larger set of issues on
which the voters had to decide upon. The Danish euro referendmn in
September 2000 is an exception. In Denmmark the choice was between
adopting the curo or maintaining the fixed exchange rate between the
cro and the Danish krone within ERM 2. From a monctary policy
point of view, the Danish referendum did not represent much ol a
real choice. Although the Danish No-vote meant that the domestic
carrency unit was maintained, Denmark still hehaves after the refer-
endum as if it were a member of the curo arca. The Swedish refer-
endum is thus different from any previous curo-related referendum
in the sense that the two alternatives facing the voters represented
two distinetly different exchange rate regimes: cither a free loat or a
monetary union.

The relerendum was the culmination ol a long public debate in
which the pros and cons of monetary wification and ol a national
curreney were thoronghly analyzed——although Sweden had no choice
but to join u(:(f()r(ling to the KU Treaty. Two government investiga-
tions, one published in 1996 and the other in 2002, preceded the
referendum, as well as a stream of books, panphlets, and articles, and
a heated public debate in the media and all over Sweden. The Swed-
ish cconomics profession took a most active part in the exchange of
views, refle clmo the tradition of strong involvement of cconomists in
public (1(,1)(&(\,.' Forcign economists were involved as well.? Their
articles were translated and they were interviewed in the media.
Issucs such as the theory of optimum currency arcas, central bank
independence, the proper balance between monetary and fiscal poli-
cies, and the Stability and Growth Pact of the EU became familiar to
many voters. In short, the standard textbook ar gﬂmn(‘ntx for and
against membership in w monctary union were part of the messages of
th(‘ two camps—although given different we dghts and combined and
blended with noneconomic arguments in t]lc campaign.

'On this tradition sce Garlson and Jonung (2004).
Thorvaldur Gylfason, Philip Lane, Robert Mundell, Andvew Rose and Joseph Stiglitz,
among others, gave their views on the krona and the curo in the Swedish media
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To a rescarcher in monetary economics the Swedish referendum
represents a unique ()pp()rtunity to examine determinants of the vot-
ers’ perceptions of the benefits and costs of two monetary regimes: a
regime based on a domestic currency with a freely floating exchange
rate versus a regime founded on membership in @ monetary wnion
with a freely floating exchange rate toward the rest of the world,
Prcsently, uccordil’lg to the majority view among cconomists, these
two options arc the only viable exchange rate arrangements in a
financially integrated world. They represent the two corner solutions
or the bipolar choice so prominent in recent literature on exchange
rate regimes (Fischer 2001).

The purpose of this article is to examine the result of the Swedish
curo referendum from an optimum currency area (OCA) approach. It
is structured as follows. First, the clection result is summarized. Then
the views of the cconomices profession on the benefits and the costs of
membership in a monetary union are briefly considered. Next, the
main arguments of the Yes- and No-campaigns arc pmscni’o(l. There-
after, the voting behavior predicted by the political economy of ex-
change rate regimes is described. Against this background, data com-
piled by the Swedish State Television through exit poll surveys on the
distribution of Yes- and No-votes across sociocconomic groups are
examined. The results from a number of referendums on KU mem-
bership are then compared with the Swedish euro referendum. The
role of trust and history in determining the monetary regime is briefly
considered.

The Outcome of the Referendum

The referendum attracted a Jarge share of the cligible voters: 82.6
percent cast their votes, and a total of 5,843,788 voters participated.
In 10 municipalitics the tumout was in the top range of 87 to 89.9
pereent. Insome smaller districts it exceeded 93 percent. The voters
clearly viewed the choice of the currencey as i]1’1p()1‘tu11t.3

The No-alternative received a clear majority with 55.9 percent of
the votes. The Yes-vote (-()n'lprisv(] 42 percent and zlppr()xim;lt'v]y 2
percent opted for a blank vote. A mere 0.1 percent of the votes cast
were declared invalid.

The referendum revealed a strong geographical divide. The Yes-
vote was concentrated in two parts of Sweden: first, Stockholm, the

he referendum gained tragic altention by the mnrder of the forcign minister, Aima
Lindh, a strong supporter of a Yes to the curo, a lew days before the clection. Tt is most
likely that her death had no significant impact on the ontcome,
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capital, and the municipalities surrounding it, and scecond, Skine, the
southernmost provinee. The rest of Sweden, in particular Norrland,
the northernmost part, voted against the curo and for keeping the
krona. In short, the farther north and the farther away from the
capital, the stronger was the No-vote.

The municipality of Tlaparanda, the main town on the border with
FFinland in the far north, was one much publicized exception to this
pattern. Here the outcome of the vote was a solid Yes. The voters of
[aparanda were familiar with the curo as it is in circulation in neigh-
boring Finland. Thus, many shops in Haparanda display their prices
in both kronor and curos. The curo is aceepted as a means ol payment
in most shops in Taparanda. It is generally held that this everyday
contact with the curo contributed to the local Yes-majority.

The No-vote was larger than most obscrvers had expected, al-
though predicted by the opinion polls. The result was immediately
r(‘cognixod as a resounding victory for the No-camp. The government
anmounced that the outcome was to be respected. No attempt will be
made to enter into the curo arca in the near future.”

As stated earlier, the referendum was preceded by many months off
information dissemination and campaigning. The arguments ad-
vanced in this process most likely influenced the voters™ perceptions
of the benefits and costs of joining a monetary union.

The Views of Economists

Already at an carly stage, economists were involved in the debate
about Swedish membership in the Economic and Monetary Union.
A government commission report published in 1996, the Calinfors
Report, sct the stage for the ensuing discussion, within as well as
outside of the cconomics profession (Calmfors et al. 1997). The comn-
mission consisted of cconomists and political scientists, and was
headed by Lars Calmfors, prolessor of economics at the University of
Stockholm and chairman of the scientific advisory body of the Min-
istry of Finance (Ekonomiska rddet).

In short, the cconomic analysis of the report was based on the
theory of OCAs, listing the expected benefits and costs of Swedish
membership in the EMU. The main benelits were identified as the

"I'ie No-vote in the referendan has put Sweden ina tricky political situation as it has no
opt-oul clause, in contrast to Denmark and Great Britain, A strict legal interpretation
means that Sweden must join the euro area as soon as all the criteria of the Maastricht
Treaty are met.
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efficiency gains from a common currency, in other words, the reduc-
tion in costs concerning international transactions and the abolish-
ment of uncertainty concerning fluctuating exchange rates within the
monetary union that would generate more foreign trade and more
competition. The loss of monetary policy autonomy was decined the
main cost of full EMU membership. No longer would the Swedish
interest rate be set by the Riksbank to stabilize the domestic
economy. Instead, the rate of interest would be determined for the
euro area as a whole by the ECB. The surrender of monetary policy
autonomy was regarded as associated with high costs for Sweden in
the event of asymmetric shocks to the domestic cconomy. An inde-
pendent Swedish currency was viewed as an insurance device (Calim-
fors et al. 1997: chap. 13).

In its political analysis, the Calmfors Commission focused on a
political tradeoff. On one hand, Sweden would gain influence within
the EU by adopting the common currency. On the other hand, the
political legitimacy of the common European currency was regarded
as weak.

In its swmming up, the commission in 1996 recommended Swedish
membership in the long run, but proposed that Sweden should not
join EMU at the start in 1999. The two main cconomic arguments in
support of this view were that, in the wake of the financial crisis of the
carly 1990s, Sweden would be valnerable to country-specific shocks
as long as unemployment remained high and budget deficits were
large. In this case, fiscal policy measures were deemed insufficient to
counteract negative asymmetric shocks to the Swedish cconomy. The
commission therefore suggested that Sweden should postpone joining
the common currency until unemployment had been reduced and the
budget had been consolidated. The commission also thought that
public attitudes would become more positive toward EMU in due
time.

Eventually this recommendation became the official position of the
government and the parliament. Gradually, however, it was modificd.
In December 2002—after the parliamentary clection in September
2002 - the government decided to launch a referendum on the curo
in September 2003.

The debate within the economics profession followed the OCA
approach initially adopted by the Calmfors Commission. As a conse-
quence of new international research, arguments were added during
the campaign concerning the trade-enhancing effects of a common
currency and the impact of a common currency on capital market
integration. Still, the OCA theory remained the fundamental frame-
work applied in the debate among cconomists. Nevertheless, the
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ceonomics profession was split as different weights were attached to
the costs and benefits of monetary unification. Thus, cconomists were
active within both camps during the referendion campaign.

Al’gll]l/l(ﬂ']tS of the Yes- and N()—(Jampaigns

The public debate preceding the referendum concerned a much
broader set of arguments than those stemming from the standard
ccononiice theory ol monctary unification. A host of political views
concerning the future of Sweden as a nation state, a wellare state, and
a de moceracy play d o central role. Tt is difficult to do Justice to the
multitude of opinions expressed in the summer of 2003. The argu-
ments evolved during the campaign as well,

The Yes-camp stressed the cconomic benefits ol curo membership:
trade and competition would inerease, the rate of interest would fall,
and economic growth and employment would rise. Sweden was so
strongly integrated with Europe that membership in the curo arca
was @ necessary step to take. By joining, Sweden would have more
mlluence in the EU and play a more active role in forming the future
ol urope. The curo was viewed as a method ol ensuring peace and
prosperity in Isurope. Membership in the curo arca would contribute
to fiscal discipline. A No to the euro would contribute to isolationism
and xenophobia. Tn-a globalized world, national independence for a
country like Sweden is fairly restricted anyway. Thus, it is better to be
part of a common monctary union than to stay outside.

The No-camp emphasized the importance o having a national
central bank that could target the domestic rate of inflation and main-
tain a {loating exchange rate, isolating Sweden from asymmetric
shocks. The curo project was describe d as a risky one, a political
construction that had not yet proved that it was going to survive. The
slow gmwlh on the lum()p(,(m continent, in p(n’nul](n in (,crn](my,
and the failure to adhere to the fiscal discipline as set out by the
Stability and Growth Pact illustrated the problems of the common
currency. Membership in the curo arca would threaten the Swedish
welfare state and its present system of high taxation. Euro member-
ship would lorce Sweden to reduce taxes and consequently the size of
the public sector. The process ol European cconomic and monetary
imte gmtl()n was a threat to Sweden’s (1(31110u(1cy. Crucial <l(/(:1510ns
would be moved from the Riksdag in Stockholm to Brussels and from
the Riksbank to the ECB in Frankfurt. Swedish voters would lose
power and influence in the event of a Yes to the curo.
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Voting Behavior Predicted by the OCA Theory

Let us turn to the political cconomy of the choice of exchange rate
regime to examine what patterns of Yes- and No-voting may be ex-
pecte «l across groups in S()(](‘t\/ Our basic dssmnphon is that voters
are acting in their self-interest. We also assume that voters are in-
formed dl)()nt the consequences of alternative exchange rate regimes
[or their cconomic well-being and vote uccording]y.s This assumption,
not universally accepted in the Titeratire on- international political
cconomy, stands up as a realistic one in the context of the Swedish
curo referendum. The long, intensive campaign, the flow of hooks
and government reports, the media coverage, and the Tively public
de 1)dt(‘ preceding the referendvun provided the voters with abundant
information db()ut the effects of the choice of currency regime. The
high voter turmout rveflects the fact that the public t()()k @ strong
interest in the referendum. The obvious conelusion is that for a snmll
open economy such as Sweden the choice of the exchange rate re-
gime was viewed as a crucial one by the voters.

Once we focus on differences in voting patterns across socicty, the
question arises: Who will benefit and who will lose from membership
in a monctary union? Thus, distributional issues immediately take
center stage. Although the literature on the impact ol different ox-
change rate regimes on the distribution of income and wealth is not
well developed, an answer to the question can be derived from the
theory as well as the history of exchange rate regime choice.”

The OCA approach provides the sldn(Ln d f (un(,wml\ for consid-
ering the benelits and costs of monetary wilication.” According to
this theory, the major tradeolf is between the efficiency gains from
monetary wnification—that is, lrom a completely fixed krona rate—
and the benelits of the possibility ol domestic stabilization offered by
a flexible krona rate. Voters exposed to international trade and the
international cconomy woudd benefit more than other voters from a
permanently stable exchange rate through the inereased trade created
by a common currency and from the reduction in exchange rate
incertainty as exchange rate (Tnctuations are abolished within a

“On the role of sell-interest in models of international political cconomy. see Gabel (2001).
“The main reason for the pancity of studics about the distributional effects of alterative
exchange rate arrangements is the lack of datae See, for example, Bichengreen and Frieden
(2001: 12): “There is almost no empirical work that snecessfully measures the distributional
effects of different international monctary regimes.”

“The OCA theory still remains unchallenged although the initial contributions were mace
in the carly 1960s. The literature on the OCA theory, starting from Mundell (1961). is
immense. For recent contributions, see Artis (2003) (m(l \I()nnvlll (2002),
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moncetary union. The positive impact is (‘,xp(‘ctv(] to ()nlwoigh the
pressure cmerging from increased competition,

Looking across countries, we should expect fixed exchange rates to
be maintained by coumtries with extremely large open sectors. Hong
Kong, Singapore, and city-states such as M()naco and Andorra are
(‘xeunp](‘s of fixed exchange rvate veginmes. On the other hand, coun-
trics with relatively closed cconomices, such as the United States and
the cnro area, should adhere to floating exchange rates (Eichengreen
and Leblang 2003).

Within a conntry like Sweden, neither fully open nor (ully closed,
the benefits and costs ol monetary unification are unequally distrib-
uted. Voters in the tradable sector or in other sectors exposed to the
international cconomy should be more in favor ol the curo than voters
in the nontradable seetor or other scectors sheltered rom international
infuences. Voters with no or little exposure to the international
cconomy, thus depending pnnnmlv on domestic economic and po-
litical (](\(I()pm( nts, w)ul(l prefer national policy autonony. Su(h
independence gives them better insurance against domestic as well as
international disturbances, symimetric as well as asymmetric ones,
than an irrevocably fixed rate.”

In a welfare state such as the Swedish one, voters whose income
derives from wages, transfers, or other Torms of pay from the public
sector are expected o favor the krona. A national currency would
most likely be perecived by these voters as giving them a stronger
political say than if Sweden joined the euro arca, as caro membe 1%]111)
is expected to restrict fise al policies and keep taxes from rising, In
particular, public-scctor emplovees should be expected to vote
against the curo.

A number of additional predictions can be derived. Voters with
high incomes and higher education are likely to benefit more from
lh(‘ internationalization ol product, (dpltal, and labor markets than
low-income voters with little education.” As high-income carners are
better protected against shocks and disturbances than Tow-income
carners, the latter would tend to vote for the insurance and protection
sapplicd by the public sector—and consequently they would vote for
monetary antonomy (Gabel 2001 1 arthermore, a diversified and

“The Calmlors Commission stressed this insurance aspect ol an independent currency,
OCabel (2001) suggests that voters with high hunian capital are expected to benefit from the
opportunitics created by international trade and openness.

"Broz and Frieden (2001 328) suggest that center-right parties would prefer astable
exchange rate, that is monetary anification, while conter Teft parties would favor a floating
rale.
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growing cconomy gives better protection against macrocconomic
shocks than a specialized and stagnant one. Thus, voters in diversitied
and expanding regions would tend to be more in favor of the curo
than voters in regions depending on one or a few industries and with
a history of stagnation, that is, ol adverse economic shocks.

The empirical literature on the political cconomy of exchange rate
regimes gives roughly the same prediction as the OCA approach.
Starting from U.S. cconomic and political history, Frieden (1994)
stmmarizes the evidence as follows: “Internationally oriented eco-
nomic groups prefer fixed exchange rates, domestically based gronps
prefer floating rates.”" In short, this is the pattern expected across
sociocconomic groups in the Swedish curo referendum.

To sum up, the “great divide™ is thus between voters in the open
sector and those in the closed sector.'™ To the extent that these two
groups of voters differ in their political affiliations, idcology, religious
beliefs, and geographical lTocation, we will expect this open versus
closed economy dichotomy to show up in other groupings of the
voters as well. OF course, we do not expect the OCA approach to
explain all variations in voting behavior—only to deal with the eco-
nomic aspecet ol the relerendum.

Evidence from the Exit Polls

What factors influenced the voters” choice of exchange rate ve-
gime? The exit poll surveys conducted by Sveriges Television (SVT),
the public service broadeaster, in collaboration with the University of
Gothenburg and the Royal Institute of Technology, Stockhohn, rep-
resent a rich data source for examining voting behavior during the
referendum. These exit poll surveys, known as Valie, are based on the
responses ol approximately 11,000 voters to a questionnaire covering

"Using cconometric tests Lo examine the voting behavior in the 1896 ULS. presidential
clection
Eichengreen (1995: 25-29) finds support Tor a political cconomy explanation of the share

an election in which the choice of exchange rate system was a craeial issue

ol votes of the two [‘n't\\'i(h‘nli:\l candidates, s resall reinforces Frieden’s conclnsions.

| 2rps . ) ) - o .
I'he theory of exchange rate regimes also supplics predictions concerning the appropriate

level of the exchange rate 1o enter w monetary union. In short, according to IFricden (1994

L “Producers of tradable goods favor a |‘(\];11i\'u|y lower (more (lvpr(‘('i:ll(‘(]) exchange rate,
which makes their products cheaper relative to foreign goods. On the other hand, producers
ol nontradables support a relatively higher exchange rate. This also holds for international
investors.” The choice of entry rate for the krona into the curo area was not a major issne
in the Swedish euro referenchm, although it emerged in the debate,

B short, the expected voting hehavior follows the traditional approach by cconomists
whien analyzing the dynamics of the Swedish cconomy, that is. the division between an open
and a closed sector.
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38 issnes. The anonymous answers to the questionnaire were com-
piled, analyzed, and presente (l by SVT during its long broadcast in the
cvening of the referendum.!

The (]dtd from Valu make it possible to examine v a simple way
refationships between the Yes- and No-votes and a set of variables
such as gender, age, edncation, political ideology, and attitudes to-
ward the EU.Y we present tables and charts from the exit poll
surveys that appear most relevant to the choice ol exchange rate
regime, thus ignoring a whole range of replies to other questions. The
results l’(‘])()l‘[’(‘(] here are based on Sl]’&lig]lt[‘()l‘\r\’zl]‘(l cross-tabulations.
A deeper understanding will emerge in the future, when rescarchers
will subject the Vali data as well other data [rom the relerendum to
rigorous cconometric work. ™

Ifirst, we turn to Table 1, displaying the distribution of Yes- and
No-votes according to gender, age, and employment. Women were
clearly more negative toward the curo than men. The same holds for
the youngest voters. Emploved voters were more in favor of a Yes
llmn the e m])]()\( ', those in (uul\/ retirement, and students. Blue-

collar workers and farmers were No-voters. The Yes-vote had @ ma-
_1()111\ only wmong white-collar workers and the sell=employed.

Fable 2 on th(‘ sociocconomic backgronnd reveals two striking pat-
terns, First, education and thus income is a major determinant ()l the
choice of currency. Members of SACO-—the trade union of university
araduates— voted for the curo, while members of the blue-collar
wion (LO) and the white-collar union (TCO) voted against the curo.
Second, voters ompl()y(‘d in the pri\/uto sector were more p()sitivo
toward the curo than those employed in the public sector. This pat-
tern is consistent with the predictions of the OCA theory.

Docs citizenship influence the outlook on monctary unilication?
Table 3 gives the answer. Voters who were not citizens of Sweden
(but had the right to vote in the referendum) were clearly in favor of
Sweden joining the curo. Of the voters raised in Enrope, but outside of
the Nordie countries, 69 pereent voted Yes, and ()nly 30 pereent No.

"or Turther information on the Swedish exit polls, which have been conducted at all
national clections since 19910 sce Hernborn ot al. (2002). Data from these surveys can he
obtained fronywawavssdlonese. The data examined in this study aee from SVT Vol 2003 as
('()III[)iI(‘(] ])}' Il()[ml)org (200:3). available from SVT. The data have been \v(‘ighl(‘(l i line
with the resnlt ol the relerendum.

PSimilar dataare available from opinion polls carvied out before the clection. However,
these are not of the same high quality. Besides, we are intevested in the views of the voters
at the moment (|1<\ made llu r (l]()l(( s at the voting hooths.

A detailed analysis of the voting behavior in the referendam, carried out by Séren
Holmberg and collaborators, will be Torthcoming in the fall of 2004,
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TABLE 1

YES AND NO: GENDER, AGE, AND OCCUPATION
(PERCENTAGE OF THE VOTES)

Yes No

Gender

Women 36 62

Men 48 50
Age

18-21 26 70

22-30 41 56

31-64 45 54

>65 41 57
Occupation

Blue-collar 29 69

Farmer 32 65

White-collar 52 46

Self-employed 54 44
Notes: Blank ballots are ignored. They represented between 1 and 4 percent of

total votes.
Source: SVT Valu, 2003.

TABLE 2

YES AND NO: TRADE UNION AFFILIATION AND PRIVATE/PUBLIC
EMPLOYMENT (PERCENTAGE OF TIE VOTES)

Yes No
Blue-collar members (1LO) 30 69
White-collar members (TCO) 45 53
Academic members (SACO) 53 45
Employed in the private sector 47 51
Employed in the public sector 37 61
Of which:
Central government 44 54
Local government 34 64

Notes: Blank ballots are ignored. They represented between 1 and 4 percent of
total votes.
Source: SVT Valu, 2003.

Voters with the experience of living outside of the Nordic conntries
wanted Sweden to be part of the curo area.
Judging from Table 4, familiarity with the euro influenced the

referendum. Yes-voters had visited the curo area more often than
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TABLE 3
YES AND NO: CITiZENSHIP AND COUNTRY OF CHILDHOOD
(PERCENTAGE OF THE VOTES)

Yes No
Swedish citizenship 4] 57
Non-Swedish citizenship 57 49
Raised in Sweden 41 57
Raised outside Sweden 59 40
Of which:
In another Nordic country 60 40
In another lCur()pUun country 69 30
In a country outside FEurope 49 49

Nores: Blank ballots are ignored. They represented between 1 and 4 percent of
total votes.
Source: SVT Valu, 2003.

TABLE 4

YiSs AND NO: NUMBER OF VisITS DURING THE PasT 12
MoNTHS TO THE EUROZONE (PERCENT)

Number of Visits

to the Eurozone Yes-Voters No-Voters Total
Many 36 17 25
A few 31 28 29
None 33 55 46

Nores: Blank ballots are ignored. They represented between 1 and 4 percent of
total votes.
Source: SVT Valu, 2003.

No-voters. The majority of the No-voters had not been in the curo
arca during the 12 months preceding the referendum. The Yes-
victory in Haparanda, mentioned carlier, illustrates this pattern as
well. Exposure to and thus practical experience with the euro as a means
of payment made voters more positive toward the common currency.

Table 5 reveals the issues that were considered to be of “very great
importance” for the decision by the voters. The exit poll survey con-
tained 13 ()pti()ns to choose between. For the Yes-voters the “p()ssi—
bility to inflnence the EU,” “peace in Furope,” “the Swedish
cconomy,” “democracy,” and the “conditions for business™ were the
five most in'lp()rt;mt reasons to zl(l()pt the euro. The c()rr(ts])(mding list
for the No-voters encompasses “democracy,” “national independence,”
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“the rate ol interest determined in Sweden,” “social welfare,” and “the
Swedish cconomy.”

TABLE 5
YES AND NO: ISSUES OF “VERY GREAT IMPORTANCE”
(PERCENT)

Yes-Voters No-Voters
Possibility to influence 57  Democracy 67
the EU
Peace in Europe 56 National independence 62
The Swedish economy 53  The rate of interest 60
determined in Sweden
Democracy 47  Social welfare 58
Conditions for business 40  The Swedish economy 56
En‘lp]oymcnt 40  Prices 5l
Social welfare 36 Employment 47
Equality 29 Equality 43
Prices 28  Peace in Europe 40
National independence 22 Possibility to influence 28
the EU
The rate of interest 18  Conditions for business 19
determined in Sweden
P\eﬂlgces/h1’1migmti(m 15 Refugees/immigration 18

Source: SVT Value, 2003.

The three highest ranked issucs in Table 5 suggest that the Yes-
and No-camps held diverging views on the impact of the curo on
democracy and national independence. The Yes-voters viewed Swed-
ish curo membership as a way of strengthening Swedish influence
within the EU, in monetary matters as well as in other areas. Adopting
the euro was regarded as a means of improving prospects for peace in
Furope as well as of boosting the Swedish cconomy. The No-voters,
however, regarded the curo and Ml membership in the EMU as a
major threat to Swedish d(‘m()(tm(:y and to national in(l(tl)(:n(h:nc(',
and hence as a threat to the nation state and the welfare state. They
ranked “peace in Europe” and the “possibility to influence the EU”
fairly low. For the No-camp, domestic control over the rate of inter-
est, that is, a monctary policy fully geared toward domestic prioritics,
was an important factor behind the rejection of the curo.

The role of politics, ideology, and attitudes toward the EU is also
demonstrated in Table 6 and Figures 1-3. Thrce partics—the Left
(formerly Communist) Party (v), the Greens (mp), and the Center
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TABLE 6
Yiis AND NO: PARTY SYMPATHIES
(PERCENT)
Party Yes No  Blank  Total
Parties Advocating a No
The Left Party (v) 10 89 1 100
The Greens (mp) 19 86 2 100
The Center Party (c) 18 80 2 100
Parties Advocating a Yes
The Social Democrats (s) 45 53 2 100
The Christian Democrats (kd) 41 D 2 100
The Liberal Party (fp) 67 30 3 100
The Conservative Party (m) 79 27 1 100
Source: SVT Valu, 2003.
FIGURE 1
YES AND NO 1O THE EURO AND LEFT/RIGHT
PoriTiCAL VIEW OF THE VOTERS
100% 1
90
80 i
S . Yes-voters
70 70
60
50
40
30
2y No-voters
10 9
0
Clearly to the left  Somewhat to the left Neither left nor right Somewhat to the right Clearly to the right
(14%) (24%) (32%) (22%) (8%)
SourcE: SVT Valu, 2003.

(formerly Farmers’) Party (¢)—officially supported the No-
alternative. Four parties—the governing Social Democrats (s), the
Liberal Party (fp), the Christian Democrats (kd), and the Conscrvative
Party (m)—were officially all in favor of a Yes. These four parties
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FIGURE 2
YES AND NO TO THE FLURO AND ATTITUDES TOWARD
A UNITED STATES OF KUROPE

1009
. 94
90
Yes-voters
80
70
60
50
40
30
20
"~ . _ No-voters
10 11 S
~e5
0
Very negative Rather negative  Neither negative nor Rather positive Very positive
(10%) (21%) positive (25%) (16%) (10%)

Source: SVT Valu, 2003.

commanded a clear majority of the voters, about 80 percent of the
scats in the parliament. Still, the No-voters were victorious, Many
commentators thus regarded the outcome of the referendum as a vote
against the political establishment and against the clite in Stockholm.
Table 7, showing that Yes-voters had greater conlidence in politicians
than No-voters, supports this view.

Table 6 demonstrates that the No-majority was a solid one among
the three partics campaigning against the curo, most overwhelmingly
among voters of the Left Party. Two parties, the Social Democrats
and the Christian Democrats, which were officially supporting and
campaigning for the Yes-alternative, had a majority ol voters voting
No. ()nly the two non-socialist partics, the Liberals and the Conser-
vatives, had a majority of Yes-voters. The curo relerendm was a
major challenge to party discipline among the four partics that were
active on the Yes-side. The share of voters that voted according to the
recommendations of their partics was lower in the curo referendum
than in the three other referendums that had been held since World
War IT—about 64 percent (Holmberg 2003).

The euro referendum had a clear ideological dimension judging
from Figure 1. In short, voters on the left were critical of the curo
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FIGURE 3

100% 94
L -
90 T
80 TR TS
70 Bl . Yes-voters
65
60
50
40 .
30 33
No-voters
20
10
0
Exit the EU No opinion Stay in the EU
(25%) (17%) (58%)
Sourc: SVT Valu, 2003.
TABLE 7
YES AND NO: TRUST IN POLITICIANS
(PERCENT)
Yes-Voters No-Voters Total
Much/quite a lot of trust 70 44 515}
Very little/rather little trust 30 56 45

Source: SVT Valu, 2003.

while those on the right were ready to replace the krona with the
cwro.'” However, the economic forces identified carlier could e at
work here as well. Voters on the left tend to be employed in the
public scetor to a larger extent than voters on the right, thus viewing
monctary unification more as a threat to their own financial positions.
Voters on the right stood to benefit from monetary unification,

P igare T also reveals that more Swedish voters regard themselves as being on the left than
on the right.
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characterized by high income and good education, being employed in
the private sector, and living in well-diversilied and expanding regions.

The attitudes of voters toward the euro were influenced by their
general views on European political integration and cooperation. A
Yes to the curo meant that Sweden would be more closely integrated
within the EU. In this sense, a Yes-vote represents a more positive
attitude toward FEuropean cooperation and European commit-
ments. Those voting for the curo were also more positive toward
closer European political integration, as revealed by Figure 2. The
same picture is apparent from Figure 3, which deals with Swedish
membership in the EU. Those voting for enro membership wanted
Sweden to remain a member of the FU. Broadly speaking, those
wanting Sweden to leave the EU voted against the curo. A majority of
the voters, however, wanted Sweden to remain a member of the EU.
The outcome of the referendum should thus not be taken as a vote for
Sweden to leave the EU.

In Figure 4 an additional database, covering the referendum out-
come in cach of Sweden’s 288 municipalities, is used to explore the
political cconomy of the referendum. Ilere the ratio of No-votes is
estimated as a function of the share of “paid absence” from the regu-
lar fabor market. The latter variable encompasses voters in the range

FIGURE 4
SHARE OF NO-VOTES AS A FUNCTION OF PAID ABSENCE
FROM THE LLABOR MARKET

1007 1 — 1.6603x + 30.394
2
901 RESSIC Strémsund
®
801 g

70 1

Share of No-voters
()]
o

50 Haparanda e
e - =
407 == Stockholm
301 Sl
® Danderyd
20 T T v T T '
5 10 15 20 25 30 35 40

Share of paid absence from the labor market

Source: Data supplied by Jan Edling, LO, Stockholm.
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of 16 to 64 years who are paid through public transfers for being
wie lll])]()}((l on sick leave longer t]um a year, and on carly retire-
nent.'™ This variable, which displays a high correlation with regions
(located in Norrland), political ac ]1(‘,1(,11(,0 (left-leaning) and income
(low-income), explains about 50 pereent of the variation of the share
ol No-votes as r(%p()rt’(‘,(l in the regression in Figure 4,

Figure 4 demonstrates that the higher the absence from the regular
labor market, the stronger the No-vote. This result is what was ex-
pected [rom our discussion of the political cconomy of exchange rate
regimes. Voters who are protected from negative economic shocks by
public-sector translers are expected to vote for monetary—and thus
for fiscal—autonomy.

Iigure 4, which plots the share of No-votes in all 288 mumicipalitics
in Sweden, brings ont some illuminating cases. The highest share of
Yes-votes (lowest share of No-votes) was registered in Danderyd, the
richest muanicipality in Sweden with the lowest share of paid absence
from the Tabor market. The highest share of No-votes—more than 80
pereent—is fonnd in Strémsund, a mumicipality in the inner part of
Norrland. Haparanda, the municipality with the highest share of paid
absence—more than 35 percent—is a clear outlier. As argued carlier,
the fact that the voters in Haparanda, bordering Finland, are used to
the curo in their daily business is the most likely explanation of their
desire to introduce the curo.

To sum up, the voting behavior found in the Valu polls is close to

what can be predicted from the political economy of exchange rate
regimes as discussed carlier. This should not come as a surprise be-
cause the arguments ol the Yes- and No-camps to a considerable
extent were inspired by the OCA approach, made well known by the
analysis ol the cconomics profession. The evidence [rom the exit polls
is consistent with the view that the voters were influenced l)y their
cconomic self-intevest. Their choice at the ballot box was closely
interlinked with ideological or political considerations as well. To the
extent that political ideology and attitudes are related to cconomic
determinants, cconomic factors will appear to have even greater
weight in explaining the voting behavior of the ewro referendum.,

Evidence from EU Referendums
As argued initially, the Swedish referendum on the curo in 2003 is
mique in the sense that the voters faced a clear choice of exchange

"This variable is construcled by Jan Edling at LO, the central organization of Swedish labor
wnions. T am indebted to him for making his data available. The data set can be obtained
from Jan.Edling@lo.se,
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rate regimes. Still, comparisons of the evidence from Sweden with
recent (m'lpiricul work on EU referenduins in other liuropean coun-
tries may be fruitful because these were implicit referendums about
the choice of exchange rate regime as well. We should thus expect
that voting behavior in these clections might be predicted to some
extent by the OCA l’h(‘,()ry.m

In a study of the French referendum on the Maastricht Treaty in
1992, Mecon (2002), partially inspired by the OCA approach, shows
that voters” perceptions ol the economic costs and benefits of a mon-
ctary union influenced voting behavior. Using the economice charac-
teristics of French regions (départments), he concludes that regions
with high unemployment tended to vote No to the Treaty. However,
he does not find evidence that the degree of openness to international
trade across regions in France had any impact on the voters” choice.

Examining regional variations in the referendnm on EU member-
ship in Sweden in 1994, Vlachos (2004) suggests that the referendum
represented a choice between two different fiscal regimes. TU mem-
bership would limit the room for maneuver of national policymaking.
According to Vlachos (2004: 1590), it would be identical to “u fiscal
regime imposing strict restrictions on the national discerction to
handle risk-sharing and redistribution between regions.” Staying out-
side of the KU would allow more leeway for domestic insurance
through taxes, transfers, and subsidics and for more redistribution.
e predicts that rich regions with a diversified industrial structure
should vote for EU membership, while regions receiving high trans-
fers should vote against,

True to his expectations, Vlachos (2004: 1600) finds that “Regions
with high average income and educational levels, small receipts of
central government transfers, and trade patterns displaying compara-
tive advantages toward the EU were relatively positive to member-
ship.” As he analyses the referendum of 1994 as a choice between two
types of fiscal regimes, thus foensing on the costs and benefits of a
“tighter” versus a more “generous” redistribution policy, he makes no
explicit reference to the predictions generated by the literature on the
political economy ol exchange rate regimes. However, these predic-
tions arc similar to those he derives. In his opinion, the Yes-victory in
the EU referendum may be interpreted as a vote in support of

"Regressing the percentage of No-votes in the 2003 enro referendum on the percentage
of No-votes in the 1994 U referendum across all Swedish municipalities gives rise to an
2 6 0.90. Thus, the correlation between the views of the voters on curo membership and
on EU membership is very high. (T am thankful to Leil Johansson {or this estinate.)
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reducing the size of the Swedish welfare state rather than a vote
lavoring Furopean political integration.

The referendinms in Finland, Sweden, and Norway on membership
in the LU, which took place close in time in the fall of 1994, have
been analyzed in great detail by a group of political scientists in a joint
Nordic project. The voting behavior in the three Nordic countries was
almost identical, d(u)l(hngj to Jensen, Gilljam, and Pesonen (1998:
316): “The more wealth, education, (md prestige a voter possessed,
the more likely she or ]1(* was to support EU me mb( rship. People in
arban and suburban arcas were more likely to suppmt membership
than people in rural and sparsely populated arcas.” Voters in the
capital or in its surroundings were more in favor of 15U than voters in
the periphery. Men appreciated EU membership more than women.
Roughly the same pattern can be established for the curo referendum
nine years later in Sweden,

Jensen, Gilljam, and Pesonen (1998) and their collaborators pre-
sent a descriptive discussion based on cross-tabulations and regres-

sions withont carrying out any o,xp]i(:it tests based on pr(\(lictions
derived from cconomic theory. It is tempting to conclude that their
work could be improved upon by tying it closer to the theory of
exchange rate regime choice because the patterns they reveal are
close to those suggested by the OCA approach,

The voting behavior in the Danish 2000 EMU referendum is close
to the pattern found for Sweden in 2003 in many respects. According
to Marcussen and Zélner (2003: 117) “a No-voter is more likely to
have a lTower education than a Yes-voter, to have a job at the bottom
end of the social hicrarchy, and to be female.” However, in Denmark
the No-voters were found at both ends of the party-political spec-
trum: cither on the far left or the far right, while the Yes-voters
clustered in the political center. In Sweden, the No-vote was primar-
ily a far left phenomenon. Sweden, in contrast to Denmark, has no
populist l)dll\/ to the far right. Nor did Marcussen and Zélner report
any diflcrences in voting behavior according to region, education, or
occupational group. Ilom the Swedish pattern is mar k(,(lly more seg-
mented.

In a study of the support for EU membership in the candidate
countries, Doyle and Fidrnuce (2004) note that the impact of cco-
nomic integration diverges across different groups. for this reason
they expect to find differences in the voting behavior of various socio-
ceonomic groups. However, they are not ready to predict the effects
ol various determinants on voting behavior. Instead they regress sup-
port for EU membership and voters” participation in the referendums
on a large number of variables such as sex, age, household size,
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education, unemployment, income, and employment in a scarch for
common patterns. They find that among voters “those with high
education (or still in school), white-collar occupations, high income,
young age and living in urban arcas are more likely to participate in
the accession referendums and vote in favor of EU membership.” To
their surprise, “the elderly, bluc-collar workers, less educated, those
with a repeated history of unemployment, those living in rural areas
and also those living in underdeveloped or agricultural regions tend to
be against accession and/or do not vote.” Doyle and Fidrmue (2004
20) are surprised by this result because they expected these groups to
benetit from the redistribution opportunities provided by EU mem-
bership. Voting behavior in the accession countries is broadly similar
to that found in the Swedish curo referendum.

To sum up, assuming voting behavior is guided by cconomic sclf-
interest, the OCA theory gives a few straightforward predictions con-
cerning voting hehavior in the referendums on EU membership as
well. Voters believing that they will benefit from international goods
and capital market integration are expected to be in favor of monetary
unification, whereas voters believing they will be deprived of protec-
tion and insulation [rom economic shocks will tend to vote for a
{loating exchange rate—that is, against the curo. Voting behavior
would thus diverge according to sector of employment, source of
income, and level of education. The Yes-vote should be found pri-
marily among voters employed in the tradable sector, the private
sector, among high-income earners, and the well educated. By con-
trast, the No-vote should be expected to be stronger among voters
employed in the nontradable sector, among low-income carers, un-
employed, the less-cducated, and those receiving public support he-
cause these groups are more dependent on public-sector transfers to
maintain their living standards and their political influence. These
predictions are supported by evidence from opinion polls and refer-
endums concerning membership in the EU as surveyed proviol,ls]y.z“

. , . 21
Trust in the Euro: The European Pattern

Judging from the exit polls, voters were strongly influenced by
their attitudes toward the European integration process—that is, toward

27 hese results reject the view of Giovanini (1993: 18), namely, that “there are no stable
or significant constituencics for or against monetary imion.” The empirical evidence from
several KU member states suggests the existence of a munber of fairly well-delined groups
that are either for or against moncetary mnilication.

21This section on trust is adapted from Jonung (2002).
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the LU, its performance, and its policies—and toward economic and
political events in Lurope; in short, toward what is going on in “Brus-
scls.” The No-side made frequent references to the problems of en-
forcing the Stability and Growth Pact, to the French and German
refusal to abide by its rules, to the high unemployment rate and the
low growth rate of the curo arca, and to problems of making the EU
work honestly and smoothly. The No-side argued that Swedes could
not trust the U to carry out a policy that wou] I be beneficial to
Sweden, and that Sweden should therefore maintain its own cur-
reney, rejecting the euro.

Monctary history demonstrates that the acceptance and popularity
of a currency is closely associated with the public’s trust in the insti-
tutions that supply the currency such as the central bank, the parlia-
ment, the government, and other elements of the political syston'l.22
In an old established nation state like Sweden with the oldest central
bank in the world, this trust and legitimacy has existed for a long time.
The traditional functions of the national money, the krona—as a
medinm of exchange, a mnit of account, and a store of value
taken to be self-evident.

To replace the krona with the curo would be a radical step to the
Swedish public. The new European cnrrency needs a high degree of
credibility before it is accepted. However, the Swedish public have
little trust in the curo as demonstrated by Figure 5. The data for
IFigure 5 are obtained from EU-wide opinion polls (the Turobarom-
eter for the Spring of 2003), where representative samples of the
public are first asked to give their view of the European Commission
and later arce asked about their attitudes toward the ewro. The ques-
tion about the KC is phrased as (ollows: “Please tell me if you tend to
trust or tend not to trust it?” The question zll)()ut “A European mon-

are

ctary union with one single currency, the curo,” is phrased as follows:
“Please tell me whether youw are for it or against?”

According to Figure 5 the poll for the United Kingdom displays
the Towest degree of trust in the EC. Trust in the KC is also low in
Sweden and Denmark. The fact that these three countries have all
remained outside of the curo areadis partially related to their low level
of trust in “Brussels” or “Frankfurt.” A simple regression using trust
in the 156 as the explanatory variable behind the Yes to the curo—sce
Figure 5~l)rings out a strong positive r(t]zlti()nship across the

2Ror a briel discussion of “trust,” sce Cohen (1998). The concept is close to that of
credibility nnderlying much of the analysis of modern monctary theory and policy.
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FIGURE 5
“FOR THE F,URO” AND TRUST IN THE EUROPEAN
COMMISSION, SPRING 2003
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member states of the EU.?* Countries such as Italy, Belginm, Lux-
embourg, Ireland, the Netherlands, and Spain are at the opposite end
of the scale from the United Kingdom, Sweden, and Denmark.
History may explain the pattern in Fignre 5. The United Kingdom,
Sweden, and Denmark—all monarchies and stable democracies—
have been independent and successful nation states for unusually long
periods of time. The three countries have not experienced domestic
political violence for centurics. Sweden and the United Kingdom
have not been occupied by forcign powers in modern times. Denmark
only experienced foreign occupation during World War 11 Their
domestic political systems enjoy considerable public respect and sup-
I)()l’t’. T]l(‘il' (](‘”]()('ril“(‘ l’r}l(]“’i()”s are \'V(‘” (](‘V(‘]()l)(‘(] Zl”(] (‘nl'l'(‘ll(‘]l(‘(].
Public institutions are usually regarded as efficiently and honestly
run. Domestic politicians and burcaucrats are respected to a larger
extent than in most other EU member states. Sweden has not been
actively involved in wars for almost two centuries, contributing to

#The high correlation between trust and acceptance of the euro may also be viewed as
g : 1 )

caused by a third factor: a positive attitude toward the Faropean integration process, which

is transformed into trust for the institutions of the FU, inchuling the enro.
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both a strong belief that the (()unhy and its wellare state is unique,
and to an dttlhl(l(‘ of isolationism.* Sweden and Denmark have a
well-developed sense of national identity based on a common lan-
guage, religion, cultire, political institutions, and hist(ny.25 The late
entry ol Sweden into the KU in 1995 is a consequence of this skeptical
and isolationist attitude toward the European integration process.
Looking at European cooperation from this domestic perspective,
the institutions of the European integration process, and thus the
common European currency, appear less trustworthy and legitimate
than may be the case in other EU member states where confidence
and trust in domestic institutions are lower. This relative lack of trust
in BU institutions (:()n’lpurod with domestic institutions was most
likely an important determinant of the Swedish curo referendum.

Conclusion

The Swedish referendum on the curo i September 2003 is an
exceptional event for rescarchers of monetary unification. The voters
chose between the two polar cases of exchange rate regimes: cither a
frecly floating exchange rate or membership in a mone tary union.
Our analysis of the referendum provides some major conclusions
concerning the predictive power of the OCA the sory, the role of dis-
hlbnh(mdl issues, and the impact of political attitudes toward the
L“ump(‘un integration process on voting behavior,

Ifirst, when analyzing the choice of currency—whether to join or
not to join a monetary union—economists commonly start from the
OCA theory. As a rule this approach is adopted on an aggregate or
nationwide basis to bring out the tradeoff between the bencfits of
increased microeconomic efficiency (achieved by membership in a
monctary union) and the costs of reduced ability of macroeconomic
stabilization (loss of monctary autonomy when joining a monctary
union). As demonstrated here, when acknowledging that these ben-
elits and costs are not identically distributed across sociocconomic
groups, the OCA approach may also improve our understanding of
the way sell-interested and informed voters make up their minds. In
short, those benefiting from international trade and integration will

e experience of Switzerland is similar to that of Sweden, contributing to Swiss isola-
tionisim vis-a-vis the 15U,

2PSee Marcussen and Zoher (2003) and Osl(‘rgﬁr(l (1994) tor the history and characteristics
of the process of nation-building in Denmark. Strith (2000) describes the Swedish path to
national identity.
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vote for the euro, while those benefiting from monetary indepen-
dence will vote for preserving the domestic currency, the krona.

Second, as a rule the evidence from the exit polls supports the
predictions of the OCA appr()ucll.% The referendum demonstrates
that the expected distribution of benelits and costs was an important
determinant of voting behavior. The fear, in particular among public-
sector employees, women, blue-collar workers, and the unemployed,
that the euro will bring about restrictions on public-sector cmploy-
ment and on transfers from the public sector contributed to the
victory of the No-camp. In short, the No-votes originated from voters
with a high dependency on the public sector and often with Tow
incomes—although these voters would not be exposed to inercased
international competition. A similar response (:lnorgcd in the Danish
curo referendum in 2000 as well, where the No-camp made curo
membership a major threat against the welfare state. High-income
carners, however, oriented toward the international cecononmy, cn-
ployed in the private sector, and living in regions with a diversified
economy, were in favor of the euro.

Third, political attitudes and ideology influenced voters as well. >
The No-voters regarded the common carrency as a threat to national
independence and to Swedish democracy. They feared that joining
the curo meant that decisions of major importance were taken out of
the hands of domestic voters and domestic politicians and transferred
to Frankfurt and Brussels to be made by policymakers that were not
democratically accountable according to their understanding. Yes-
voters, however, were positive toward increased European political
integration. Many of them expressed support for the idea of a United
States of Furope. The farther to the left, the stronger was the No-
vote. Only the two parties to the right, the Liberal and Conservative
Parties, had a majority of Yes-votes. Voters to the left also tend to be
low-income earncrs and more dependent on public transfers than
voters to the right.

The OCA approach improves our understanding of how the

*The predictive power of the OCA approach Lo assess the creation and destriction of
monctary unions is commonly regarded as low. See, for example, Goodhart (1995: 452) and
Bordo and Jonumg (2003 62-63). However, in this study dealing with the differential
impact across society of the choice of exchange rate regime, the OCA theory is able to
generate a number of testable implications,

T lrue, political integration and national sovereignty is explicitly mentioned by Mundell
(1961) in his seminal contribution as determinants of currency arrangements. He suggested
that these factors might not be as strong in Western Larope due to the creation of the
Common Market. The Swedish referendum indicates, however, that these factors are still
decisive.
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economic benefits and costs of monetary unification are perceived by
voters across society. However, it should be combined and supp](‘
mented with ideo ()01((11 and 1)()]11](,(l] factors because these were im-
portant (l(t(,lmmants of the outcome of the referendum. This re-
mains a challenge for rescarchers on monctary unification.
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