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Political Business Cyeles en Unemployment

Abstract

The present paper surveys and tests Political Business Cycles theories on a panel of 14
industrialized countries (13 Furopean Union countries and the U.S.). from 1960 to 1996, It
investigates whether rhere is evidence of opportunistic or partisan unemployment effects in their
“pre” and “post” rational expectations forms; and whether economic stability and political
stability are related. The results suggest the existence of partisan effects, with more support for
rational partisan models than for models with permanent output effects. There is also evidence

that coalition governments are associared with higher unemployment rates than single party

EOVETTHTENIS,

Kevwords: Unemplovment. ldeology. Parties. Politics. Elections



i Iniroduction

The present paper analvzes the political economy of unemployment in a sample of [4
industrialized nations (the .S, and 13 Buropean Union countries). from 1960 10 1996 Two
main objectives of this paper can be identified. The first is 10 test political busine g (PBO

theories’ predicrions regarding unemployment. in “pre” and “post” rational expectations form.

The second objective is to investigate how political fragmentaton affects unemplovment.

e

This study uses u larger and richer data set thin previous researchers have used ©

investigate PRC. Unlike previous studies. instiitional differences across nations were taken

into account by giving different treatments 1o presidential. semi-presidental and parfiamentary

regimes. Improvements in the quality of political data allowed the construciion of a contimuous

variable, instead of a discrete variable. 1o measure governmenis’ ideclogies. This is particularly
important when coalition governments have been formed by parties with differing ideologies.
Another improvement over previous rescarch is o formulate PRC tests using unemployment
expressed as deviation from wend. This is particutarly important for partisan models
incorporating rational expectations. according to which incumbents can cause unemployment to
deviate from trend only during a short period following ziections.

2 presents a brief survey of the relevant

The paper is organized as follows. Section 2

S

seciion 4 develops the empirical

.
¢
ot

literature. The following section describes the dai

methodology and results. Finally, a criique and conclusions are reporied.

2 Sarvey of Literature

This section starts with brief descriptions of the evolution of political business cyele models and

of the major empirical work using panel data to investigare this subject.



2.1 Models of political business cycies

For good surveys on political business cyele (PR literature see Alesina (1988), Nordhaus

{19895, Person and Tabetlini (19901 e (1997%. and Alesina. Cohen. and Roubini {1997). The

following sub-section presents a brief svathesis of its gvolution.

2.1.1 Political business evele: Nordhaas (197 !

Main assumptions:
[y Fconomic structure: the expectations-augmenied Phillips curve holds. The Phillips curve is

eceper in the long-run than in the short-run. implying a smaller trade-off berween inflation and

unemployment in the long-run than in the short-run. It is assumed that unemployment is 4

policy variable which policymakers cun set at the level they wish, through a choice of fiscal and

monetary policy
2y A1l voters have the same utility function, and they favor stable prices and low unemploy
7y All voters have the same utility function, and they fuvor stable prices and low unempioyment

rates. Voters have myopic expectations. and they weight recent events more heavily. They form

expectations based on past expertence and they have adaptive inflation expectations. They

evaluate incumbents by comparing their actual behavior w the usual behavior of parties.

3) Parties are opportunistic: regardless of their ideological prienfation governing parties iy 1o

maximize votes, This approach is in accordance with Downs® { 1937) idea that partes arg more

concerned with their own welfars (staving in office) than with the welfare of society as a whole

Predictions of the model:
1y All governments behave afike during their incumbencies by choosing policies that maximize
their plurality at the nextelection.
7y In the long-run. democratic svstems will choose w point in the Phitlips curve where

unemployment is lower and inflation s higher than optimal. This results from purely mvopic

policy choices where future periods are ignored. In the short-run, there is a business cycle

[

USea also Lindbeck (19760, and MucRae

(2]



sssociated with the electoral cvele, Incumbenis engage in anti-inflanonary policies after

eclections. which increase unemplovment. and they generate a pre-election inflation surprise to

stimulate the cconomy and increase their probability of winning the glection.

2.1.2  Partisan theory: Hibbs (1977

Main assumptions:

1y Economic structure: the Phillips curve holds. There 15 a rrade-off between inflation and

unemployment, presumably even in the long-run. Pohitical authorities can influence the level of
unemployment and inflation through fiscal and monetary policy. Different combinations of
unemployment-inflation have imporaant  impacts on  the distribution of income. and

consequently on different classes of the population.
7 Individuals have different utility funcidons. low and middle income groups of the population
are more averse to unemplovment than inflation. while upper income groups are more
concerned with inflation than unemplovment. Voters are aware of partisan differences. choosing
the parties that represent their preferences. Expectarions wre myopic, incumbents’ performances
are evaluated retrospectively. and recent events are weighted more heavily.

3) Parties are supported by different groups of the electorate and, when in power, adopt policies
that favor the groups by which they are supporred. Thut is. parties have different ideologies.
pursue different objectives, and consequently adopt differznt policies. Namely, left-wing parties
are more concerned with unemplovment. while right-wing parties assign a higher priomniy o

price stability.”

Predictions of the modet:

2 See alsa Hibbs ( 1987, 1994 for further extensions, and Hibbs - [992) for & survey of partisan theory.
 Thig assumption represents a departure from Downs (19571 who sugoestad that partizs maximize vO1es,

implving that they would converge to the same platform by zdopting the median vorer's most desired

policy.

(U]



17 Governments of different parties adopt different policies.,

7 Macroeconomic outcomes are svstematically related (o governments' political orientations:

lefwing  incumbents reduce unemployment. while right-wing governments udopt ant-

influtionary policies when in powe

2.1.3 Rational expectaiions and game-theoretic literature

The first generation of PBC models assumed voter myopia and an exploitable expectations-

augmented Phillips curve, It was believed that macraeconomic policy could have real etfects

over extended periods of time. With the introduction of rational ex wectations, the assumption

that vorers could be systemaricaily fooled wuas no langer tenable and PBC models required

IL,EOT“HLIMEI(‘EH In fact. the whole point of macreecanomic policy effeciivensss was being

questioned with the emergence of the New Classical school of macroeconomics. Relevant

papers on this subject are Lucas (1973) and Sargent and Walace (19753
A new revival of PBC models occurred with the development of the New Keynesian
ideas. Models in this genre incorporated ratlonal expectations, and predicted that anucipated

aggregate demand policies could have real impacts if wages or prices were set in advance for

multiple perieds.” The game theoretic literature on macroeconomie theery initially developed by

Kvdland and Prescott (1977 and Barro and Gordon «1983) was alse incorparated in PBC

4 .
Fully rational voters would not reward governments that svste ematicaily produced pre-election inflation

surprises. Before the inrroduction of rational expectations. Mordhaus 1973} had already pointed that an

ohvious remedy for the political business cycle was 1o improve the in formation available to voters, so that
they could punish purely opportunistic policies. Regarding parusan models, since the electorate would be
aware of partisan differences it would perfectly predict the macrocconamic policy being adopred by

incumbent party. Thus, macroeconomic policy would be ineriectve and no partisan differences would be

chserved In macroeconomic oricomes.

* Two papers that introduced this idea were Fisher (1977) and Tavlor (1980).

den



literature. In these games. the incumbent pariy strategically interacis w vith the competing pariies

and with the electorare.

2.1.4  Rational opportunistic models: Rogoff and Sibert (1988)°

Main assumptions:

1y Economuc structure: the model concentrates on macroeConom ic pelicy variables. not on

outcoimes.’

7y All verers have the same utility function. and they chose the candidate that is expected o

generate the highest utility when elected., [ndividuals have rational expectations. but are

imperfectly informed. There is uncertainty about the competence of the incumbent. which is

bigger the smuller is the revenue it neds 1o provi {e for a given level of government services.

¢ the level of government competence with a one-period lag. and they v 10

“

Citizens obser

make inferences based on the level of wxes that is set at the beginning of the period.

3) Purties are rational and opportunistic. Governments differ in levels of competence. and they

know about it hefore vorers do. Therefore. before elections incumbents have an incentive 1o

oy
)

signal that they are competent by manipulating macroeconomic policy variables. The incumbent

ced by the fact that he

e
("u

incentive to cheat (1o appear motre competent than he rzally is) I

places some weight on social welfure losses derived from excessive use of seignorage.

Opposition parties can make promises. but they lack a wav to reveal how they would do if they

wera in office.
Prediciions of the model:
1) AR governments {with given competence vels) behave alike.

2) In the non-reputational equilibrivm. there may he opportunistic effects in the policies

adopted. but not necessarily in real outcomes. Since policymakers know their competence

6 Soe also Cukierman and Meizer ( 1986, Rogoff { [990). and Person and Tabellini (1990).

"1t does not directly provide a rationale for an electoral eycle in unemployment.



hefore voters do. they have an incentive to take advantage of this asymmetry of information by

trying to appear as competent as possible before elections. As axes are set al the beginning of

the period. mistakes (intentional or not) made by the government generaie a shortfall In revenue.

which will be adjusted through distortionary seignorage taxes. That is. the electoraie observes

of government competence directly but with a lag. Therefore. hefore election periods

the jevel
the incumbent tries to signal its competence by cutling waxes {or increasing govermment

spending. or money growth) in order © be re-clecred. However, during off-election periods

there is no incentive (o cheat. As the electoral cvcles in policy variables derive from temporary

asymmetries of information, and vorers are rational and aware of parties incentives to fool them.

the opportunistic behavior is limited (the political business cyeles are less regular and shorter

than Nordhaus' cveles). Inflation is higher than “normal” immediately hefore elections. If the

analysis is extended to the infinite future. a reputational equilibrium may exist that Paretto
dominates the non-reputational equilibrium. Moreover. if parties and voters place u high weight

on the future. the equilibrium may produce a situation where distortionary se noTage (axeSs are

never used,

2.1.5  Rational partisan models: Alesina (1987, and Chappell and Keech (1986)°

Main assumprions:

1y Economic structure: thers is an exploitable inflation-ouiput trade-off in the short-run because

of multi-period nominal wage contracting. [n the long-run. the economy tends 1o the aatural rate

of unemployment.

5 . - . . . . : . -
Alesina and Sachs (1988) found positive evidence for the empirical implications of the mode] proposed

by Alesing (1987) using U.S. data. Chappell and Keech (1983 present and test a theorencal model which

investigates the unemployment impacts of different monetar: nolicies by Democratic and Republican

administrations in the US.



7y Voters have rational and forward-Tooking expectations. They huve different uitlity functions,

they are aware of partisan differences. and they choose the candidate that is expected o generute

the highest utility when elected.

j Puarties have different ideologies and represent the imerests of different groups of the

(]

electorate. Both parties agree that inflation above a certain fevel is bad. but lefi-wing parties are

more (less) concerned sbout unemplovment {inflation than right-wing parties.

Predictions of the model:
1y Governments of different ideclogies adopt different policies,
23 Rational partisan models were developed in the seuings of a game-theoretic model close (o

the one proposed by Barro and Gordon (1983). in which individuals (wage-setters) act first by

setting the nominal wage. and only afterwards can they observe the level of mnflation.
Policymakers have an incentive to announce a different fevel of inflation to generaie an mtlation

surprise that induces real macrocconomic effects. However, since wage-setiers are rational und

forward looking, they recognize the incumbent's incentive to cheat {generaie an inflaticn

surprise), and set the nominal wage high enough o eliminate this incentive. Thus. n

equilibrium (if the wage-setiers know which party is going 1o be in office in the next term).
palicymakers can not affect output and inflation is higher than optimal. In such an environment.
only in the presence of uncertainty about election resulis does unemployment deviate from iis
natural rare. The model predicts unemplovment below iis natural rate at the beginning of a left-

wing government and above s natural rate at the beginning of a right-wing administration,

After expectations and wages adjust. emplovment retumns (o its natural rate.” Inflation is higher

during a lefi-wing administration than during a right-wing administration.

A1t (1083) suggested an alternative explanation to rational expectations. for the occurrence of partsan

ffects only in the first half of an admuusiration. He argues that besides the facr that expectations are

likely to adjust, ransitory effects on unemployment mav be due 1o changes in ¢ the macroeconomic polices

Lii

adopted by partigs during the second half of their rerm. The vaderlying idex 1s that 2 sustained reduction



2.2 Recent developments

Tests for electoral cveles typically Jook for very resiricted patierns i OUlCOMES and policy. such

as the significance of @ dummy variable defined as unity for several quarters before or after an

slection and zero thereafier. According to Havnes and Stone (1989) these iests have typically

found inconclusive or pegative results. Using {lexible functional forms they present estimaies of

political business cycle patterns using LLS. data t (1951 1o 198611 for economic oucomes (real

oross national product, unemployment. and inflation). and policies (money growth rates and

t"a
193

evelically adjusted budget surplus). They found strongly significant four-year electoral ¢

macroeconomic outcomes and policies

Most studies of partisan effects analyze the LS. cconomy, which has a stable four-vear

electoral period. Ellis and Thoma (1991) present two versions of the partisan model

cconomies with variable electoral terms. The first model deals with situations where the
government involunarily risks loosing power. such as 2 vote of no confidence. a coalition

breakdown, or a coup d'Egat. The second model concems situations when a government

clection. In both cases the sconomy deviates from the

=

optimaily chooses the date of the nex

natural output when the probability of a change in government is different from zero or one. and

the direction of output deviations depends on incumbent government preferences
Alvarez. Garerr and Lange (19913 hypothesize that lebor market institutions and union

behavior may influence the success of partisun policies. They argue that in countries with

densely and centrally organized labor movements. leftist governments can promote economic

srowth and reduce unemployment and inflation: white in countries with weak labor movements.
rightist governmenis can pursue their partisan-preferred macroeconomic strategies and similarly

wchieve their prefsrred macrosconomic outcomes. Using data for 16 advanced industrial

democracies between 1967 and 1984 they found evidence supporting this hypothesis.

of unemployment has costs associated with 1t namely in erms of inflation. which may induce parties (o

cease pursuing this objective after a certain period in office.



Detken and Garmer (1992) present o maodel where macroeconomic Ouicomes result
from a Stackelberg-type same between the rade union and the government. in which the union
takes the first move. They araue that if the union’s program contains potitical items. the union's
wage bargaining strategies take into account how bargaining results affect the sate of the
cconomy and. hence. the incumbent re-elections prospecis. Therefore. burgaining strategies will
depend on whether the union prefers the incumbent government o win the election or not. and
constitute another source of MACroeconoMIc nstability.

T o recent work. Guriner (1996 investigated how Nordhaus political business cycle

o

effects are affected by outpul and unemplovment persistence in models where nominal {riction

exist and voters judge government competence aduptively. He argued that in such models. even
moderate degrees of persistence may twm the political business cycle upside down: policies are

expansionary when elections are far away and turn restrictive as the election draws close.

2.3 Empirical work using panel data

Most studies on (his subject use time-series daia for a single country, with the U.S. being the
most studied country. Since the present essay uses panel data. this sub-section reviews the
literuture on multi-country research. which is less abundant.

One of the pioneering works with pooled data was performed by Hibbs (1977) on 12

Western Buropean and North American countries. from 1960 10 1969. His main conclusion was
that governments adopted policies that tended o favor the groups by which they were
supported: that is. he reported favorable evidence on parusan effects with permanent effects.
Paldam’s (1079) study covered three component series (current growth. real growth. and growth
in implicit deflators) for eight main national account series of 17 OECD countries, over the

years of 1948-75. He assumed that for a clear electoral partern to appear a government had to be

stable to plan for a certain period. For the 49 governments that were identified as stable. he

found weak evidence of Nordhaus political business cveles.



Alr (19857 analvzed partisan effects on the unemployment serfes of 14 Western

indusirial nagons (1960-83). He reported that the evidence was clearly consistent with the
existence of partisun effects. provided thut ihe level of waorld activity was included as o
determinant of national unempiovmeni. and that a partisan effect occurred only when the new
government promised it before taking office. He also f found weak evidence that an effect wus
more likely 1 accur when the government secured 2 parlizmentary majority.

Alesina’s first puper on this subject. using punel data. appeared in 1989, Using annual
data on growth. unemployment and inflation for twelve OFECD countries. from 1968 10 1986,
his main findings can be summuarized as follows: ¢t there is positive evidence in favor of
rational partisan theories. but not clear evidence in favor of [ political business cycles and. (2

more polarized and unstable governments have been 2sso seinted with worse performance in

rerms of unempioyment and inflation.

Alesing and Roubini (1992} used a sample of 13 OECD economies. from 1960 1o 1935,
for inflation. unemployment, and real ocutput growth. Their main results were the following,
First. Nordhaus™ politica] business cycle theory on output and unemplovment was rejected by
the dan Second. the data on the infladon rate showed an electoral cycle consistent with the
models of budget ¢yeles of Rogoft and Sibert (19881 Third. there was evidence in favor of
rational partisan theories. And finaliv. the partsan theory with permanent effects on output and
unemployment was rejected by the dat.

Using Alesina and Roubini (19927 empirical results. Gartner (1994) argued that thew
conclusions were not warranted by the underlving empirical work, According (o his

interpretation of the results permanent partisan effects 2Xist on output an d inflation. the @241

e

design and results do not allow one (o suy the post-rat tienal expectations models perform better
than pre-rational expectations modzls. and the empirical results are not consistent with

rational politicul business cycle model. He argued that <nce Alesina and Roubini (19925 found
s on output growrh, outpur effects were permanent

evidence of emporary partisan effects

Surthermore. because unemplovment showed signs of high persistence temporary shocks



permanently moved unemployment o @ new level. Concerning rational opportunistic effects. he

arzued that simulations of Alesing and Roubini {1997 specification suggested that inflation

rises in the election period and in the subsequent 4 quarters. which contradicred the predictions

of the theory.

Using annual data from 1960 1o 1987, Alesina. Cohen and Roubini (194872 tested

P

opportunistic effects on a sample of 1§ OECD economies. They reported that there was very

little evidence of pre-clectoral effects on economic outcoimes. that there was some ev idence of

“political monetary cycles.” us well as “political budget cveles™ and finally. that inflation

exhibited a post-clectoral jump. In u later paper (19930 the same thres authors analyzed if

elections are called strategically when economic conditions are favorable and if monetary and

fiseal policy instruments are manipulated before elections in order to increase the probability of

re-clection. Tests were performed on a sample of 14 OECD countries for the period of 1960 w

1087, No evidence was found. except for Japan, that favorable economic conditions increase the

probability of anticipated elections. Nordhaus's formulation of PBEC was rejected by the data

and weak evidence was found of opportunistc manipulation of macroeconomic pelicy

instruments. Recently. the same three authors published a book (Alesina, Cohen and Roubini,

1997) where their previous analysis on this subject are integrated and updated. Concerning

political cveles in indusirial democracies. they analyze 3 MICTOECONOMIc series (unemplovment.

growth and inflation). for 18 counuies. from 1960 to 1993, Their empirical work continues 1o

suggest that there is no evidence of an electoral cycle on unemplovment. and that the evidence

is supportive of rational partisan theory. They also argue that rational partisan effect

o

are

stronger in countries where governmenis arly identifiable as right or Jeft-wing.

All of the studies mentioned abave, when testing partisan theory. used discrete variables

to classify the ideology of governments. creating ambiguities when the government is composed

of a coalition of parties with different ideclogies. Furthermore. none of the studies gave a

different treatment to parliamentary, semi-presidential and presidential regimes, Regarding

rational partisan theory, it is surprising that although iis predictions about unemployment are

tl



hest described in terms of deviations from its natural rate. none of the previous papers has tested

rational partisan theory using unemployment deviations from trend. In arder 1o overcome these

shortcomings. more detailed political data were collected and deviations of unemployment from

its natural rate were estimated.

3 The Data Set

“he data set used in the empirical investigation covers 14 industrizlized countries. for the period

between 1960 and 1996, Although most papers that test PBC theories on a panel us ¢ OECh

countries in general, this paper only considers the U.S. and 13 European Union (E.LL) countries

{ Austria. Belgium. Denmark. Finland, France. Germany. Ireland. Jraly, Netherlands. Pormugal,

. . S e - . .
Spain., Sweden. and United Kingdom. " Since the 1.5, and the E.U. countries have different

mucroeconomic performances. especially in terms of unemployment. but have similar ways of

organizing their economies it seems interesting to test PBC on this group of countrie

It is. however. important o take into account some economic and political differences

across nations. Countries vary in their degree of openness. The degree of openness of E.LL

nations is bigger than that of U.S.. aund consequently national outcomes are more intfluenced by

the conditions of world demand. Concerning political issues. some differences berween the

stable 1.8, Presidential political regime. where two panties compete for office and elect ions ure

held every four vears, and the political systems of European countries should alse be wken into

account. First, the political svstem of most E.UL countriss is not es swable as the LS. syseem

most governments are party coalitions. and more than J0% of them fall before the end of thei

nis' idealogical ortentation. and also

terms. This creates problems in the definition of incun
governments may not sty in office enough time o be considered responsible  for

macroeconomic outcomes. Second. the 1.5, has a presidential regime, while France and Finland

have semi-presidential regimes and the rest of E.U. couniries have parliamentary regimes.

10 e
Gr was excluded from the sample since no data was fouzd for the quarterly unemployment rate.

Ce
&
)
o
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The main macroecenomic series analvzed is the quarterly unemployment rate for euch

country. which was obtained from OECD-MEL Quurierly growih of the industrial production

index for indusirielized nations was collected from the IVF-IFS. In order to test opportunisic

. R 1 - . . . .
Frects the relevant dam were election dates.  For parliamentary or presidental regimes

parliamentary or presidential election daies were considered respectivelv, while for semi-

presidential regimes both presidendal und parliamentary zlection dates were considered. To test

partisan effects governments” ideclogy had 1o he determined. For parliamentary regimes.

governments were classified us righvleft wing on the hasis of the ideclogy of the parties that

formed them. For presidential regimes, the President’s ideclogy was determinunt. Finally for

semi-presidential regimes, the ideology wus determined by the simple average of presidential

and governmental ideclogies.
The ideclogical data used in the paper were compared with the political data used by
and Alt (1983). In order to test raticnal partisan theory.

Alesina. Cohen and Roubint (1997)

Alesina. Cohen and Roubini (19973 used a discrete variable equal to +1 in the N guarters

starting with a change of government toward the right. 1o -1 in the N quarters starting with a
change of government toward the left. and O otherwise (N=3, 6, 8). A specification like this
presents several problems when the government is 2 coalition of parties from different
ideolagies. First of all, both governments composed by 2 single party that belongs to the right

{tefr) and governments formed by a coalition of parties from different ideclogies but where right

{(lefti-wing parties are dominani, wers classified by Alesina. Cohen and Roubini (19975 as right

(lefi-wing governmenis. Second. a change in governmental ideology was reported when a

“substantial” change in the weight of right and lefi-wing parties occurred, even if the dominant

orientation of the government remained unchanged.

Derails of the politival data sources are available from the surhor upon request.

Alesina. Coben and Rouhini (1997) updated Alesina and Roubini’s (1992} sample until I 1993, however

the same methadology to test PBC was followed in both analyas and their conclusions did not change.

..__.
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n order 1o overcome the shortcamings referred o above. data were collected on the

number of deputies that beleng to right-wing pariies forming government and the towd number

of deputies of the governing parties. This information was used 1o calculate the percentage of
deputies that belong to right-wing purties among the ol number of deputies in the governing

coalition. which is a proxy variable for governmental orientation. This continuous variable can

better capture small changes in governments' orientation. than Alesina, Cohen and Roubini's

diserete variable, Furthermore, this variable allows the introduction of an objective criterion o

determine sovernmental ideology: a government is classified as right(left)-wing if more than

50%: of the deputies belonging to incumbent parties are right (ieft) griented. This is imporiant.
sinee a discrete variable similar to the one used by Alesina. Cohen and Roubini (1997} was also

applicd in the present paper. However. here a change in governmental ideology was oniy

reported when the major (30% or more) orentation of the government changed.”

As already mentioned, onlv siable governments are able to implement their most

preferred policies and should consequently be held responsible by mMacroeconomic CUlComes

during their adminisrations. Thus. dama were also colleciad to determine whether governments

13 .- . . - N e . : 2 H q b .
Y An example of this divergence of critenia can be found 1 Austnia. 1683-2™ quarter and afier. From the

=g party (Socialist Party of Austria) ruled.

[ guarter of 1970 to the 2™ guarter of 1985 1 single lefi-wing
Siesina, Cohen and Roubint (1097 and the author of this pager classified this government as left-wing.
After the 2™ quarter of 1983, the Socialist Party formed a coaliion with the Freadom Party of Austria,
which is a right-wing party. Alesina. Cohen and Roubini (1547 reported this as a change © the nght. In

this paper. no change in the orientation is reported when the Jiscrete variahle is used. but some change

oceurs when using the percentage variable.

A



were formed by a coalition of purties. or by a single party:’” and if the ruling parties had a
majority in the parlisment or ot

Tuble | presems descriptive statistics for palitical data by country. For the time period
analvzed the average Ume between an election or & change in governments ideclogy was 10.9
quarters. Austria, Finland. and Ttaly had the lowest pereentage time of right-wing governments,
while Belgium, Netherlands, Portugal. and the UK. had the highest. All governments were

coalitions in Belgium. Germany. and Netheriands: there werz no coalition governments in Spain

and in the LK, Belgium and Germany had majority

Amoeng parliamentary regimes. only
covernments during the whole period analyzed.

[Table 1]
4 Empirical Work
This section is organized into three parts, The first part presents tests of PBC. In the second parl,
tests are performed to assess the impact of political fragmentation on unemplovment. The final
part presents an integrated test of both hypotheses referred to above.

¥ : : TS - . R
In order to test the various theories. the following regression was estimated:

b Ut e AGIPINd oy PDUM i+ 5,

Equation | Uy = apt el + a:

This criterion had to be adapted for presidential and semi-presidenual regimes. For the United Siates. o

coalition exists when the Presidents” party doesn’t have a majeney in Congress. For France and Finland. a

coalition is considered to exist when the President and the Government have different ideologies.
Presidential and semi-presidential regimes were all classified as majorites.
14 .. . i . - . .. .
" Although nor reported in the wbles presented. a constant and dummies for each indrvidual country

except one were included to take inro account differences actoss countries. For all regressions, an F-12st

for the coefficients for the dummics was performed. and in il cases these coefficient estimates were

jointly stanstically significant,

,_.‘
LA



Where [/ is the quarterly unemplovment rate. AGIPInd is the once lugged annual growth of the

industriai production index (/P/ ) for industrialized economies {{'IPEL-EE?EL,_')/IPEL.Q_3? FPDUA 18

- . ; S R £ A .
a political variable that varies by specitication™” and €18 (N error erm.
As has been explained before. the introduction of rational expectations on partisun

models changed the focus of party ideclogy impact on unemployment from its levels 1o us

dependent variable in

o

deviations from natural rate. 1 therefore also report results where h

- . - . . . - ~ R
Equation . is replaced by unemplovment percentage ceviations from trend (/D7) Because

deviations from trend are more volarile than unemployment levels, in this specification the

growth of industrial production index for industriahized economies is measured monthly

(MGIPInd) instead of annually (AGIPInd).

Unit root tests (Dickev-Fuller, 1981 were performed on unemployment and

unemplovment deviations from trend. As expected, the hypothesis that deviations from trend

-

e rejected for all individual countries. Rather surprisingly,

follow o unit-root process could
results obtained on unemployment fevels indicated that the unit-root hypothesis could only be

rejected for Austria, and the U.S. However. the results for the entire panel allow the rejection of

indicate that In some  COuniries

the unit root hypothesis.  Although empirical
unemplovment is non staticnary. three points deserve consideration. First. my data are at most,

from 1960 1o 1996 (for several countries the data begin after 1960). This may be too short a

7 This variable is included in order to control for the efzvis of the world economy on domestic
unemplovment rares.

Y1t is lagged one quarter since it takes tme for adopted policies 1o have an Impact on unemployment

Y Percentage deviations are used because [ am working with ranel dat. The trend 15 used as 4 proxy for
the natural rare and was estimated via the Hodrick and Prescor sime series decomposition filier (Hoderick
and Prescott. 1997). Since | am using quarterly data 3 vaizz of 1600 was chosen for the smoothing

sarameter. This 15 a common choice by investigators of the emzincal properties of the business cycle.



span to get high power augmented Dickey-Fuller tests * Second., for all individoal countrigs,

well as in the panel at least two logs of unemplovment are statistically significant variables
b = < g -

Wy L

explaining curren: unemployment rates. This suggests that the degree of persistence in

unemployment rates is very high, but not a unit root since if this was so. the first lag would be

the best predictor of current values of the series (coefiicient equal to one). Third. it is hard 10

¢ 15 bounded berween zero and one.

conceive the unemplovment rate as a Unit rool series. Sine

Taking this into account. tests of the PBC theories were per rformed on levels of unemplovment

and on unemployment deviations from trend. The optimal number of lags wi

according to the Schwarz Bayesian Information Criterion and the Breusch-Godfrey test was

used o test for autoacorrelation.

4,1 Testing Political Business Cycle Theories

This subsection presents tests of the PBC theories on unemployment. Alesinu. Cohen and

Roubini (1997} already tested these theories for 18 OECD countries {1960-93), for

unemployment. inflation. and GDP growth. Although this paper has a different sample (the U.S.

and E.U. countries, and is updated to 1996) and focuses on unemployment, comparisons of my

results to theirs are done as well as a critique of the specifications they used.

Alesina. Cohen and Roubini i 1997) tested PBC theories on unemployment. detining the

dependent variable as the difference between the domesue unemployment rate and the "OECD

unemployment rate.”” They argue that this is o way of fonuolling ‘or nonsiationarities in the

unemplovment process. As was argued above, it is difficult to conceive of unemployment 4s a

unit root, and besides this. when testing PBC theories on inflation and growth of GDP, Alesina.

Bl . -
Campbell and Perron (1991, p. 1531 discussed issues concerning the power & and frequency of the dam

emploved 1o perform unit root 125,
Mg - , .
QOECD unemplovmen: rage was defined as the average snemployment rate of the seven

cconomies in the sample weighted by euch country’s share of GNP over the total.

pu—
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Cohen and Roubini (1997) included the “QECD averages™ as independent variubles. in my
opinion the same procedure should have been used for unemployvment. Furthermore, ranonal
partisan theory argues that electoral unceraingy about incumbents ideciogy allows newly
elected governments to manipulate unemployment at the beginning of their administrations.
making it deviate from its namral rate. However, as soon as sxpectations are corrected
4 more accurale way 1o st rational partisan

unemployment returns to its trend level. Therefore. a

effects is to use unemplovment percentage deviations from trend as the dependent variahle.

41.1  Testing rational partisan theory (RPT)
The political discrete variable used by Alesina. Cohen and Roubini {19973 was the following:

RPin=+1 in the n quarters starting with that of a change of government ideology
towards the right. -1 in the n quarters starting with that of a change in government ideology
cowards the lef. O otherwise (n = 4. 6. 8). According to the theory, a positive sign for the
estimated coefficient is expecied.

They say that although “ldeally. one would want © construct, for every country. a
SURPRISE variable similar to the one usad {...) for the United Staies. This task goes bevond the
scope of the present volume and presents rather challenging difficulties.”” {Alesina. Cohen and
Roubini, 1997. p. 148). This implies that they assumed the electoral surprise to be equal o the
difference between last and current election resuits, Their results for unemployment. with n = <,

iflcant.

6. 8, indicate that the political variable is statistically s

[ start by accepting their assumption thar elevtoral surprises equal the difference
hetween last and current election results but later v a different assumption to test the
robustness of the results. Having Alesina. Cohen and Roubini's assumption in mind. the same
discrete political variable was applied in this paper as weil as an alternative continuous political

variable defined as:



RP2n = The change n the percentage of deputies belonging 1o right-wing parties

forming government. in the n quarters starting with 4 change in covernmental ideology (n =4

6.8).7 A positive sign on the estimated coefficient is expeced.

Test results on panel data using levels of unemployment as the dependent variable are
reported in Table 2. Estimates of Alesina. Cohen and Roubini's (19977 specification using my
sample generate resulis similar to theirs. The political discrere variable is statistically significant

at the 5% significance level. or better. for n = 6 or & The alternative “percentage variable”

enerates even stronger supportive resulis for rational partisan theory. Estimated coefficients

[

have the expected sign. and are statisticaily significant at the 1% significance level, for n =4, 6,
and 8.7
[Table 2]

As has been said before, according to rational partisan theory if there is uncertainty
ahour an electoral result unemployment deviates from iis natural rate at the beginning of a new
administration. As economic agents comect their expectations about the incumbent wdeology,
unemplovment returns to the nawral rate. Therefore. it Is more accurate 1o test the theory on
unemployment  deviations from wend than on upemployment levels. Results using

unemplovment percentage deviations from trend (UDT) as the dependent variable are reported

in Table 3.

2 Qee the section describing the dara for a detailed explanagion of the variable and reasons why it may

herter capiure governmental ideology,

2 Tests for individual countries were also performed with resuins avaifable from the aurhor upon request.
Using the “percentage” variable (RP2), evidence of rational partisan theory is stronger than using Alesing,
Cohen and Roubini's (1997) discrete varizhle: the number of regressions where estimated coefficients on
the political variable have the expected sign 1s farger and they are more significans. Using RP L evidence

of rational partisan theory is found for Denmark. Sweden. and the U.S.. while using the new variable

(RP2) besides these countries, weak evidence is also found for Austria and Belgium.



Empirical resulis obtined with the new dependent variable almosi replicate the

previous ones: the political variables continue to be statistically significant in all specifications

except for the one using the discrete variable for n =417 However. these tesis were performed

assumption thai changes in governments' ideology are a good proxy for

under the questionable

governing party (o be elected for another

h

(44

electoral surpris ® That is, individuals expect

rerm. Under this assumption, if one wansforms the political variable such that it represents not

newly elected government ideology during the

the change in governmental ideology but the

carly quarters of a new administration and zero thereafier, one would expect the political

variable to be less siatistically significant since it captures both situations where election

surprises occurred and didn’t occur. To be more precise. the two alternasive political variables

used from now on are:

RP3n= +1 in the first n quarters of & right-wing government. -1 in the first n quaners of

a left-wing government (n = 4. 6, 8}

RPdn= The percentage of deputies belonging o right-wing parties forming governmen,

in the first n quarters of each administration {n =4 4.8

When the dependent variable is levels of unemployment, the discrete political variable

SO,

is significant ar the 5% level. or hemer. for n = 4, 6. or 8, while the "percentage” political

variable is statistically significant for n = 6 or 8, When the same assumption is applied on

=

unemployment percentage deviations from trend generated results are similar. In this case both

political variables are statistically significant for n = 6 or 8. Two explanatory hypotheses of

these results are plausible. Either changes in governments' ideology are not a sood proxy for

< confirm Denmark as o country swhere

A2 ; s - ; T . o
When the test s performed on individual countries. resu
ational purtisan effects are strong, but the evidence for Sweden and the U.S. is much weuker than before.

a3 . . e .
* Recall that partisan theory argues that real partisan effects only occur due to expectational errors abou

the ideslogy of the newly elected government.



electoral surprises. or partisan effects are stronger in the eurly quarters of an adminisiration d

to ather factors besides electoral surprises. and as parties stay in office they behave more and

- . I ey - . -
more like their predecessors.™ This certainly suggests that unless elecrora i} surprises hecome

for rational partisun theory are very difficult to implement.

A

more accurately calculable, st

4.1.2  Testing partisan theory with permanent effects

Similarly o the previous sub-section. the following rwo specifications of the political variable

were used to test partisan theory with permanent effects:
PPl = +1 if a right-wing government rules: -1 if ¢ left-wing government is In office.

According to the theory. a positive sign is expected on the estimated coefficient.

PP2 = The percentage of deputies belonging to right-wing parties forming government.

A positive sign is expected on the estimated coefficient.

Empirical results for the panel are reported in Table 4. Smilarly to Alesina, Cohen and

Roubini (1997). the political discrete variable (PP1) is not staustically significant but has the

expected sign. The results for the “percentage” variable suggest evidence of Hibbs permanent

partisan effects at the 5% significance level”

26 - P
* An argument that has already been suggested by Alt {19850, See footnoie 9.

27 .. P - . -
* However. when the political variazble 15 lagged twice or when elections separated by less than two vears
are excluded from the analvsis, the coefficient is not siatisticaliv significant from zero at any conventional

significance level. With individual counury data. supportive evidence for the theory is found for Deamark,

Sweden and the U.5.. with both variables. For Finland margizal support is found with the "percentage”

variable (note that since all governments in Finland were l2fl-wing, the coefficient for the dummy

palitical variable could not be estmated).

Although Hibbs predictions about purty deology impact on macraeconomic varizbles were defined on

their levels, T also tested the existence of permanent partisan 2ifects on percentage deviations from trend.

For both potitical variabies estimated coefficients have expecisd signs but none 13 swtistically significunt,



[Tabie 4]

4.1.3  Testing Nordhaus opportunistic effects

Opportunistic effects were tested using the sume dummy variables as Alesina. Cohen and
Boubin: {1997
OFBn = +1 in the n quarters preceding an clection and in the election quarter: O

otherwise. According (o the theory. @ negative sign is expected for the estimated coefficient. N=

4, 6. 8.

OFEAn = +1 in the n quarters afier an election and in the election guarter; O otherwise. A

positive estimated coefficient is expected. N=4. 0. 8.

VWhen testing Nordhaus opportunistic behavior, elections separated by fess than two
vears were excluded from the analysis. as the dummies for the quarters before and after
slections could coincide. thus confounding the resulis. Empirical results presented in Table 5

show that in all regressions the political dummy variable has the wrong sign and is not
L L e . = 19
stazistically significant at any conventional significance level.

[Table 5]

When unemployment is expressed as percentage deviations from trend. regardless of the politcal variable
used. evidence is not supportive of permanent partisan effecis in any of the considered couniries. The
-‘\i”f(

only exception is Denmark for which both variables used arg statistically sienificant at the 3%

significance level.

® Resuits for individual countries were also not supportive of the theory.

Although Nordhaus did not express the political business cyole in terms of deviations from natural rates. a
test for the theory was also performed on percentage devianons of unemployment from trend. The
underlving iden 15 that before elections governments would manipulare unemplovment such that 1t would
be below its natural rafe in order w0 win votes and that after elections unemployment would be above 1ts
natural rate, Tests performed on percentage deviztons from wend were also not supportive of the theory.

In none of the specitications was the politeal dummy variable stausucally significant.

773



A more flexible test sugeested by Haynes and Stone (19891 uses a set of dummy

variables for cach of the 4. 6. and § quarters before and afier an election. Estimaes of this
specification also do not support the presence of Nordhaus opportunistic effects.

Tests for rational opporunistic effects were not performed, because the theory suggests

that more evidence should be found on the political instruments (such as taxes, money supply or

government spending) than on MECrOSCOROMIC CUICOMES. and the present paper focuses on the

political economy of unemployment.

4.2 The influence of the degree of political fragmentation

et

degree of political fragmentation influence on vnemplovment. It is hypothesized that the more
fragmented the political system is. the less able governments are o implement their preferred
policies. leading to “worse” macroeconOmic Ouicomas. Two aspects are used (0 measuie
fragmentation: (1) whether governments are coalitions or not, and (2) whether Eh; ruling parties
have a majority of votes in the Parliament or not. To test the impact of the political system
degree of fragmentation on unemployment regressions similar to those used o test PBC theories

were sstimated. but the political variables now consist of measures of the politica! fragmentation

degree. The variables used are defined as follows:
COAL = +1 if the government is a coalition of parties, 0 otherwise, A positive sign on

the estimated coefficient is expected.

&
&

MIN, = +1 if the parties forming government have a minority of votes; O otherwise.
positive sign is expected.

Results. reported in Table 6. provide strong evidence for the hypothesis that coalltion
sovernments perform worse in terms of unemployment than single-party governments. The
dummy for minority governments has the correct sign. but is not statistically significant. It

should be noted that most coalition governments achieve a majority of seats in the Parliament,



which might be an explanaiion for why evidence is not supportive of the hypothesis that

Wit

n

WOrse i [erims of un C’N'MG‘ TT’Lﬂ{ Vhen the same

minority governments perform wi speciication

was run on unemplovment percentage deviations from rend. none of patitical dummy varables

sienificant at the 5% significance Jevel. regardless of the sample used {pooled

P

e statistically

or individual country data}.

4.3  Anintegrated test
Since PRC factors and the fragmentaton of the political sysiem simultaneously affect

variables that were

unemplovment, this section presents results for a regression that includes all

statistically significant in the previous sections. Recall that when a relevant variable is omitted

- - o el . ] 1 - - . "l )
from a regression coefficient estimates are biased. Therefore, the following regression wis

estimated:

. U, =a, +a +a. U, +ote U, +a, GIPInd, | +o, ! P+
Equation 2 L ,
o, JRP, 4o, COAL | +&,

Sweden coglition and minority governments perform

4.

Tests for individual countries suggest that in

w

worse in terms of unemployment and in the LS. poor perfermance in unzmplovment occurs when rhe

President and the Congress have different ideofogies. When aralyzing the resuits for individual countries

one should take into account that some coefficienss could not o estimated becnuse in some countries all

governments were coalitions or majorities.

' . R . . . .
I started by estimating a regression where afl polincal van sables were included, Nordhaus political

variables and the dummy for minerity governments continued not to be statistically significant at the 10%

vel, An Fotest on ihe joint significance of these variables was performed with resulis

i
=
=
~
3
it}
L)
e]
W

suggesting that the null significance of the variables could ot be rejected ar conventional signific



The symbols represent the sume variables described in the previous sections. and n =4,

6. 8 as before. The political variables used to test rational partisan theory are the ones that

assume electoral uncertainty @ be equal to the change in governments’ ideology (RPIn and

RP2n). All data points were considered. As can be seen from Table 7. by inciuding all variables

reviously considered as relevant in the same regre ssion. the “percentage” political variable for
Pos B

permanent partisan effects is no longer significant. Howesver, strong evidence for ratonal

partisan theory and for the hypothesis that coalitions perform worse than single parties in ierms

. Sy - it
of unemployment can still be found.”

% Conclusion

Although a few studies have already been done on the p political aspects of unemployment on a

panel of countries. the present analvsis is original in several aspects. First of all. three more

years of observations were added to the latest study on this topic. providing an additional

election for most of the countries. Second. previous papers tested partisan effects by using a

discrete political variable equal 10 + 1 when there is a change in governmenial orientation

towards the right, and equal to - 1 in the opposite case. A specification like this presents several
problems when the government is formed by a coaliion of parties from different ideologies.

Besides using a discrete variable specification to capture partisan effects, the present paper uses

an alternative continuous variable consisiing of the percentage of right-wing depuiies belonging
to ruling parties over the total number of deputies that ruling parties have. This continuous

variable aliows the introduction of an objective criterion on the definition of governments

ideology, and captures small changas in governmental crientation, impossible to get by using a

discrete variable. Third, although rational partisan theory predictions about unemplovment

3 .y . . . N ) . - . - 3t . . vyl .
! For specifications using unemployment percentage devianons from irend as the dependent variable

only the rational partisan theory political variables are stanscaily significant.

25



hehavior under electoral uncertainty refer to its deviations from natural rate. tests of the theory

have always been performed on its levels. In this paper the theory is tested both on

unemployment levels and on unemployment daviations from rend. Fourth. most studies test

sch PRC theories oge at a time. not taking inte account that the omission of a relevant varizble

in a regression can extensively bias the results. Finallv. although the sample for most studies

cludes countries. which have presidential, semi-presidential. and parliamentary regimes, no

distinction was made among them. The variable defined in this paper 16 capture partisan effects

takes institutional differences into account by giving a different treatment 1o the three kinds of

Empirical results show evidence of rational partisan effects both on levels of

unempioyment and on its deviutions from the natural rate. Resules using the percentage political

variable to capture governmentzl ideofogy are stronger than those using the discrete political

variable. However, real partisan effects on unemployment seem 1o occur regardless of whether

there is or not a change in the orienttion of governments. This stresses the importance of

finding an accurate way to measure election expectational surprises. As Hibbs (1992) noted, this

s 2 serious weakness of rational partisan theory tests. A possible solution is to use data on the

popularity of governments or poll data hefore elections. Unfortunately data on these fiems is

difficult to collect when working with a large number of countries.

Although positive evidence on permanent partisan effects 1s found when the percentage

ideclogical variable is the only political variable includ ed in the regression. when other political

varizhles considered relevant are included. the percentage ideological variable stops being

significant. The evidence was also not supportive of Nordhaus™ opportunistic behavior.

Regarding the fragmentation of the political system. results  suggest coalition

governments perform worse in terms of unemplovment than single-party governmenis.

although negative evidence was found on the hvpothesis that minority governments end o
perform worsz. one should take into account that most coalition governments have a majority of
seats in the Parliament. which might mix the effects.

26



Ci.

A final remark ought to be made on the idea that PBC lierature has evolve

G

simultaneously with macroeconomie theory. The question of whether PBC effects exist feads ¢

a broader and older question of whether aggregate demand macroeconomic policy is neutral or

not. The large number of schools that exist in macrozconomic thought reflects the controversy

in macroeconomic theory. and consequently in PBC theones.

& References
Alesina, A, (1987). Macroeconomic Policy in a Two-Party System as 2 Repeated Game.
Ouarterly Journal of Economics 102 631-678.

Alesing. A, 11988). Macroeconomics and Politics. VBEK Vacroeconomics Annuel, 13-32.

Alesina, A. (1989). Politics and Business Cycles in Indusirial Democracies. Economic Policy §:

35-98.

Alesing. A Cohen. G, and Roubini, N, (1992). Macroeconomic Policy and Elections in OECD

Demaocracies. Economics and Polirics 4 1-30.
Alesina, Ac Cohen, G and Roubini, N. (1993} Elecioral Business Cyele in Indusirial

Democracies. European Journal of Political Economy 1223,

Alesing, A Cohen. G. and Roubini. N. (1997). Polisical Cycles and the Macroeconomy.
Cambridge and London, MA: MIT Press.

Alesing, A, and Roubini, N, (10921, Palitical cveles in OECD economies. Review of Economic
Swdies 59: 663-688.

Alesina. A. and Sachs, J. (1988). Political parties and the business cyele in the United States,
1948-84, Journal of Money Credit and Banking 20t 63-372.

.%Et. 7. (1985). Political parties. world demand. and unemployment: domestic and international
sources of economic activity. The American Political Science Review 79 1016-1040.

Alvarer. R Garrett, G. and Lange P. (1991). Government partisanship, labor organizations

and macroeconomic performance. American Political Science Review 85(2): 539-356.



Barro. B, and Gordon. D.B, (1983). Rules. discretion and reputaiion in a model of monerary

policy. Journal of Moneiary Economics 120 1G1-121
Campbell. 1Y, and Perron. P. (19910 Pitfalls and cpportunities: w hat macroeconomists should

Lnow about unit roots, NEER Macroecononics Annuad: 141-201.

Chappell. H. and Keech, W, (1986). Pary differences in macroeconomic policies and sutcomes.

AEA Papers and Proceedings 7621 71-74
Chappell. H. and Keech, W, ({1988). The unemployment rute consequen s of partisan moneary
policies. Southern Economic Journal 350 107-22.

Culierman. A, and Meltzer, AJH. (19861, A positive Theory of discriminatory policy, the costs

e

of democratic government and the benefits of a consutution. Economic Inguiry 24 367-38

Detken. O and Gortner. M. (1992} Governments, rade unions and the macroeconomy: an
expository analysis of the political business cycle. Public Choice 730 37-53.

Dickev. DLA. and Fuller, W.A. {19810, Likelihood ratio ests for autoregressive time series with
4 unit root, Fconomerrica 49 1037-107

Downs, A. (1937). An Economic Theory of Democracy. New York, NY: Harper.

This. C. and Thoma, M. (1991} Parisan effects in economies with variable glectoral terms.
Journal of Money Credir and Banking 23(4y 723-7T4 1

Fisher, S. {1977). Long-term contracts. rational expectations expectations and the optimal
money supply rule. Jowrnal of Political Economy §3: 191-206.

Gartner, M. (1994). The quest for political business cveles in OECD economies, Eurepean
Journal of Political Economy 10: 427-44)

Gartner. M. (1996). Political business cvcles when real activity is persistent. Journal of
Muacroeconomics 184y 079-697.

Haynes, S. and Srone. J. (1989). An integrated test for 2lzctoral cycles in the U.S. economy.
Review of Economics and Starisiics TH3): 476-3:4

Hibbs. D. (1977). Political parties and macroeconomic policy. The American Folitical Science

Review 7: 1467-1487.

28



Hibhs, T {1G87). The American Folitical Economy. Cambridge. MaA: Harvard Unis VErSiy Press.

Hibbs, D, {1992). Partisan theory after fifteen yeurs. Enropean Jowrnal of Political Economy &:

301-375.

more theory and evidence for

Hibhs, D (1994} The partisan moedel of macroeconon e cyeles:
the United States. Economics and Politics 60 1-23.

Kydland, F.E. and Prescott. E.C Co(1977) Rules rather than discretion: the time inconsisiency of

optimal plans. Journal of Political Economy 85 4734491

Lindbeck., A (1976). Siabilization policy in open economies with endogenous politicians.
American Economic Review { Papers and Proceedings 1 66: 1-19.

Tucas, R.E. (1973). Some international evidence on output-inflation rrade-offs. American

Economic Beview 63 320-334.

MacRae, C.D. (19773, A political model of the business cvcle. Jowrnal of Polirical Economy 85:

Nordhaus, W. (19751, The political business ¢cvele. Review of Leonomic Sinelies 42: 169-90.

Nordhaus, W. (19891, Aliernative models 1o political business cycle. Brooking Papers on

Eronomic Activity 20 1-68
Pajdam, M. (1979). Is there an electoral cyele?. Scandinavian Journal of Economics 810 32340

Persson. T. and Tabelini, G. (1990}, Macroeconomic Policy, Credibiliry and Polirics, London:

Harvood Academic Publishers.

Price. S. (1997). Political business cyeles and macroeconomic credibil ity: a survey. Public

Cholce 92: 307-427
Rogoff, K. (1990). Equilibrium political budger cveles. American Economic Review 30

Rogoff. K. and Sibert, A, {1988). Elections and macroeconomic policy cycles. Review of

Feonomics Srudies 35: 1-16.

Roubini. N. and Sachs. J. (1989). Political and economic determinanis of budget deficits in

N

industrial democracies. European Economic Review 331 903-938.



Sargent. T. and Wallace, N, (19731, Rational expectations. the optimal monetary Mstrument.

¥
and the optimal money supply rale. Jowmal of Political Economy 83: 231-253-

Taylor, J. (1980, Aggregate dynamics and staggered contracts, Journal of Foliical Econony

88 1-23,

ted
=
o



Tuble 1 Country Statistics
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Duta (Changes in Ideology = Electoral Surprises)
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Tests for Opportunistc Effects

Beiore

N=0

UNEM-2)

UNEM(-3)

UNEM(-4)

UNEM{-3)

AGEPInd(-1)

O

'
—

=}
e

(-3.0)

D07
{423

2

jpGs
{4643
- 009
-2
i-4.3}

1"‘.’\"‘\

(3.0

SR

Adjusted R-squared 0.99

Notes: The coefficients on the dummies included 10 control for fixed effects are not reporied.

r-statistic are in parenthesis.
sk gignificant at the 17 fevel ™ significant ar the 3% level; ® stgnificant at the 10% level.

L
Ln



Table 6 Te

sts for Fragmentation Effects
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Tabie 7

An Inegrated Test
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