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Abstract

This paper tests for political agency effects, tisatwhether governments that wene
post re-elected performed better than those who werkacegd, and whether re-elected
governments performed better than newly electeds.0As a testing ground, | use
Swedish local governments which offer a number tbfaetive features. | find strong
evidence for political agency effects.
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1. Introduction
Political agency models study the choices of pmétis facing the threat of re-election

where the politician is the agent and voters aeepttincipals® In other words, political
agency models deal with arguably the most importpalitical institutions in a
democracy- appointment of politicians through democratic gtets — and to what
extent elections can resolve the conflict of indéitgetween the citizens and their elected
representatives.

There are basically two strands of work in the izl agency traditio.In the
first generation models (e.g., Barro 1973 and Bérej1986), the assumption is that
voters view all politicians as identical and theyptoy a cut-off voting rule, that is, they
retain the politician if her performance exceedbirashold and replace her otherwise. In
these models, elections are therefore seen amaion device that induces elected
officials to do what the voters want. In the secgeseration models (e.g., Banks and
Sundaram 1998, Coate and Morris 1995, Fearon 89 Rogoff 1990), politicians are
explicitly modeled to be of different types (e.glipcians have different motivation or
competence). This work shows that there existsilagulwhere voters use a cut-off
voting rule, that is, they vote for the incumbealifician if and only if they believe she is
a better candidate than the challenger, and paliscseparate according to type, with
better politicians taking superior actions. In tb&se, the role of elections is not only to
create incentives but alsos@ect or to sort in politicians with desirable charages.

The contribution of this paper is to test predistidrom political agency models
regarding politicians’ behavior both before andeaftlections which have, as far as |
know, not been tested before. As noted above, Hwhfirst and second generation
models predict that only those politicians thatf@en better than some threshold value
will be re-elected. This suggests that one can ¢egiost, for whether those politicians
who were re-elected performed better (in the eyethe voters) than those who were
replaced. Thus, there should be@-election agency effect. If politicians also differ

according to types then an additional implicatioont the political agency literature is

! See Besley (2006) for an excellent overview offbktical agency literature.

% There are also political agency models based ercéner concern model of Holmstrom (1999) such as
Person and Tabellini (2000) develop). These madiffisr from the above agency models since politisia
and voters are symmetrically informed.



that re-elected politicians should perform betteant newly elected ones since they on
average will be of better types. Thus, a secondrgaptest of political agency models is
to test for gpost-election agency effect among incumbent politicians by comparing the
behavior of re-elected politicians with the behawwbnewly elected ones. In addition, if
politicians separate according to type, agency msoalso prescribe that the results from
the first and second tests must be consistent edtth other. Consequently, a re-elected
incumbent’s performance must be superior to botepéaced incumbent (i.e., the pre-
election agency effect) as well as newly electegl @e., the post-election agency effect).
Moreover, the pre-election agency effect shouldaoger than the post-election agency
effects since those politicians who perform badiy mot be re-elected while only some
of the newly elected politicians will perform badly

I will use Swedish local governments as a testimguigd for these predictions
since they offer some attractive features for mgspolitical agency models. First, there
are relatively many government turnovers duringther short period of time, i.e., 277
turnovers over a 16-year period (1979-1994), wimekes it possible to implement the
political agency tests discussed in the next sedioce they will be based on only the
variation “within” political jurisdictions, i.e., mly those jurisdictions with at least one
government turnover will identify the political agey effect. Second, the election date is
fixed which avoids any endogeneity issues assatiaith flexible election schedulés.
Third, a large numbers of different fiscal perfomoa measures are available (e.g.,
income taxes, specific spending programs, and astrative political costs). In addition,
we can measure what voters want in terms of puisivice due to surveys of the
Swedish electorate that takes place before evenfien, i.e., Swedish Election Studfes.
Thus, it is possible to implement much more powetésts of the political agency
models than by only looking at broad measures ofop@ance, such as aggregate
spending and taxes, since it is now possibly taatpmalize what is meant by saying

that an incumbent politician performed wallthe eyes of the voters.” According to the

% Shi and Svensson (2006) discuss the problem céuyseiible elections.

* The Swedish election studies are based on surgkybe Swedish electorate, and they have been
conducted around each election since 1956. Allistuére based on large samples and they have
comparatively low levels of non-response. The Salediection studies are, together with the sligbltier
American election studies, the most comprehensiaernal for systematic studies of voter behavior

® The political agency models assume that voterisad® a common interest in achieving some outcome.



surveys, a large majority of voters wanted much entmcal government-provided
childcare services which make childcare an ideahdmg program to evaluate from a
political agency point of view. Swedish childcarelipy is also interesting in its own
right since it is an example of a childcare systegne the government heavily subsidizes
day care activities for young children with workimgothers (e.g., local governments
spend about 5-6 percent of GDP on day care). ThedSW child care system has
therefore received some attention among econor(fstsexample, see Becker (2005),
Bergstrom and Blomquist (1996), Gustafsson andf@thf(1992), and Rosen (1996,
1997)). Another attractive feature of using Swediigtal governments as a testing ground
for political agency is that there is a relativelgar connection between responsibilities
and outcomes (e.g., fiscal performance) since Sskedocal governments have
constitutional right of self-government, no regdtan on borrowing, and no balanced
budget ruleS.Moreover, on average only 20 percent of their ineacomes from grants,
whereas the rest mostly come from a proportionednme tax, which each municipality
can set freely. This substantial degree of fisoaédom together with the fact that there
are relatively little disagreement among Swedistergabout local public service makes
it more likely that voters are able to hold poldigs to account which, in turn, will make
politicians more responsive to voters’ wishes. didiion, many of the fiscal policies are
clearly visible to the voters, such as the extéradhddcare services and the proportional
income tax rate. Thus, there is a strong reasoexpect that there igeal (de facto)
electoral accountability -as opposed to only fornfdé jure) - in Swedish local
governmentg. A potential drawback for using Swedish local goweents is that voters
cast their vote for political parties and not fadividual candidates, i.e., Sweden has a
party-list proportional representation system. il tend to weaken the mapping from
outcomes to re-election decisions on individualdedates. Nevertheless, Swedish voters
are basically faced with only two choices: vote ddeft or for a right-wing government,

since the Swedish political map is characterizedlbgr dividing between left and right

® As from 2000, however, there is a balanced buddetin place.

" See, Besley 2006 for a discussion of real vs. &ratcountability. Meyerson (2006) also provides a
theoretical argument why sub-national policymaksahsuld be accountable to voters based on political
agency.



parties’ This two bloc feature makes it fairly easy foters to untangle responsibilities
for local government outcomes.

| find strong evidence for political agency effecipecifically: (a) there are large
pre-election agency effects, (b) the pre-electigenay effect is larger closer to elections,
(c) the sign of the pre-election agency effect sethie various performance measures are
consistent with models of political agency (e.ge pre-election agency effect is negative
for taxes and political rents, while it is positife valuable public spending), (d) there
are significant post-election agency effects, (@ post election-agency effect has the
same sign as the pre-election agency effect, anthéf pre-election agency effect is
usually larger than the post-election agency effect

This paper is related to a number of empiricalditeres that also uses a political
agency framework. They focus, however, on diffeqgmdictions regarding politicians’
behavior than in this paper. There are some stubasuses term limits to test political
agency model (e.g., Besley and Case 1995a, andahstSturm 2006), i.e., whether
politicians act differently when they can stand ferelection versus when they cannot
(i.e., term-limited). This paper is also relatedthe political business cycle literature,
which tests whether politicians behave differendlyring election years versus non-
election years (e.g., Akhmedov and Zhuravskaya 280&nder and Drazen 2005, and
Shi and Svensson 2006)There is also related literature that looks diyeon voting
behavior (e.g., Peltzman 1992, Besley and Caseh] @9t Wolfers 2002) in order to test
models of political agency. There are, however, sgood reasons for testing political
agency models by looking at the behavior of paéitis conditional on voters responses,
as in this paper, rather than the other way arouad, regressing voting outcomes on
policy. First, one avoids the endogeneity of pqlicg., policymakers can influence their
own probability of re-election through their ownhlaior. Second, if voters use a cut-off
strategy then the probability of reelection will @eliscontinuous function of performance
(i.e., a step-function) which gives rise to a fumcal form misspecification problem

when one tries to regress voting outcomes on poligyrd, one avoids measurement

8 For an overview of the Swedish political systera Betersson (1994).
° See Alesina et al. (1997) for a textbook treatneénine political business cycle literature.



error bias if one cannot correctly measure thetip@ns’ performance as perceived by
the voters (i.e., in the eyes of the voters).

The outline of the paper is as follows. The nexitise describes the empirical
tests of the political agency models. Section 8ulises the data while section 4 presents

the empirical results. Section 5 summarizes andsgpome concluding remarks.

2. Empirical tests of political agency effects
In this section, we discuss two empirical testpalitical agency models, namely a test

for pre-election agency effects and a test fopost-election agency effects.

Pre-election agency effect

Common to most political agency models is that o&mploy a cut-off voting rule. The
idea is that voters observe a measure of the ineatrgolicymaker’s performance before
an election and base their voting decisions on kdrethe incumbent’'s performance is
above or below a certain cut-off point. This votide gives the incumbent politician an
incentive to work hard or to signal its type befetections. This suggests that one can
test, ex-post, whether those politicians that were re-electedop@ed better (in the eyes
of the voters) than those who were replaced.

To formalize such a test lel;, denote some measure of the incumbent’s
performance in some periodefore an election. Then if voters are using a ¢Utating
rule then they should re-elect the incumbent if anly if ¥,is larger than some threshold
c. Thus, if we could observe the thresholithen we could test for whether politicians that
had a higher performance thamnvas actually re-elected. Unfortunately, the thodd is
not observable (at least to the econometricianjthatstill possible to carry out this test
if we havevariation across time in the election outcome from a single jurisdictidimen

we can run the following regression
(1) Yi=m + Dy + uy
whereD is an indicator function taking the value 1 if ileumbent was re-reelected in

the upcoming election, zero if the incumbent waslased, andu includes all other

determinates of. The parameter of interest is thee-election agency effect =; which



measure the average difference between re-eleated replaced incumbents, i.e.,
n;=E[Y|D=1]-E[Y]D=0]. The prediction from the political agency male thatz;>0 (if
performance is positively related to performanceasoeey). It is clear from equation (1)
that one needs turnover among incumbents in owledentify z;. The identification,
however, also depends crucially on that the cuttofésholdc that voters are using is
constant across time otherwigg>0 is not necessarily true. Fortunately, politiagency
models assume that the voting rule is stationaey, ime-independen?. The stationary
assumption, however, makes it difficult to usergls time series to test this hypothesis
since there are only a few elections (i.e., fewegoment turnovers) that take place
during any given period of time in a single juridn for which the assumption is likely
to be satisfied. A more powerful test, where tlagishary assumption is less likely to be
violated, is to use panel data, that is, large remds jurisdiction over a rather short

period of time. We can then run the following getieed panel data regression

(2) Yi=pi+y + ﬂDit + vy

whereY; is a measure of performance of an incumbent poladiers in jurisdiction in
periodt, D; is a again an indicator variable taking the valuié the incumbent was re-
elected in the following election; is a fixed political unit effecty; includes all other
determinates o¥, andp=E[Y] ¢, y, D=1]- E[Y] ¢; 7, D =0]. In equation (2) it is quite
important to include fixed unit effects since tmeans that the cut-off value is allowed to
differ from one jurisdiction to the next. Put diféatly, if we did not include these fixed
effects that would mean that voters in all jurisidics are using the same cut-off
threshold,c;j=c, which seems to be an unrealistically restricaggumption. In addition,
specification (2) allows for that the threshold nedyange over time for all political units
since fixed-time effectg, are included. In other words, fixed time effediswa there to
be a common buton-parametrically specified time trend in the cut off vallfe.

As was discussed in the introduction, there araumber of reasons why one

should test political agency models by lookingh&t incumbent politician’s behavior, i.e.,

10 See, for example, Banks and Sundarm (1998).
' An alternative specification is to include a liné@nd for each jurisdiction. However, this wouéjuire
a rather long time series in order to be implenekimigractice.



equation (2), rather than regressing voting out®mga policy (i.e.,Prob[D=1]Y]),
namely one avoids policy endogeneity, functionahfenisspecifications, and bias due to

miss-measurement of performance.

Post-election agency effect

If incumbents differ according to types, the polii agency models predicts that better
types are selected, which suggest that one shoulghare the performance of re-elected
and newly elected incumbents after an election. dAfe run the following panel data

regression

(3) Yi=0: +6 + Ty + i

Where isY; a measure of performance for an incumbent indici®n i in the period
after an election,T; is equal to one if the incumbent was re-electethsh election and
zero if the incumbent is newly elected. The paramef interest is theost-election
agency effect y which measures the mean difference between reelectd newly elected
incumbents. We would expect that re-elected incumts@erform better than newly
elected ones, i.ey>0.

The political agency models also predict that the-gdection and post-election
agency effects should have the same sign. Thusirch implication from the political
agency framework is that sigiif signfy]. Moreover, one would also expect that the
magnitude of the pre-election agency effect to tblarger than the post-election agency
effect, i.e.,# > y. This has to do with that only those politiciansoaperform badly will
not be re-elected, and only some of the newly etepoliticians will perform badly. It is
interesting to note that the comparison of the ritada of the pre and post-election
agency effects could not be made if one insteadessgd the voting outcome on the

performance measure.



3. Swedish Local Governments as a testing ground
I will use Swedish local governments as a testimguigd for political agency models

since they offer a number of attractive featurediasussed in the introduction but before
turning to the description of the data it is pehdglpful to digress briefly on the
workings of Swedish local governments

Sweden is currently divided into 290 local governtsgor municipalities), which
cover the entire country. Local governments play an important role in thee8ish
economy, both in terms of the allocation of funeoamong different levels of
government and economic significance. They aregkample, responsible for some of
the most important welfare services such as prawisi day care, education, care of the
elderly and social welfare services. To quantiiitieconomic importance, it is sufficient
to note that in the 1980s and 1990s their shaspehding out of GDP was in the range
20 to 25 percent and they employed roughly 20 per@kthe total Swedish workforce.

Below | will discuss the data in three sectionsttrs, (i) the various fiscal

performance measures, (ii) data on governmentwnspand (iii) control variables

Fiscal performance measures

A number of different measures of performance irggtio local public finance decisions
will be used. | will use the level of taxation amibre disaggregated measures of fiscal
performance in order to get clear-cut predictiopgarding incumbent's performante.
While low taxes is a signal of good performancemnst agency models low, total
spending, in contrast, may or may not be associatédgood performance since total
spending can potentially consists of two kinds bl spending, that is, public spending
that voters value and public spending devoted ii@af# ends, i.e., political rents. In other
words, high public spending may be associated high performance if it comes from
valuable public goods production rather than remtksg activities (see, for example,
Besley 2006 and Rogoff 1990 for such models). Tbuog, could use data from specific

spending program since agency models predict thaheumbent who provides more

2 There are also 21 counties which covers the entivatry.

13 The precise predictions from agency models depemdhe assumption of the policy process, the
motivation of incumbents, and the information setaters as discussed by Besley (2006) and Pewmson
Tabellini (2002).



valuable public spending stands a better chanckeofg re-elected. The problem is,
however, to find what type of public spending vetéke. Fortunately, we have such
information from repeated surveys, i.e., Swedisbcfidn Studies’ These studies are
based on surveys of the Swedish electorate, arydhiénee been conducted around each
election to the Swedish parliament since 1956 sAltlies are based on large samples and
they have comparatively low levels of non-resporiBae to the Swedish Election
Studies, we can now actually measure voter predeseaver specific fiscal outcomes.

One of the more important concerns of Swedish gotkiring the 1970s and
1980s was public childcare services. Figure 1 digplvoter preferences in favor of
establishing more publicly operated daycare certarsall the elections from 1976 to
1991. Figure 1 shows that a majority of voters iardavor of more public childcare
services, which obviously raises the question wimyagority of voters would want more
childcare services. A theoretical argument is pedi by Bergstrom and Blomquist
(1996). They show that in an economy where theeehagh taxes on wage income,
selfish taxpayers with no children in the day caystem may favor substantial public
subsidies to day care because such subsidies imdatteers to join the labor force and
hence pay income tax.

Today, the overwhelming majority of children in Slee receive childcare in one
form or another, i.e., in 2003, about 75 % of dllldren aged 1-5 attended daycare
centers, or 352,000 children in all, while 7% of ehildren aged 1-5 were attending

family daycare facilities® Gross costs for childcare in Sweden amounted @826 SEK

¥ The Swedish election studies are carried out htiskics Sweden in cooperation with the Departnoént
Political Science at Géteborg.

> The daycare centers cares for children while thaients are away working or studying. Centers are
open all year round and daily opening times aréedato fit in with parents’ working hours. Childreme
generally divided into groups of between 15 and&20a rule, three employees - preschool teacheats an
daycare attendants - are allocated to each grdup.average daycare center comprises three suchsgrou
Virtually all (98%) of staff in Swedish day carenters are trained to work with children. Each cemast
have a director with a university teaching or pedag qualification. Educational pedagogues (pr@aich
teachers) make up 60% of the personnel in the ghreeds. Like leisure-time pedagogues, they reqaire
three-year tertiary degree from a higher levelegs#l or university. The pedagogues are assisteditd/ ¢
minders (38% of personnel) who are given a ser@oosdary, three-year vocational education. Thelfami
daycare home involves local government childmingeoyiding care in their own homes while the pagsent
are working or studying. The children are regisleaad opening hours are varied to fit in with tlaeemts’
schedules. Family daycare complements center camdyiding in particular for children who for one
reason or another need to be in smaller groupshorlive far from the nearest day care center fgcilihis
alternative is more common in rural areas and iallstowns than in metropolitan areas. The number of
children in family daycare has steadily declinedlcsi the late 1980s. Family day-care providers ate n
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46 billion, which corresponds to 13 % of the logakernments’ total costs, or almost 2
% of the Swedish GDP. The public childcare systerSweden has developed rapidly in
size. Figure 2 displays the development of cerdee &rom 1974 and 1994 and it shows
that the number of children in day care centersihasased more than fivefold from
64,000 to 340,000, while the center care staffttiped from 33,000 to about 100,080.
Despite this rapid progress local authorities warable to expand facilities to such an
extent that the waiting list for childcare placesagppeared (about 70,000 children was
still on a waiting list in 1993). As a result, tdweg legislation was introduced in 1995 (the
law, SFS 1994:11, was decided in December 199%henSwedish Parliament) under
which local authorities became duty bound to prevaildcare without undue delay.
Since the law implies that the local governments ma longer decide on the amount of
supply of childcare service we only look at dataai993 for the child care program.

The upper panel of Table 1 presents summary $tatistf the various
performance measures. Below | will describe eacthefperformance measure in more
detail.

The level of taxation will be measured as the l@fehe proportional income tax
rate This is an ideal measure of taxes since Swedisdl [governments only are allowed
to raise their revenues through one single taxunsnt.!’” In comparison to the total tax
receipt per capita used by other studies, the déx lnas the advantage of more closely
reflecting of elected governments’ intentions. Thg rate has increased from 16.0 to
19.2 percent during the sample period 1979 to 1984.range of the income tax is also
substantial. For example, in 1994, the range wag8rcentage points (i.e., a minimum

of 13.2 and a maximum of 21.9 perceffit).

required to have a qualification, but 72% haveegita child-minder certificate or have received B0-1
hours of mandatory training from their local goweent employers.

18 Despite rapid progress in the 1970s and 19803 athorities were unable to expand facilities tots

an extent that the waiting list for places disappéaAs a result, tougher legislation was introdlice1995
under which local authorities became duty bounprawvide childcare without undue delay

" Local governments have the constitutional righsed their own proportional income tax. On average,
more than 60 percent of their revenues come frarirtbome tax while less than 20 % comes from grants
Various fees make up the rest

8 There are 3 municipalities (Gotland, Géteborg, Statkholm) that handle tasks that normally is heahd
by the counties. These municipalities have theesfouch larger tax rates than the others. For exanpl
1994 there tax rate was between 29-32 percent.
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Turning to the Swedish child care program, thréedint performance measures
will be used to capture the extent of public praons namely spending on childcare in
real per capita terms, percentage of children &yém 6 in center care, and center care
employees per capita. As was discussed above, ltherbeen a dramatic increase public
child care service. From 1979 to 1993, real spendim childcare increased from SEK
1,700 to 3,200 per capita, the coverage in day cargers increased from 12 to 34
percent, and center care employees per capitaasetefrom 0.5 to 1 percent. The cross-
sectional variation is also large. For examplel 993 the percentage of children aged 0
to 6 in center care ranged from 6 to 84 percent.

The last performance measure will try to captues dmount of rent-extraction,
that is, the level of public spending devoted twade ends. | will use real administrative
political costs per capita as a rent-seeking measince this measure the costs of running
the local government. This seems to be a rathed gosasure for capturing rent seeking
behavior since it includes wages paid to local goweent politicians and local public
financial support to political parties. Local gomnerents were given the legal right to
distribute resources to the parties representdtiariocal council in 1970. Local party
support is an important source of revenues for $aedish political parties since it

constitutes roughly half of the parties’ total reves.

Election data

Swedish local governments havefiged and synchronized election schedule, that is,
elections are always held on the third Sunday @tesber every third year in all local
governments? The benefit of an exogenously fixed election seifeds that it avoids any
endogeneity problems associated with that incunsoeraty strategically choose when to
call an election which otherwise may be a majortatis in establishing a causal
relationship from elections to fiscal performai€elhe synchronized electoral cycle
facilitates the test of political agency effectac& incumbent politicians face the same

electoral incentives. Another attractive featureahwswedish governments is that the

19 As from 1994, elections are held every fourth year
%0 See Shi and Svensson (2006) for a discussionegpribblem with endogenous election timing in cross-
country data.
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fiscal year is the same as the calendar year, wéncids bias due to that fiscal policy
variables are not synchronized with the electiories

Election data for six consecutive local governmaattions will be used, namely
the elections years 1979, 1982, 1985, 1988, 19€911884. Thus, the sample period is
1979 to 1994 which is a fairly short-period makimgnore plausible that the cut-off
threshold that voters are using is roughly constaming this time. Clearly, we face a
trade-off when deciding on the number of electitmsclude in the empirical analysis; a
very short sample period (e.g., a minimum of 2 egnsive elections) will provide little
variation in election outcomes while a longer périprovides more variation in the
election outcomes but will also make it more likéhat the cut-off threshold to change.
To take into account that the cut-off value migharege somewhat during the sample
period, | also allow for there to be a common tinemd (non-parametrically specified) in
the cut off value since time effects are includedpecifications 2 and 3 as discussed in
section 2. Below, | will provide detailed informati on government turnovers since
variation in political turnovers is a key conditidar testing the agency models as
discussed previously.

There are total of 1,716 local governments elestigeriods (286 local
governmentsx 6 elections) altogether but | restrict the analysi those period where
there has been a left or a right-wing incumbentegoment in order to unambiguously
define when an incumbent government has been ctedl®r not? The classification of
government turnovers is compiled from the distidnutof seats in local councils, which,
due to the PR system, is basically equivalent te sbares. Incumbent governments are
classified as left-wing, right-wing or undefinedA government change is defined as a
change of power between left-wing, right-wing ordafined governments. This

classification of regime changes is quite reasanablthe Swedish context since two

1 The work on cross-country data, for example, fabés problem when having to define election year
depending on whether the election is held earkaterduring the election year.

#2To define the left-wing majority and the right-wimajorities | have relied on the standard classifons

of parties along the left-right spectrum as disedsisy Petersson (1994). According to this classifr,
the left-wing bloc includes the Social Democratiarty and the Leftist Party while the right-wing blo
includes five parties: the Conservative Party, @entrist Party and the Liberal Party, the Christian
Democratic Party, and the New Democratic Party. Chastian Democratic Part is however only included
in the right-wing majority from year 1988 and theeW Democratic Party only from year 1991. The
classification of the blocs is compiled from thetdbution of seats in local councils. If eithertbe blocs
receives more than 50 percent of the seats itfinetbaccordingly, otherwise it is classified aslefined.
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main opposing blocs characterize the political mtqe left- and right-wing blocs.
Moreover, voter approval of incumbent governmeatthe focus in testing the political
agency models, so it seems natural to define agehahpower when the incumbent party
bloc has lost its majority of votes. Consequentlg,drop 277 election periods (i.e., 16 %
of all election periods) since these are classitisdhaving an undefined incumbent
government.

Table 2 shows the number of re-elected and replgosdrnments during each
election, that is, there was 26 turnovers in 1B®turnovers in 1982, 24 turnovers in
1985, 30 turnovers in 1988, 52 turnovers in 1991 &10 turnovers in 1994. Table 3
displays the number of government turnovers actosal governments. This table
reveals that there are 79 local governments haduwnever, 60 local governments had 2
turnovers14 local governments had 3 turnovers,Salodal governments had 9 turnovers.
Table 2 also shows that 124 local governments @3 % of all local governments) had
zero government turnovers during the sample peBatte we include fixed municipality
effects in the regressions (see, equations 2 andh8&je local governments will not
identify the parameters of interest. Consequentlgould basically drop 124 local
governments (i.e., 744 election periods) from timpieical analysis without affecting the
results but | choose to include them for efficiemessons. In the results section, | will in
fact show that the results are unaltered when lueeclocal governments with zero

political turnovers from the analysis.

Control variables

There might also be other determinants of locakegowents’ fiscal outcomes. The lower
panel of Table 1 presents summary characteristitiseocontrol variables: proportion of
people of age 0 to 15, proportion of people oldwent65, population size, income per
capita, unemployment rate, party control, andwaftg vote shares. These set of controls
are often used in the local public finance literat(e.g. Besley and Case, 1995a, 1995b,
and 2003). For example, including controls for pmdjens of young and elderly are often
rationalized by their link to the cost and benebfslocal government spending, while
population size and population is included becatissy capture the possibility of

congestion effects or scale economies in the pimvisf local government services.
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Income is related to the fiscal capacities of mynailities, which may have independent
effects on fiscal choices. The unemployment ratghinalso have an independent effect
on fiscal outcomes since it will capture time-vagyieconomic shocks. Finally, | will also
include measures of partisanship along the lineBatfersson-Lidbom (2003, 2006). He
uses a regression-discontinuity approach (i.eindicator variable for left-wing majority
together with polynomials in left-wing vote shar®) answer whether party control
matters for fiscal policy outcomes in Swedish loggivernments. He finds strong
evidence that party control matters for policy ames.

All the data used are publicly available and wdraimed from Statistics Sweden
(SCB) or its publication&®

% The publications used are: How much do local pubkrvices cost in Sweden, Local government
finance, and Statistical yearbook of administratistricts of Sweden.
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4. Results

In this section, | report results on the test ditjwal agency models discussed in section
2. | begin with presenting the results on pre-ébectagency effects which is then
followed by results on post-election agency effeds discussed in the previous section,
the following five measures of fiscal performandél e used: income tax rate, spending
on childcare per capita, percentage of childrerde@eo 6 in center care, center care
employees per capita, and administrative politecats per capita. | report Huber-White
standard errors clustered at the local governmewel |following the suggestions of
Bertrand et al. (2004) and Kézdi (2002).

Testing for a pre-election agency effect

Tables 4-6 show the result on pre-election agerifacts (e.g., equation 2), namely
whether re-elected incumbents had different perémire than replaced onespost. In
Tables 4 and 5, the data is restricted to onlytielegears while Table 6 includes all pre-
election years. The reason for looking at the datdhis way is that we expect the pre-
election agency effect to be larger the closer @n¢o the election date since the
incentives for a politician to appear competent amdperform well are likely to be
stronger just ahead of elections.

The first column in each of the Tables 3 to 5 shiévesresults for the income tax
rate, the second displays the results for childspending per capita, the third column
show the results for logarithm of the percentagehiifiren in day care centers, the fourth
shows the results for the logarithm of center @anployees per capita, and fifth displays
the results for administrative political costs papita.

We start by looking at a fixed effects (local gowveent effects + time effects)
specification without any control variables in Tab#?* The empirical results are
striking: those governments that were re-elected loaver income tax rates (-0.12
percentage points), higher spending on childcaiK (330 per capita), more child care
coverage (7.4 percent), more child care worker8 (frcent) and less political costs

%4 |n section 2, | discussed that the identificatidrihe parameters is based on the local governnveitiis

at least one turnover. However, there are 42 % (@24of 286) of the local governments have no
turnovers. | include this for efficiency reason.the appendix, Table 1A shows that the estimatahef
pre-election agency effects do not change wherllde them.
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(SEK -100 per capita) as compared to those govertaribat were replaced. All of these
pre-election agency effects are also statisticdifierent from zero except for political
costs. When we include controls in Table 5, thereges of the political agency effects
hardly change at all. Thus, the fact that the et change very little when we add
controls bolster our faith that these effects aa@ (i.e., causal) political agency effects.
The pre-election agency effects also seems to eaicady large. For example, voters get
8 percent more of child care services (both cewdme coverage and number of
employees) during election years in localities wiiee government has been re-elected.
The other effects are also non-trivial: the eff@tttaxes is about 1 percent of the average
tax rate (i.e., 0.17/16.9), and the effect on pmltcost is about 5 percent of average
administrative cost (i.e., 100/2038). The pattefrthe pre-election agency effects across
the various performance measures are also whatvoukl expect. The effect on the tax
rate is negative (column 1), the effect on childecservice (columns 2-4) is positive, the
effect on political rents is negative (column 5).

Table 6 shows the results on the pre-election ggefiects using all pre-election
years instead of only the election years. Fixeeat$f and control variables are also
included in all specifications. The results are ligai@ely similar to ones in Table 5.
However, all the pre-electoral agency effects amaller than their counterparts in Table
5. These smaller effects are in line with one woetgbect since the incentives for a

politician and to perform well are likely to be@tger just ahead of elections.

Testing for a post-election agency effect
Tables 7-9 display the result on post-election agesffects (e.g., equation 3), namely
whether re-elected incumbents had different peréorce than newly elected ones. The
analysis is similar to one in the previous subsecti.e., the same performance measures
are being used, the data is divided into only fasst-election years (Tables 7 and 8) and
all post-election years (Tables 9). Again, fixeddiand municipality effects are included
in all the tables while controls are included ineBa8 and 9.

Starting with data only from first post-electioaays, Table 7 reveals that there is
statistically significant a post-election agencyeef in many of the performance

measures such as childcare services (column 2 anlhen we add controls in Table 8
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we find significant effects for taxes (column l1)dachildcare services (column 2). We
also get similar results when we include data fedhpost-election years as can bee seen
from Table 9.

It is now also interesting to compare the sign aradjnitude of the pre- and post-
election agency effects as discussed in sectide2can see that the sign of the pre- and
post election effects are the same for all ageffegts that are statistically different from
zero, i.e., tax rate (column 1) and child care ises/(columns 2-4). Moreover, the pre-
election agency effects are typically larger théwe post-election effects, which is
consistent with agency models. For example, theef@etion agency effect for child care
spending per capita is about twice as large agpdts¢-election agency effect, i.e., 231
(column 2 in Table 5) vs. 112 (column 2 in Table 8)

To sum up, the evidence show the following: (sgr¢hare large pre-election
agency effects (i.e., Tables 4-6), (b) the pretelacagency effects are larger closer to
elections (i.e., Table 5 vs. Table 6) (c) the sighthe pre-election agency effects across
the various performance measures are consistehtmaidels of political agency (e.g.,
the pre-election agency effect is negative for $aaed political rents, while it is positive
for valuable public spending; se Table 4-6), (dr¢hare significant post-election agency
effects (i.e., Tables 7-9), (e) the post electigarecy effect has the same sign as the pre-
election agency effect (e.g., Table 5 vs. 9), dhdhe pre-election agency effects are

typically larger than the post-election agency@tldi.e., Table 5 vs. Table 9).
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5. Conclusion
Understanding how elections function is a key irdenstanding agency problems in

politics. This paper presents empirical evidencat thlections actually can induce
politicians to give voters what they want which dsnsistent with predictions from

political agency models.
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Table 1. Descriptive statistics

Variables Mean Standard deviation Minimum Maximum
Fiscal performance measures
Proportional income tax rate 16.90 2.02 9.7 31.75
Spending on childcare per capita 2,616 1,040 182 7,500
Percentage of children aged 0 to 6 in center care 2.152 11.81 0 83.71
Center care employees per capita 0.00761 030037 0.00012 0.02402
Administrative political costs per capita 2,038 1,178 18 13,467
Control variables
Proportion young (percentage aged 0 to 15) 20.78 55 2. 12.65 36.3
Proportion old (percentage aged 65 and above) 18.00 4.23 4.32 27.89
Income per capita 74,470 12,384 35,147 162,962
Population size 27,490 42,952 2,865 692,954
Left majority (=1) 0.505 0.50 0 1
Unemployment rate 3.22 2.17 0.19 12.24
Proportion left votes 47.50 12.64 13.81 76.69

Income per capita, spending on childcare per capithadministrative political costs per capitaexpressed in 1991 prices.



Table 2. Number of re-elected and replaced goventsrecross election years

1979 1982 1985 1988 1991 1994 Sum
Number of re-elected governments 217 206 212 202 7 16 136 1140
Number of replaced governments 26 35 24 30 52 110 77 2
Sum 243 241 236 232 219 246 1417

The classification of government turnovers is cdagpfrom the distribution of seats in local couscilvhich, due to the PR system, is basically edentao
vote shares. Incumbent governments are classi§i¢eftawing, right-wing or undefined. A governmdutnover is defined as were a left-wing or a rigling
government has lost its majority of seats.

Table 3. Number of government turnovers 1979-1994

Number of government turnovers 0 1 2 3 4 5 6

Number of local governments 124 79 60 14 9 0 0

The classification of government turnovers is cdatpfrom the distribution of seats in local couagivhich, due to the PR system, is basically edeintao
vote shares. Incumbent governments are classi§i¢eftawing, right-wing or undefined. A governmdutnover is defined as were a left-wing or a riglng
government has lost its majority of seats.



Table 4. Pre-election agency effects: only elecyiears

Income tax rate Childcare spending Children aged 0-6 Center care Political costs per
per capita in center care employees per capita
capita
1) (2) (3) (4) (5)

Pre-election agency effect -0.120* 230*** 0.074*** 0.083*** -100

(0.067) (75) (0.028) (0.024) (123)
Fixed effects Yes Yes Yes Yes Yes
Year effects Yes Yes Yes Yes Yes
R? 0.9511 0.8850 0.8928 0.9135 0.6127
Number of observations 1,415 1,113 1,166 1,165 71,41

Notes- The pre-election agency effect is the diffiee in outcomes between re-elected and replacemirgoents. Columns 1 and 5 include data from the
following election years: 1979, 1982, 1985, 198801 and 1994, while columns 2-4 include data froengame election years except for 1994. Standestse
clustered at local government level are within ptreses.



Table 5. Pre-election agency effects: only electiears + additional control variables

Income tax rate Childcare spending Children aged 0-6 Center care Political costs per

per capita in center care employees per capita
capita
1) 2) 3) 4) ®)
Pre-election agency effect -0.172%** 231%** 0.078*** 0.078*** -97
(0.064) (73) (0.027) (0.022) (123)
Income per capita -1.0e-06 -0.0004 -0.00001 -4.8e-06 -0.01
(9.5e-06) (0.01) (4.2e-06) (2.9e-06) (0.01)
Proportion young 0.076 -6 -0.006 0.03 -15
(0.025) (29) (0.01) (0.01) (43)
Proportion elderly 0.021 1 -.002 -0.005 111
(0.040) (37) (0.02) (0.02) (58)
Population size -0.000033 0.01 -5.3e-06 -0.00002 0.01
(9.5e-06) (0.02) (9.4e-06) (8.30e-06) (0.04)
Unemployment rate 0.047 01 -0.04 -0.04 -10
(0.026) (27) (0.02) (0.01) (53)
Left-wing government 0.26 34 -0.07 -0.01 -163
(0.10) (170) (0.07) (0.06) (246)
Proportion left votes 0.036 23 0.02 0.01 19
(0.010) (13) (0.005) (0.004) (20)
Fixed effects Yes Yes Yes Yes Yes
Year effects Yes Yes Yes Yes Yes
R? 0.9558 0.8886 0.8991 0.9254 0.6164
Number of observations 1,415 1,111 1,164 1,163 51,41

Notes- The pre-election agency effect is the diffiee in outcomes between re-elected and replacemrgoents. Columns 1 and 5 include data from the
following election years: 1979, 1982, 1985, 19881 and 1994, while columns 2-4 include data froendame election years except for 1994. Standestse

clustered at local government level are within ptreses.



Table 6. Pre-election agency effects: all pre-@acyears + additional control variables

Income tax rate Childcare spending Children aged 0-6 Center care Political costs per

per capita in center care employees per capita
capita
1) (2) (3) (4) ()
Pre-election agency effect -0.166*** 99** 0.050** 0.034** -67
(0.059) 47 (0.022) (0.017) (98)
Income per capita -2.8e-06 0.002 -0.00001 -6.2e-06 -0.01
(7.6e-06) (0.01) (3.1e-06) (2.5e-06) (0.01)
Proportion young 0.079 6 -0.002 0.03 14
(0.022) (22) (0.01) (0.01) (36)
Proportion elderly -0.007 -21 -0.02 -0.02 156
(0.037) (35) (0.02) (0.02) (51)
Population size -0.000038 -0.001 -0.00002 -0.00002 0.01
(0.000014) (0.02) (5.3e-06) (4.9e-06) (0.03)
Unemployment rate 0.033 -64 -0.03 -0.02 -10
(0.022) (18) (0.01) (0.01) (42)
Left-wing governments 0.28 156 0.02 0.04 -124
(0.09) (98) (0.03) (0.03) (223)
Proportion left votes 0.032 17 0.02 0.01 11
(0.008) (8) (0.004) (0.003) a7
Fixed effects Yes Yes Yes Yes Yes
Year effects Yes Yes Yes Yes Yes
R? 0.9568 0.8631 0.8972 0.8931 0.6040
Number of observations 3,758 3,387 3,500 3,494 8,75

Notes- The pre-election agency effect is the diffice in outcomes between re-elected and replacemrgoents. Columns 1 and 5 include data from all pr
election years 1979-1994, while columns 2-4 inclddt from the same election years except for 1¥dndard errors clustered at local governmer lene

within parentheses.



Table 7. Post-election agency effects: only the fiost-election year

Income tax rate Childcare Children aged 0-6 Center care Political costs per
spending per in center care employees per capita
capita capita
1) (2) (3) (4) (5)
Post-election agency effect -0.077 155** 0.046 0.065** 23
(0.086) (68) (0.030) (0.033) (113)
Fixed effects Yes Yes Yes Yes Yes
Year effects Yes Yes Yes Yes Yes
R? 0.9370 0.8801 0. 0.9012 0.6737
Number of observations 1,165 1,137 1,166 1,158 4,17

Notes- The post-election agency effect is the diffiee in outcomes between re-elected and newlyeglgvernments. Post elections years included,198
1983, 1986, 1989, and 1992. Standard errors chgtrlocal government level are within parentheses



Table 8. Post-election agency effects: only fisdtpelection years + additional control variables

Income tax rate Childcare Children aged 0-6 Center care Political costs per
spending per in center care employees per capita
capita capita
1) (2) (3) (4) (5)
Post-election agency effect -0.184** 112* 0.019 0.039 20
(0.088) (64) (0.029) (0.029) (123)
Income per capita 0.000010 -0.01 -9.5e-06 -8.6e-06 -0.01
(0.000011) (0.01) (4.5e-06) (3.8e-06) (0.01)
Proportion young 0.094 -2 0.001 0.03 -8
(0.028) (28) (0.01) (0.01) (48)
Proportion elderly -0.012 -10 -0.03 -0.03 146
(0.047) (44) (0.02) (0.02) (58)
Population size -0.00005 0.01 -0.00002 -0.00002 0.02
(0.000016) (0.04) (6.7e-06) (6.8e-06) (0.05)
Unemployment rate -0.023 -60 -0.02 -0.02 23
(0.032) (27) (0.02) (0.01) (39)
Left-wing governments 0.32 92 0.04 0.05 86
(0.12) (1112) (0.04) (0.04) (267)
Proportion left votes 0.032 19 0.01 0.01 4
(0.010) (20) (0.005) (0.004) (21)
Fixed effects Yes Yes Yes Yes Yes
Year effects Yes Yes Yes Yes Yes
R? 0.9578 0.8834 0.9059 0.9183 0.6743
Number of observations 1,165 1,136 1,161 1,157 51,16

Notes- The post-election agency effect is the diffee in outcomes between re-elected and newlyeelgvernments. Post elections years included),198
1983, 1986, 1989, and 1992. Standard errors chdigrlocal government level are within parentheses



Table 9. Post-election agency effects: all posttela year + additional control variables

Income tax rate Childcare Children aged 0-6 Center care Political costs per
spending per in center care employees per capita
capita capita
(1) (2) 3 (4) )
Post-election agency effect -0.192%** 91~ 0.020 0.015 -35
(0.072) 47 (0.014) (0.024) (114)
Income per capita 2.9e-06 0.01 -5.6e-06 -7.0e-06 -0.01
(7.6e-06) (0.01) (2.4e-06) (2.7e-06) (0.01)
Proportion young 0.065 18 -0.004 0.04 15
(0.024) (25) (0.01) (0.01) (44)
Proportion elderly -0.023 -29 -0.02 -0.03 172
(0.041) (38) (0.01) (0.02) (58)
Population size -0.000039 -0.01 -8.6e-06 -0.00002 0.01
(0.0000014) (0.02) (4.2e-06) (5.2e-06) (0.03)
Unemployment rate 0.031 -66 -0.03 -0.02 -8
(0.023) (18) (0.01) (0.01) (45)
Left-wing governments 0.33 128 -0.01 0.05 -114
(0.10) (97) (0.03) (0.03) (237)
Proportion left votes 0.037 18 0.01 0.01 7
(0.009) (8) (0.003) (0.004) (29)
Fixed effects Yes Yes Yes Yes Yes
Year effects Yes Yes Yes Yes Yes
R? 0.9552 0.8570 0.8405 0.8934 0.6074
Number of observations 3,497 3,161 3,253 3,235 73,49

Notes- The post-election agency effect is the diffee in outcomes between re-elected and newlyeglgvernments. Columns 1 and 5 include data from
1980-1994, while columns 2-4 include data from 2893. Standard errors clustered at local goverhiegnl are within parentheses.



Figure 1. Percentage of voters in favor of more day care centers
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The data comes from the Swedish Election Studéerepresentative sample of voters is asked thetiquesvhat is your opinion about the proposal tdldhu
more day care centers for children?” The answergarVery good proposal: very important that ipiemented. (2) Fairly good proposal: fairly impaittéhat
is implemented. (3) Does not really matter. (4¥llydiad proposal: fairly important that is not irapiented. (5) Bad proposal: very important thabis n
implemented. The first result (black bars) is basedhe number of respondents answering lor 2atioa to all respondents, while the second resuitite
bars) is based on the number of respondents amgybor 2 in relation to only those who answers, 4 @r 5.



Figure 2. Development of center care 1974-94
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Appendix

Table Al. Pre-election test: only election yearsatlditional control variables: excluding local goyments with zero turnovers.

Income tax rate Childcare Children aged 0-6 Center care Political costs per
spending per in center care employees per capita
capita capita
(1) (2) 3) (4) (5)
Pre-election agency effect -0.177%* 174%** 0.068** 0.066*** -80
(0.065) (65) (0.029) (0.024) (217)
Controls Yes Yes Yes Yes Yes
Fixed effects Yes Yes Yes Yes Yes
Year effects Yes Yes Yes Yes Yes
Number of observations 705 557 578 576 705

Notes- Standard errors clustered at local governiegal are within parentheses.



