Chapter 4
A Test of the Rational Electoral-Cycle
Hypothesis*

1. Introduction

The electoral-cycle model focuses on the genergd idf the incumbent government
trying to manipulate fiscal policies before perioéiections to enhance its prospects for
re-election Despite ample anecdotal evidence of political oppasm, little systematic
evidence supports the electoral-cycle hypothesis.dxample, Alt and Crystal (1983)
conclude, “No one could read the political businéssature without being struck by the
lack of supporting evidence.” Although this bookswaritten more than fifteen years
ago, there are still very few supporting studieordrecently, Alesina, Roubini, and
Cohen (1997) have conducted a multitude of testhefelectoral-cycle hypothesis with
regard to both policy instruments (fiscal or mongtpolicy) and policy outcomes
(inflation, output growth, and unemployment). Thayly find an electoral cycle in the
fiscal deficit (but not its individual componentaxes or spending) for a panel of OECD
countries; no cycle is found for a U.S sample. Bemed Durlauf (1990) (US data), Blais
and Nadeau (1992) and Reid (1998) (data from Cand@iovisional governments), and
Shi and Svensson (2000) (data from 123 developeddaneloping countries) are the
only studies claiming to have found support for fiéwtgonal budget cycle model.

In this paper, | will take a fresh look at the engail relevance of the electoral-cycle

hypothesis. To achieve this, | have constructedew data set from Swedish local

* | am grateful to Torsten Persson for helpful dissions and suggestions. | have also benefited from
conversation with David Stromberg and Jakob SvensEbe views expressed in the paper are mine, as is
the responsibility for any mistakes.

Y In the literature, the electoral cycle model isoatalled the rational opportunistic or the budggtle
model.
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governments. The empirical analysis can be vieveeal direct test of the rational budget-
cycle model originally developed by Rogoff and $il{#988) and Rogoff (1990).

This new panel data set gives me several advastagerevious studies. First, |
have nearly 6000 observations (N=274, T=21), al#000 of which correspond to
election periods. Second, elections are held adfiintervals, thereby avoiding the
problem of separating the additional incentive ppartunistic election timing from the
electoral-cyclé. Third, | avoid many of the difficulties with cregssuntry comparisons
since Swedish local governments operate underaime £onstitutional and institutional
setting.

There have not been many tests of the rationaltazldecycle model for fiscal
policy, let alone for the more specific predictidn&ccording to this model, elections
serve the purpose of selecting the most competaitymaker. Voters do not directly
observe the competence of politicians, but thekrdaw that competent policymakers are
more likely to successfully manipulate spendingtaxes than incompetent ones. In
equilibrium, voters reward those incumbents who agento increase spending or
decrease taxes enough in election years sinceiticegase the probability of having a
more competent government tomorrow. If this theisrgorrect, re-elected incumbents
should be associated with a more pronounced fisalady cycle than ousted incumbents.

The empirical findings of this paper are consisteith the rational opportunistic
model. The whole sample displays electoral cyctesbioth spending and taxes. On
average, spending is 1.5 percent higher and tadgsedcent lower in election years than
in off-election years. However, no cycle can beedid in spending or taxes when the
incumbent has been ousted from office.

My analysis is also related to the empirical wark principal agent models by
Besley and Case (1995a,b). Their works share themmm assumptions of imperfect

information about types of policymakers and a esbn mechanism that could affect

2 Ensuring that the timing of elections is exogentugolicy choices is difficult. In particular, his the
case for cross-country studies, since in the yea84 to 1988 in flexible-term OECD nations 44 petcaf
the elections were held at least one year bef@eulrent government’s term was due to expire. §Jdata
from developing countries, such as in Shi and Ss@m$2000), might also be problematic, since mdny o
these countries are nascent democracies wheregcalii election is a political decision.

% To the best of my knowledge, only Bizer and Dufrliil990) test the more specific prediction. Using§ U
federal data, they find that taxes are reducedywass prior to successful presidential re-elechims, but
otherwise not.
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policy choices. However, Besley and Case focusifi@rent issues: either on term limits
as an obstacle to reputation building (1995a), relative performance evaluation in
voting decisions (1995b).

The remainder of the paper is organized as folloWse next section presents a
simple rational election cycle model that will gaithe empirical analysis. Section 3
discusses the identification strategy of the eropiranalysis and the data to which it is
applied. Section 4 presents the results and sosi® ¢étheir robustness. Finally, section
5 concludes.

2. A basic model

In this section, | will sketch a basic rational a@tgal-cycle model that will guide the
empirical analysis. The specific model is basedPersson and Tabellini (2000), but the
general idea that the role of elections is to $dle® most competent politician is due to
Rogoff and Sibert (1988) and Rogoff (1990). The nmdifference between the two
models is the information assumption. Persson aigk(lini’s formulation, which builds
on Holmstrom’s (1982) career-concern model, haasywnmetric information between
voters and policymakers. This has the advantageating the analysis easier, without
changing the main implications of its predecessors.

The model has an infinite horizon. Elections arkl leery other period. The policy
instrument is government spending; taxese fixed and there is no debt. To begin with,
the government budget must be balanced in eaclbdyeriWe write the government
budget constraint as

O =My —), 1)
whereg; is government spending, is average income and represents “rents” which
benefit politicians but not the general citizeWWe consider these rents as party finance or
outright diversion of resources for private useannection with the production of public

goods. The parametex reflects the competence of the government in plingi public

* Besley and Case (1995a) also find evidence oflertazal cycle. Their results indicate that spegdim
increased when an incumbent cannot stand for é@becThis finding is at odds with the results bfst
paper. To reconcile their findings with a politiGaency model it must be assumed that voters has a
marginal utility of government spending.
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goods, with a higher value af; corresponding to a more competent policymaker. We
assume tha# is a first-order moving average process

Th= M+ e
We letube distributed as a uniform distribution, i.e.,

F(m) =[m -(1-26)]¢,
with the expected value 1 and densityif the policymaker is removed from office, the
winning opponent is drawn from the same distributio

The preferences of voters in perioare:

u=y(1-7) + ao, (2)
wherea > 1 is an exogenous parameter. Since we assume t@akesfixed, voters only
care about having the highest possible quantipublic consumption in each period. The
utility function of the incumbent policymaker in atection period is:

Vi = I+ PO (R 1), 3)
wherer, is rents grabbed in periddP; is the perceived probability that the incumbent is
re-electedgis the discount rate, aritlis the exogenous gain from winning the election.

The timing of events is the following: (i) An inclo@nt policymaker is in office in
periodt and chooses rent for that periodHe does not yet know his competernge(ii)
The value of his competence is revealed and thécpgdod is residually determined, so
as to satisfy (1). Voters observe their own utilibyt neither the policymaker's
competence,/;, nor rents,r. (iii) Elections are held. If the incumbent winkis
competence is stilf, otherwise an opponent is appointed whose competsrdrawn at
random from the same distribution. (iv) Peried rentsr.; are set, and public spending
is once again residually determined from (1)

Under these assumptions, the policymaker has renive to behave well in off-
election years. Thus, rents are maximal=r and public spending is relatively log,1
= n(zy-r). Voters are clearly better off with a more competpolicymaker (highs,)
since utility in period+1 will be higher. In election years, however, ther@an incentive

for the policymaker to improve his performance hseavoters will only reappoint the

®> We make the following assumptiops r_<7y. This assumption serves the purpose of givingvtiters a
motive to maintain competent incumbents in office.
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incumbent if his estimated competence is highem thlhe opponent’'s expected
competence. In other words, the politician will nmaize his utility (3), subject to the
constraint of optimal voting behavior. More fornyalia the budget constraint (1), voters
form an estimate of the incumbent’'s competegicéry-x) wherex; denotes the solution
to the politician’s optimization problem. If the mected estimate is above one, the
politician is reelected. Equivalently, we can exgrehis in terms of the perceived
probability of winning the election from the incuenii’s point of view as
1-§(zy-x)/(zy-)-(0.5-).°

Thus, we can now solve the incumbent’s maximizapimblem under this reelection

constraint, which gives us the equilibrium rentglection years:
re=1y-EBR+r) <rus.’

Hence, in election years, each incumbent percavesde-off between rents and the
probability of winning because voters only reappoincumbents if they deliver
sufficiently high welfare in the period precedinget election. Voters use this
retrospective voting strategy because it will raiee probability of having a more
competent government tomorrow. In other words, mmisents who can please voters are
re-appointed, while incompetent ones are ousted bffice.

This is, of course, a very simplified model. Foaeple, taxes are exogenously fixed
and there is a strong assumption that the politidees not know his own competence
when setting his policy in period A more elaborate model, such as in Rogoff (1990),
would relax those assumptions. With taxes as antiadal policy instrument, these
would also entail information about the politiciarcompetence. Lower taxes would be
associated with more competent politicians. Witynawsetric information about types of
policymakers, policy could be used as a delibesageal of competence with competent
policymakers being more likely to engineer a pcéditibudget cycle than incompetent
ones’® These extensions would, however, not change thea malications from the

simplified model.

® The derivation uses the budget constraint (1)taadact thajis uniform.

" Here we have used fact that the incumbent’s optich@ice must be consistent with the voters’
conjectures about these choices in equilibriumxger,

8 This is the case if there are only two types dfgymakers, such as in Rogoff (1990). However, wéth
continuum of types, everyone would induce a cySie€rt and Rogoff 1988). This prediction also el
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To summarize, the main implications from the ragloglectoral cycle model are that
spending (taxes) would, on average, be higher (pwe election years than in off-
election years. Moreover, competent policymakess, those able enough to induce a
budget cycle, are re-elected while those who failausted.

3. Empirical identification strategy and data

3.1 Identification strategy
In this section, | present the empirical identifioa strategy for the test of the rational
electoral-cycle hypothesis and the data to whiah thst is applied. According to the
model in the previous section, we should expechdipg to be higher in election years
than in off-election years, and the reverse toafipl taxes. Thus, we can test this model
by including an indicator variable that takes tlaue of one in election years and zero
otherwise. Hence, we could estimate an equatidheoform
pi= a+ AE+ xS+ &,1=1,... N;t=1,....T 4)
wherep; is the policy instrument, i.e., spending or taXgdss the indicator variableg; is
a vector of other variables that might be considei@ affect the particular policy
instrument. Finally,s: is an error term yet to be specified. Since weehpanel data,
equation (4) is indexed withandt, wherei denotes local governments antime. The
main coefficient of interest from the point of viet theory isA. The prediction from
theory is thatd should be positive for spending and negative &xes. Moreover, re-
elected incumbents should, on average, have latgiyet cycles than incumbents ousted
from office. Thus, thel coefficient should be larger (in absolute valug)governments
having had a successful re-election bid than fosétthat were ousted from office.
In the empirical identification strategy, | will ssme that the error terenconsists of
a fixed municipality effects and a remainder disturbange
&=U+ Vi, Ve OID(O, 02v) (5)
By introducing fixed effects, | will primarily iddify a prospective election cycle
from the time-series variation in the data. Morecsfically, | am only using the within-

municipality variation over time to identify theeetion parameter. Including time-

the existence of a separating equilibrium. In alipgoequilibrium, however, all types of policymaker
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specific effects in the error term would not beomnfative, since Swedish local
governments had a synchronized fixed election @&ty third year throughout the
sample period. Nevertheless, | will still try to control for comon shocks to the
macroeconomy by including the percentage changeainGDP in regression (4).

I will also include other explanatory variablesyd@d policy instruments, population
size, the proportion of young (0-15), the proportad elderly (65+), population density,
central governmental grants and average municjpaliome?’

Lagged policy instruments are included becausestasr good reasons for believing
there to be inertia in fiscal policy outcoméd-or example, several theoretical papers
show that the options available to a newly eleg@gernment may be restricted because
of the actions taken by the previous incumbBéht.Chapter 3, | find that the level of debt
is used strategically by an incumbent governmentikely to be re-elected, in order to
affect the policies of its successor. Other reasonmertia could be regulations imposed
on the sub-national government by the central gowent, or incremental routines of
budget making (e.g., see Wildavsky 1974).

Proportions of young and elderly are linked to tlest and benefits of government
spending. These variables can also be seen asoldiogtrfor the mandatory part of
municipal spending since education, childcare, aate of the elderly are mainly
mandatory taskS. Population density and population size are indutbecause they

capture the possibility of congestion effects alseconomies in the provision of local

induce the same cycle.

° The time-specific effects would be perfectly coelar with the election year indicator.

0 There is still no consensus concerning the proteas generates government fiscal decisions. For
example, see Inman (1988) for a survey of variondets of government expenditure determination.

™ Inclusion of a lagged dependent in a panel datéeso creates some estimation problems. By nowethe
is a sizeable literature on different estimatiochtéques (e.g. see Baltagi (1995) and the refescnited
therein). For example, Judson and Owen (1999),guairMonte Carlo approach, compare the bias of
different dynamic panel data estimators. Their dgsion is to use a GMM or Anderson-Hsiao estimator
for large T panels, since the bias of the FE-estmeould be sizeable even when T=20. However,hizs
concerns the parameter of the lagged dependerthiearand it is not clear-cut from their study whirh

the compared estimators performs best concernmditis of the parameters of the other regressorse S
the main interest of this paper is the electoraleand not the lagged dependent variable pet genbt
obvious which estimator to use. However, | have alsed the Anderson-Hsiao estimator with the lefel
dependent variable g as an instrument, and all results from this edtimare very similar to the results
presented in this paper.

12 See Persson and Tabellini (1999) and the refeserited therein.

13 A local government's freedom of action of runniagnandatory operation depends on the constraints
imposed by legislation, which may vary from onédit another.
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government services. | also include intergovernalegtants. However, this variable is
probably not exogenous with respect to fiscal decss since most intergovernmental
grants in the sample period were matching grédnievertheless, certain parts of the
governmental grants are block grants or grant-thaad the estimate of the electoral-
cycle, A, could possibly be biased by not being included msexplanatory variable.
Finally, | control for average municipality incorttéOne reason is that income is related
to the fiscal capacity of a municipality, as thékiaf revenues comes from a proportional
local income tax and thus measures the abilitpigertax revenues. Income could also be
seen as a control for local business cycle vanatidable 1 presents summary statistics
for the explanatory variables.
3.2 Data
My objective is to test the rational electoral-&yblypothesis by using data from Swedish
local governments. One advantage of this datass#tat there is a fixed election every
third year, which avoids the endogeneity bias wherumbent governments have the
discretion to call early elections. The full sampémnsists of 274 municipalities in 1974-
1994. In this period there have been seven elextit®ir6, 1979, 1982, 1985, 1988, 1991
and 1994. Thus, there is a total of 5754 &4 observations from local governments,
1918 (2747) of which correspond to election periods. In ghésiod, 1329 governments
were re-elected and 301 ousted from offfce.

| use total expenditures and the personal incorrerate as dependent variables.
Expenditures are expressed in terms of per capdaral991 years price and the tax rate
is expressed in percefitAs a backdrop to the investigation, Table 2 presseonmmary
statistics for the spending and the income tax iratlhhe sample period. These statistics

provide a condensed history of municipality budg@is facilitate the interpretation of

14 About 80 percent of the total grants were matchjrants while 20 percent were grant-in-aid. Even th
grant-in-aid program was determined by the fiseidvior of the municipalities. For a descriptionttoé
Swedish grant-in-aid system see Aronsson and Vikks{i996).

15 Due to centralization of tax collection, the taxeipts to the local governments in yeare based on the
taxable personal income in yeaR. In the empirical analysis, | have tried to dedthwthis feature by
including both the average municipality income @ast andt-2 as regressors.

161 am obliged to exclude 288 observations dudéofact that these cannot be classified as havirigaa
defined majority, i.e., either a left- or right-wgrgovernment.

7| have used the implicit GDP deflator. The deftatmconstructed by taking the ratio of GDP at entr
market prices to GDP at fixed market prices.
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Table 2, the mean of spending and taxes, 1 stardirdtion bound, minimum and
maximum are plotted in Figure 1 and 2.

A more and less steady upward trend in expendfarecapita and tax rates can be
seen from Figures 1 and'2Real spending has increased by a factor of 1.8ewdx
rates have increased by a factor of 1.4. The stdnilaviation for spending starts at 18
percent of the mean and declines to roughly 14egmeréiowever, the standard deviation
for taxes is roughly 7 percent of the mean during whole period. The maximum
spending is typically more than twice the minimunhile the maximum tax rate is a

factor 1.8 larger than the minimum.

4. Results

4.1 Basic results
In this section, | present the basic empirical itsduom the tests of the rational electoral-
cycle model. First, | test the principal predictibom theory, namely that there is an
electoral cycle in both spending and taxes. Theéestlthe more specific prediction of the
election cycle being larger for reelected governisiéiman for those ousted from office.
Table 3 shows the effect of election timing on gjeg and taxes, using the total
sample. From this table, we can see that therdnighdy statistically significant and non-
negligible electoral cycle in both spending ancesaXSpending increases by 418 SEK per
capita (1.5 percent of mean spending) in electieary compared to off-election years.
Similarly, taxes are decreased by 0.07 percentag@sp(0.4 percent of mean taxes).
Thus, these results support the main predictiom fiftve electoral budget cycle model.
Table 3 also reveals that the spending regressioouats for 85 percent and the tax
regression for 95 percent of the variation in poliMoreover, the lagged dependent
variable, grants and average income all have pestifects on spending and taxes, while
population density and the aggregate growth ofStvedish economy all have negative

effects on spending and taxes. Population sizeahasgative effect on spending, but a

18 Some peculiarities in these trends need to beaiaal. In 1983, Statistics Sweden changed its idefin
of total spending. Before 1983, spending also metliinternal transactions. In 1992, there was a oér
elderly reform, where the municipalities took oweost of the responsibility for care of the eldetgt had
previously been handled by the county councilss Hiso entailed a switch in the tax rate. In th@iecal
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positive effect on taxes. Finally, the age struetseems not to matter for spending or
taxes, except for the proportion of elderly in the regression.

Now, | turn to the evidence of the more conditiopatdiction from the theory,
namely that re-elected governments should, on geerbe associated with a larger
politically induced budget cycle than those oudtech office. Columns 1 and 2 in Table
4 present the results on spending and taxes fosuhsample of re-elected governments,
while columns 3 and 4 show the results from a sup$a of the ousted ones. As in Table
3, there is a significant and sizeable electoraleyn spending and taxes for the re-
elected governments. In contrast, there is no @laktycle in spending for the ousted
governments. Spending is 1.5 percent higher irtielegears for re-elected governments
than for replaced ones. This finding supports theremspecific prediction from the
rational electoral-cycle model.

4.2 Extensions

In this section, | make two extensions. First, destigate whether the accumulation of
debt also displays an electoral cycle. The previmdings of higher spending and lower
taxes in election years should, almost by definitialso have the implication of a
positive association between the accumulation &t @ad election periods. In fact, a
more elaborate rational electoral-cycle model walib predict a positive associatidn.
Table 5 presents the results from the debt regnesSihere is a highly statistically
significant electoral-cycle in debt. In electiorayg, the accumulation of debt is 739 SEK
per capita (7 percent of the mean) larger than ffrelection years. A back of the
envelope calculation shows that the magnitude iserooless consistent with the cycle in
spending and taxes.

Second, | disaggregate the sample further to seetheh different parties have
different electoral-cycles. Even though the ratlaiactoral-cycle model does distinguish
between parties, there is some evidence of diftepanties pursing different policies,

once in office. In chapter 2, | show that left-wiparties in the government spend and tax

analysis, | have tried to deal with these trendtshiy including dummy variables. My results arewever,
robust whether | include these dummies or not.
19 Shi and Svensson (2000) have constructed suchdalmo
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more than right wing partié$ Moreover, Besley and Case (1995a), argue thatrdift
parties could exert different controls over th&dividual members, which could make
the electoral-cycle conditional on the identitytloé incumbent party. They find that only
Democratic governors respond to binding term limitkich they interpret as incomplete
party discipline on behalf of the Democratic Party.

Tables 6-8 present the results when | split the pganmto left- or right-wing
incumbents. Columns 1 and 2 in Table 6 constitueesubsample where either the left- or
the right-wing government is re-elected, while ecohs 3 and 4 constitute the subsample
were they are ousted from office. Table 6 revealsgh similarity between left- and
right-wing incumbents. When they are re-electedpbyserve a spending cycle, but when
they are replaced from office, we observe no syckec Turning to tax regression, unlike
the pooled regression in Table 4, Table 7 revdalsthe electoral cycle in taxes is now
also consistent with the rational electoral-cycleodel. The cycle is statistically
significant and of similar magnitude for both reekd left- and right-wing incumbents.
However, there is no significant cycle for oustedtumbents. Turning to the debt
regression, Table 8 shows an electoral-cycle oflmbusimilar magnitude for both re-
elected left- and right-wing incumbents. Howevhg behavior of the ousted incumbents
differs sharply from each other. A right wing gowerent, which is ousted from office,
has a larger cycle than a re-elected right-wingegowment. In contrast, a left-wing
government ousted from office has a smaller cydlant a re-elected left-wing
government. This finding is consistent with theattgic debt model developed by
Persson and Svensson (1989) and very similar tetioChapter 3.

In summary, it seems that both left- and right-wgayernments induce an electoral-
cycle in spending, taxes and debt when re-eledtemlvever, when the incumbent
government is ousted from office, there is no soytie in spending or taxes for either

type of government. These findings are consistettt thie predictions from the rational

2 There is nothing strange about the fact that Ipatiiisan and opportunistic motives can co-exist. Fo
example, Drazen (2000) writes “ On the one hand, défice holders care simply about clinging to pewe
with no concern about what policies are implemenu the other hand, politicians must win elections
order to implement their preferred policies, sot teeen the most partisan policymaker will sometimes
display opportunistic or office-motivated behavior.

2 In Chapter 3, | use a different empirical idewtifion strategy to test strategic debt behavion tihe
strategy used here.
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electoral-cycle hypothesis. In addition, there is @lectoral-cycle in public debt,

consistent with strategic debt behavior.

5. Discussion

| have conducted a test of the rational budgetecyobdel drawing on a new panel data
set from Swedish local governments with nearly 6608ervations (N=274, T=21), 2000

of which correspond to election periods. | findhiigsignificant electoral cycles in both

spending and taxes. On average, spending is 1cemehigher and taxes 0.4 percent
lower in election years than in off-election yedviareover, there is no cycle in spending
or taxes when the incumbent has been ousted fréioeofrhese findings are consistent
with models stressing elections as a means of tsgjethe most competent politician,

such as Rogoff and Sibert (1988), Rogoff (1990) Redsson and Tabellini (2000).
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Table 1

Summary statistics
Variables Mean Standard d. Min Max
Proportion of 0.21 0.028 0.13 0.37
young (0-15)
Proportion of 0.17 0.045 0.016 0.41
elderly (65+)
Average 73778 12488 15943 162960
income
Population size 27799 45523 3480 692954
Population 107 360 0.28 3700
density
Grants 7572 2416 -276 24670
Growth of the 1.50 1.76 -2.2 4
Swedish
Economy

Notes: Average income and grants are expressedrtstof per capita and in 1991 prices.

Table 2
Municipality spending and tax rates
Total expenditures Taxes
Year Mean Std d. Min Max Mean Std d. Min Max

1974 23042 4250 14391 41132 14.11 0.93 10.10 16.85
1975 23361 4110 14697 41780 14.57 1.01 10.10 17.00
1976 24586 4318 16951 42551 14.88 0.99 10.10 17.25
1977 26811 4376 17876 44114 15.12 1.01 10.60 17.50
1978 27416 4675 18030 45684 15.73 1.05 10.60 18.60
1979 28838 4809 19798 47560 15.86 1.09 10.60 18.60
1980 29240 5012 19481 47579 15.92 1.08 10.60 18.60
1981 29948 4864 20940 50418 16.06 1.09 10.60 18.60
1982 30610 5108 20917 51757 16.11 1.10 10.60 18.60
1983 25651 4032 18988 43366 16.21 1.09 10.60 19.60
1984 25779 4091 18314 41254 16.25 1.10 10.40 19.60
1985 26464 4444 19236 42720 16.27 1.12 9.70 19.60
1986 26967 4212 19441 40712 16.23 1.06 11.30 18.00
1987 27550 4205 20297 45602 16.26 1.09 10.90 18.00
1988 27158 3760 19966 39525 16.36 1.12 10.90 18.00
1989 27671 3908 19048 44434 16.41 1.09 11.40 18.00
1990 28377 3687 21441 40053 16.49 1.07 11.40 18.25
1991 29588 3914 22059 45130 16.52 1.05 11.40 18.00
1992 34741 4835 25219 55771 19.03 1.30 13.20 21.70
1993 32098 4828 20483 51258 19.13 1.39 13.15 21.93
1994 31834 4299 20014 46816 19.14 1.38 13.15 21.93
74-94 27987 5209 14391 55771 16.32 1.71 9.70 21.93

Notes: Each row reports summary statistics for @dhicipalities. Spending is expressed in 1991 SEK p
capita and taxes in percent.
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Table 3
Electoral cycles in spending and taxes
Dependent variable Spending Taxes
Sample Total Total
Election 418 -0.07
(7.17) (-7.11)
Lagged dependent variable 0.42 0.52
(29.55) (55.32)
Proportion young -4322 -0.83
(-1.40) (-1.14)
Proportion elderly -1033 3.12
(-0.32) (4.81)
Population size -0.05 0.00001
(-2.19) (3.17)
Income (t) 0.08 7.46e-06
(13.79) (9.78)
Income (t-2) 0.09 2.24e-06
(17.50) (2.84)
Population density -9.06 -0.001
(-4.97) (-4.95)
Aggregate growth -175 -0.01
(-9.63) (-4.40)
Grants 0.80 0.0001
(19.72) (20.24)
Unit specific fixed effects Yes Yes
R® 0.8477 0.9472
Number of obs. 5480 5480

Notes: The dependent variable is spending in tts¢ ¢olumn and taxes in the second column. Estsnate
are based on Swedish municipality data for 19744194l regressions include fixed municipality effec
There are also two dummy variables included inghending regression (D=1 for 1974 to 1982 and zero
otherwise, D=1 for 1992 to 1994 and zero otherw&®) one dummy variable in the tax regression (D=1
for 1992 to 1994 and zero otherwise) because ofitshifts. For information about the causes fos¢he
trend shifts, see footnote 18 in the text. Thesmrdy coefficients are not reportetistatistics are in

parentheses and white standard errors were usmdicnlatingt-statistics.
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Table 4
Electoral cycles in spending and taxesumbent government re-elected or ousted

Dependent Spending Taxes Spending Taxes
variable
Sample Incumbent re-elected Incumbent ousted
Election 408 -0.06 229 -0.07

(5.98) (-5.00) (1.38) (-2.42)
Same controls Yes Yes Yes Yes
as in Table 3
Unit specific Yes Yes Yes Yes
effects
R? 0.8616 0.9503 0.8455 0.9621
Number of obs. 3755 3755 848 848

Notes: The dependent variable is spending in tisé dind third columns and taxes in the second andH
columns. Estimates are based on Swedish munigipdéita for 1974-1994. The first two columns only
include data from the term of office before a sgsta re-election bid, whereas the last two colummiy
include data from an unsuccessful re-election Aitregressions include fixed municipality effecithere
are also two dummy variables included in the spapdiegression (D=1 for 1974 to 1982 and zero
otherwise, D=1 for 1992 to 1994 and zero otherw&®) one dummy variable in the tax regression (D=1
for 1992 to 1994 and zero otherwise) because ofitshifts. For information about the causes fos¢he
trend shifts, see footnote 18 in the text. Thesmmdy coefficients are not reportetistatistics are in
parentheses and white standard errors were usmddmlatingt-statistics.

Table 5
Political cycles in debt
Dependent variable Debt Debt Debt
Sample Total Incumbentre-  Incumbent ousted
elected
Election 739 711 739
(11.03) (9.44) (3.37)
Same controls as in Yes Yes Yes
Table 3
Unit specific effects Yes Yes Yes
R® 0.7892 0.7972 0.8157
Number of obs. 5477 3752 848

Notes: The dependent variable is debt. Estimatedased on Swedish municipality data for 1974-1994.
The first column consists of the whole sample. $keond column only includes data from the term of
office before a successful re-election bid, whetbashird column only includes data from an unssstul
re-election bid. All regressions include fixed neipality effects.t-statistics are in parentheses and white
standard errors were used in calculathsgatistics.
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Table 6
Electoral cycles in spending for left-wing and tighing governments
Dependent Spending Spending Spending Spending
variable
Sample Left-wing Right-wing Left-wing Right-wing
incumbent incumbent incumbent incumbent
reelected reelected ousted ousted
Election 456 304 -19 -189
(4.72) (3.22) (-0.06) (-0.60)
Same controls Yes Yes Yes Yes
asin Table 3
Unit specific Yes Yes Yes Yes
effects
R? 0.8610 0.7856 0.9244 0.8507
Number of obs. 2021 1734 293 555

Notes: The dependent variable is spending. Estanate based on Swedish municipality data for 1974-
1994. The first column only includes data from twen of office before a successful re-electionfbidleft
wing governments, whereas the second column omlydies data before a successful re-election bid for
right-wing governments. The third column only indbds data from the term of office before an
unsuccessful re-election bid for left-wing govermtse whereas the fourth column only includes dedenf

an unsuccessful re-election bid for left-wing goweents. All regressions include fixed municipality
effects. All regressions include fixed municipal@ffects. There are also two dummy variables iretlich

the spending regression (D=1 for 1974 to 1982 agw ntherwise, D=1 for 1992 to 1994 and zero
otherwise) because of trend shifts. For informatibout the causes for these trend shifts, seedt®o8 in

the text. These dummy coefficients are not repottsthtistics are in parentheses and white standestse
were used in calculatingstatistics.
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Table 7
Electoral cycles in taxes for left-wing and righirngg governments

Dependent Taxes Taxes Taxes Taxes
variable
Sample Left-wing Right-wing Left-wing Right-wing

incumbent incumbent incumbent incumbent

reelected reelected ousted ousted
Election -0.07 -0.05 -0.04 -0.10

(4.33) (-2.74) (-0.80) (-1.35)

Same controls Yes Yes Yes Yes
asin Table 3
Unit specific Yes Yes Yes Yes
effects
R? 0.9429 0.9482 0.9638 0.9666
Number of obs. 2021 1734 293 555

Notes: The dependent variable is taxes. Estimatedased on Swedish municipality data for 1974-1994
The first column only includes data from the terfroffice before a successful re-election bid fdt leing
governments, whereas the second column only insldééa before a successful re-election bid fortrigh
wing governments. The third column only includetadaom the term of office before an unsuccessul r
election bid for left-wing governments, whereas fineth column only includes data from an unsuctgss
re-election bid for left-wing governments. All regsions include fixed municipality effects. All
regressions include fixed municipality effects. fiehiss also one dummy variable in the tax regres@ioril

for 1992 to 1994 and zero otherwise) because ofitshifts. For information about the causes fos¢he
trend shifts, see footnote 18 in the text. Thesmmdy coefficients are not reportetistatistics are in
parentheses and white standard errors were usmdicnlatingt-statistics.
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Table 8
Electoral cycles in debt for left-wing and rightagi governments

Dependent Debt Debt Debt Debt
variable
Sample Left-wing Right-wing Left-wing Right-wing

incumbent incumbent incumbent incumbent

reelected reelected ousted ousted
Election 758 632 170 1276

(6.88) (6.35) (0.51) (3.33)

Same controls Yes Yes Yes Yes
as in Table 3
Unit specific Yes Yes Yes Yes
effects
R? 0.7969 0.7849 0.8781 0.8238
Number of obs. 2018 1734 293 555

Notes: The dependent variable is debt. Estimatdased on Swedish municipality data for 1974-1994.
The first column only includes data from the terfioffice before a successful re-election bid fdt Veing
governments, whereas the second column only insldd& before a successful re-election bid fortrigh
wing governments. The third column only includetadeom the term of office before an unsuccessul r
election bid for left-wing governments, whereasfthath column only includes data from an unsudtgss
re-election bid for left-wing governments. All regsions include fixed municipality effectsstatistics are
in parentheses and white standard errors wereinsedculatingt-statistics.
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Figure 1. Spending 1974-1994
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Figure 2. Taxes 1974-1994
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