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 Introduction

For over a decade there has been considerable interest in the topic of 
political business cycles. While there is a wealth of empirical research to 
support the view that macroeconomic conditions have important influ
ences on voter attitudes and on election outcomes,1 the numerous empiri
cal studies which tested for systematic business fluctuations coinciding 
with election periods in the major industrial countries have found mixed 
results at best.2 While the latter controversy has involved a great deal of 
technical debate about the role of rational expectations and appropriate 
statistical techniques (see chapter 10 of this volume as well as Kirchgässner

 1984a, 1984b), we believe that a major reason that the patterns of 
economic activity predicted by the initial political business cycle models 
have not been so clearly visible is that these initial models were based on 
too simple views of the objectives of governments. Contending with 
political business cycle views of political influences on macroeconomic 
policies is the conception of some writers that political parties have im
portant ideological or support group-based policies—for example, that 
conservative parties are more concerned about inflation than unemploy
ment while liberal parties have the opposite priorities.

We believe that both perspectives are important and can be combined 
within the framework of broader politico-economic models. One set of 
these models would predict that political business cycle behavior will tend 
to dominate in elections which the government fears may be close, while 
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“ideological” objectives will dominate when elections are expected to be 
safe. On this view, governments may behave in a consistent manner, but 
because of these multiple objectives the resulting behavior will be more 
complex than predicted by the simple models.

Politico-economic models of the macro economy and political pro
cess can be developed by assuming that the government maximizes its 
own utility subject to various constraints.3 The government receives util
ity from carrying out its ideological program. A government formed by a 
left-wing party (or parties) may, for example, be assumed to increase the 
budget (in order to enlarge the domain of the state), while a right-wing 
government wants to decrease it (in order to keep the size of government 
small and to strengthen private market activities). The most important 
constraint the government faces is political: it may stay in power only if 
it is reelected. There are also important economic constraints which de
termine how policy instruments affect the economy, as well as the budget 
and balance of payment constraints (in the case of fixed exchange rates). 
Government is also restricted in its activity by administrative and legal 
constraints, for example, by the public bureaucracy which resists struc
tural changes in expenditure programs as much as possible and has an 
interest in continually increasing public expenditures.

Hence, a model of a politico-economic system emphasizes the inter
dependence of the economy and policy by taking into account that the 
electorate’s voting decision depends on the state of the economy (among 
other political issues), and that the government can influence its reelection 
prospects by altering the state of the economy. These relationships are 
sketched in figure 9.1.

Figure 9.1 shows how the state of the economy (as represented by 
major economic indicators such as the rate of unemployment, the rate of 
inflation, and the rate of growth of real income) influences the voters’ 
evaluation of government performance: the worse (better) the economic 
conditions are, the less (more) satisfied the voters are with the govern
ment, assuming that the voters hold it (at least partly) responsible for the 
economic situation.

In the “political” sphere (polity) the institutional characteristics of 
the particular politico-economic system determine how much the govern
ment depends on the voters’ wishes, i.e., how much a government must 
expect a change in its reelection prospects. Furthermore, the figure shows 
that the government uses its policy instruments (public expenditures and
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Economy Performance

Figure 9.1 Politico-Economic System with Monopolistic Government

tax rates) considering both its reelection prospects and its ideology. The 
lower loop in figure 9.1, which leads from the economy to the polity to 
represent the voters’ behavior, is termed the “evaluation function.” The 
upper loop, which leads from the polity back to the economy to represent 
the government’s behavior, is termed the “policy function.”

The main purpose of this study is to give an overview of the current 
state of research on voters’ behavior and on government’s reactions as 
they relate to representative democracies. Some short remarks are added 
for authoritarian regimes. Furthermore, the behavior of additional actors 
(like the central bank and interest groups) will be analyzed in this frame
work. Finally, shortcomings of the current state of research are pointed 
out and some concluding remarks are drawn.

Voters’ Behavior in Evaluating
Government’s Performance

Most studies in the politico-economic context—as just described—deal 
solely with voters’ behavior concerning the evaluation of the govern
ment’s (and in some also the opposition’s) performance at a general elec
tion or at polls.4 The main emphasis lies on what determines the election 
decisions of voters. The answer to this question is crucial for a govern
ment to know, because if the government wants to stay in office, it should 
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have some knowledge of the political and economic factors which are 
used as most important determinants in a voter’s decision.

The economic theory of voter behavior (Downs 1957; Riker and 
Ordeshook 1968) assumes (hat each voter makes a rational decision 
which maximizes the expected net benefit of the election outcome. When 
doing this the voter has to make two decisions: should he (or she) vole at 
all. and if so, should he vote for or against the government. Since to 
participate in a general election is a public good for a single voter (i.e., 
he has almost no influence on the election outcome with his vole cast, but 
to cast the ballot has considerable nonnegligible costs), the observed high 
participation rale at general elections can only be explained in economic 
terms with a rather high net benefit from the election itself for a single 
voter.-5

Voters participating in general elections are assumed to evaluate the 
government in terms of its past performance over the last legislative pe
riod, or even longer. To undertake this evaluation of government’s per
formance, the voter considers those economic and political developments 
for which he thinks government is (at least partly) responsible. As this 
inforination process is costly for the voter, he will use those economic 
and political factors which he already knows or he can obtain easily. Ag
gregate economic indicators which fulfill these propositions include the 
rate of inflation and of unemployment, the growth rate of disposable, in
come, and the burden of taxation and of other government activities as 
well as government services like transfer payments. Political factors in
clude both interior and exterior political events, such as foreign crises and 
domestic affairs (scandals of politicians, etc.). For the economic side it is 
fairly easy to investigate empirically whether these variables have an in
fluence on voters’ decisions, but for the political factors it is very difficult 
to find appropriate variables capturing these influences.6

The empirical investigation of the evaluation function started almost 
simultaneously at the beginning of the seventies with the econometric 
estimation of popularity functions (for the United States, Mueller 1970, 
and for Great Britain, Goodhart and Bhansali 1970) and of election func
tions (for the United States. Kramer 1971). These studies focused primar
il v on the strength of the influences of changes in the economic situation 
on the popularity of American presidents (and of British governing par
ties) or on the outcomes of congressional and presidential elections in the
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United States. In these studies, the following general evaluation function 
was used:

n

APPRt = F[a • APPR^, (1 — a) ■ (ec.var.J , 
,=> (1)

ftl

(I - a) • E (pol-vary^f
7=1

where APPR stands alternatively for two evaluation indicators: (1) the 
approval rate from popularity figures for a government, and (2) the rate 
of support of a government in an election; t stands for the time interval 
and p indicates how much time is needed before changing economic and 
political factors influence the two evaluation indicators; the parameter a, 
with 0 < a < 1 , is a “discount factor” for voters’ memory: if voters 
more or less evaluate only the current government performance then a 
approaches to o, but if past government’s performance counts a lot, a will 
have a value close to 1. The discount parameter can be interpreted as a 
measure of how myopic voters are when judging the government. With 
the already mentioned economic and political variables, it can be exam
ined whether (and if so, how strongly) a change in the economic (politi
cal) situation affects the evaluation of a government.

Results of Aggregate Vote and Popularity Studies

The results of vote functions are considered first, as these look at the 
direct influence of economic and political influences on election out
comes. For the purposes of this study, only the economic influences are 
presented in table 9.1.7 The table clearly shows that, in most cases, the 
rate of inflation and of unemployment and the growth rate of real income 
have a statistically significant impact on election outcomes—but none of 
these variables has a dominant influence over the others. This holds es
pecially for the United States, where we have four studies of presidential 
elections for roughly the same time period: Kramer (1971) concludes that 
inflation and growth of real income have a significant impact. On the 
other hand, Fair (1978) finds only a significant influence of the real per 
capita income or of the rate of unemployment (if only one is included in 
the estimation equation). Niskanen (1979) shows a significant impact of



244 I The Political Business Cycle

Table 9.1 The Influence of the Economic Situation on Election Outcomes in 
Representative Democracies

Dependent variable 
(Period) Author

Lagged dependent 
variable

Kind of estimation

Rate of inflation

Specification and 
time lag

United States
Vote share of Republican Kramer — -0.41*
party ( 1896—1964) (1971) ML Actual rate in the

election year

Vote share of presidential Fair 0.19** —
candidate of Democratic (1978) GLS
party (1916-1972)

Log [vote share of Niskanen — —
presidential candidate in (1979) OLS
power) ( I 896-1972)

, Vote share of presidential Kirchgässner 0.49** -0.12**
candidate in power (1981) GLS Squared value in
(1896 -1976) the election

year
Denmark
Vote share of bigger party Madsen — -0.43*

in power—developed (1980) GLS Actual value in
from long-term average the election
(1920 -1973) year

Norway
Vote share of governing Madsen — -0.36*
party (1920-73) (1980) GLS Actual rate in the

election year
Sweden
Vote share of governing Madsen — -0.22
party--developed from (1980) GLS Actual rate in the
long-term average election year
(1920-73)

France
Vote share of left Rosa — 0.20*
opposition parties (1980) OLS Three years
(1920 -73) averaged values

Nines. In this (able only the resu Its of the economic factors are reported. R2 corrected coefficient
of determination; df = degrees of freedom. ML -= maximum likelihood estimation; GSL =
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-0.001
Change of first 
differences in the 
election year

Rale of unemployment Rate of income or gnp
Rate of per capita 

federal taxes
Specification and Specification and Specification and R2

time lag time lag time lag df

0.27*
Real, per capita value 

in election year

0.78
[27]

-0.31*
Log [real value]

[H]

0.73
[14]

1.16**
Real, per capita value 

in election year

1.51*
Log [real, per capita 

value, average over 
legislative period]

-0.19
Change of first 
differences in the 
election year

— — 0.28
[13]

-0.10
Actual rate in the 
election year

— — 0.09
[13]

-2.40*
Change of first 
differences in the 
election year

0.73**
Actual rate in the 
election year

— 0.47
[13]

0.02**
Three years averaged 
values

-0.08**
Three years averaged 

values

— 0.80
[16]

«neral least squares estimation; and OLS = ordinary least squares estimation.* p < .05, two- 
uiled. ** p < .01, two-tailed.
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per capita income and of the rate of federal per capita tax. Finally, Kirch- 
gassner (198 r) explains the vote share of American presidents by the 
squared rale of inflation only, and no other economic variable is signifi
cant. One reason for these quite different results may be the long time 
period over which the empirical studies were undertaken, with the consequences

 that structural changes (like the world economic crisis of 
1928-29) may cause the instability in the estimation results.

For Denmark and Norway, Madsen (1980) finds only a significant 
influence of the inflation rate on the vote share for the government party 
or parties. For Sweden, he shows a significant impact of the rate of un
employment or of real income. Only in the case of France (Rosa 1980) 
do all three economic variables have a significant impact on the vote share 
of the left opposition parties, with the strongest influence being the infla
tion rate.5 On the other side no statistically significant influence of the 
economic situation on the election outcome is found by Whiteley (1980) 
for Great Britain and by Inoguchi (1980) for Japan.

A comparison of the results of the vote functions between the coun
tries may not be very useful because the time period investigated, the type 
of specification, and the variables included in the estimation are too dif
ferent in the various studies. However, the results for the majority of the 
countries show that the economic situation has an important influence on 
the election outcome, but just how strong this influence is and which 
economic factors are most crucial is difficult to tell.9

As it is very important for a government to regularly know the eval
uation by the voters of its performance in terms of the current and past, 
government will use the instrument of polls at regular intervals; polls on 
government performance are undertaken in most western countries on a 
monthly basis. Using polls a government can see how voters’ evaluations 
change when the effects of its policy changes are perceived by the voters. 
Therefore most authors concentrate their studies on the question of which 
political and economic factors have an influence on government’s popu
larity and how strong and quantitatively important they are. Today, there 
arc more (han seventy studies of the economic and political impact on 
government's popularity (to the authors’ knowledge), most of them con
centrating on the United States, Great Britain, France, and Germany. As 
it is not possible (and may not be very useful) to survey all of them, we 
will focus here on what we believe are the most important results recently 
published.
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In table 9.2 the influence of the economic situation on the popularity 
of presidents in France and in the United States is reported, and in table 
9.3 the estimation results of popularity functions of governing parties are 
given. Table 9.2 clearly shows that the rates of inflation and of unemploy
ment and the growth rate of real income have a significant impact on a 
president’s popularity in France and in the United States. The interesting 
question now is which economic variable is the dominant one. For France 
the results of the three studies differ:10 Whereas Lewis-Beck (1980) finds 
that the inflation rate has the strongest impact (in quantitative terms), 
Hibbs (1981) concludes that the growth of income and the rate of unem
ployment are the dominating economic factors. Lafay (1984a) reaches a 
similar result as Hibbs and additionally finds a significant impact of the 
exchange rate. For the United States a clear picture emerges: The rate of 
unemployment and/or growth rate of real income are the dominating eco
nomic factors on presidential popularity (Schneider 1978 and Hibbs 
1982a). Considering only the influence of unemployment and inflation on 
presidential popularity, the following result shows up: from President 
Kennedy to President Nixon the elasticity of unemployment is greater 
than for inflation, whereas for the popularity of Presidents Ford and Car
ter the opposite holds.11 Furthermore, the impact of the economic situa
tion on presidential popularity has increased remarkably over time: From 
Kennedy to Carter the popularity elasticities for unemployment and in
come almost doubled (from —0.22 to —0.36 and from 0.27 to 0.45, 
respectively) and for inflation the elasticity rose from -0.05 to —0.53.

Considering the results of the economic situation on the popularity 
of the governing party (or parties) in four European and three Asian 
states, again a clear picture appears: The rate of inflation and of unem
ployment as well as the growth rate of real income (or a similar measure) 
have a significant impact on the popularity of the parties in government. 
Moreover, with the exception of Japan, in all other countries the rate of 
unemployment has a quantitatively larger effect on government popularity 
than the rate of inflation. This means that the voters blame the govern
ment more strongly for an increase in unemployment than for an increase 
in inflation. The growth rate of income is quantitatively of smaller impor
tance—again, with the exception of Japan, where the estimated coeffi
cient has almost the same size as the one on the inflation rate. When a 
balance of payments (or a similar) variable is included, as in the studies 
for Australia, Denmark, France, Great Britain, and New Zealand, it turns
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Table 9.2 The Influence of the Economic Situation on the Popularity of 
French and American Presidents

Dependent variable: 
Popularity 

Period Author

Lagged dependent 
variable

Kind of 
estimation

Rate of inflation

Specification and 
time lag

France
De Gaulle. Pompidou, Lewis- — - 1.89**
and Giscard Beck GLS Actual rate,

1960:1-1978:4 monthly [1980] lagged two
data months

Pompidou Giscard Hibbs 0.80 0.004**
log] POD ( I00-POP)] 
1969:4-1978:4 quarterly

[1981] WLR Actual rate

data
Giscard Mittcrand La fay — -0.028**
log[POP/flOO-POP)] [1984a] WLR Actual rate,
1974:10-1983:12 lagged one
monthly data month

Fuite J States
KenncdyJohnson Schneider — -2.61*

1'161:1 4 968:4 [1978] OLS Actual rate,
quarterly data two quarters 

lag
Ni.xon.Tord Schneider — -2.15*
1969:1-1976:4 [1978] OLS Actual rate,
quarterly data two quarters’
Kennedy., Johnson/ Hibbs 0.80 -0.017**

Nixon Ford/Cartcr [1982a] WLR log[rate(t)/
log [POP/( 100-POP)] 
1961:1-1980:1 
quarterly data

ratc(t-1)]

Fias ¡ici ties (computed 
from Hibbs

119.82a, p. 456])**
Kennedy -0.052
Johnson -0.113
Nixon -0.241
Ford -0.573
Carter -0.534

*WLR means Weighted Least Squares Regression; POP = Popularity of the President; for further
notes see table 9.1.
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Rate of 
unemployment Rate of income

Tax burden
(total taxcs/GNP)

Change of the 
exchange rate 
or balance of 

payments

Specification Specification Specification Specification R2
and time lag and time lag and time lag and time lag df

-0.56*
Actual rate, 
lagged two 
months 

-0.01** 0.017**

0.73
[217]

Actual rate Actual rate 
real, per 
capita, disp.

[29]

-0.103**
Actual rate, 
lagged one 
month

0.029**
Actual rate, 

lagged one 
month

-0.0253**
Amount francs 

per U.S.-S; 
one-month lag

0.77
[104]

-5.43**
Actual rate, two

— — — 0.85
[25]

quarters lag

-3.89**
Actual rate, two

— — — 0.90
[24]

quarters lag
-0.017***  
log[rate(t)/ 
rate(t-l)]

0.015**  
log[rate(t)/ 
rate(t-1 )] 
real, per 
capita 
income

[60]

**These elasticities are averages over the period each president was in office and should be inter
preted as rough indicators of how sensitive voters react to a change in the economic situation
under a certain president.

-0.017 0.273
-0.143 0.394
-0.249 0.392
-0.382 0.553
-0.356 0.452
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Table 9.3 The Influence of the Economic Situation on the Popularity of 
Parties in Government

Dependent variable: 
Popularity 

Period Author

Lagged dependent 
variable

Kind of estimation

Rate of inflation 
Specification and 

time lag

Ansiralia
Governing partv(ics) Schneider 0.66** -0.47*
1960:2-1977:2 quarterly data Pommerchnc

[1980]
OLS Actual rate, one 

quarter lag

Denmark
Governing party: Paldam/Schneider 0.67** -0.41*
Social Democrats 
1957:2-1968:1 quarterly data

[1980] GLS Difference 
between t and t-4

Germany (West)
Governing party: Kirchgässner 0.67** -0.20**
Christian Democrats
195 1:1- 1966:10 monthly data

[1976] TSLS Actual rate

Governing parties: Kirchgässner 0.61** -0.09*
SPD 6 FDP
1970:3-1976:10 monthly data

[1977] GLS Actual rate

(deal H ri in in
1 lead of (he govt. Pissaridcs 0.52** -0.57*
(POP-GOV - POP-OPP) 
1955:3- 1977:4 quarterly data

[1980] GLS First difference 
between t and t-1

Japan
Governine party(ies) 
1960-1076 
30 observations 

/Vew Zealand
Head of the govt. party 
(POP-GOV - POP-OPP) 
1970:1-1981:1V 
quarterly data

Inoguchi —
[1980] OLS

-0.68**
Actual rate

Ursprung 0.28*
[1983] " MLS

-0.35**
Actual rate of 
change of inflation

Sweden
Social Democrats 
¡967:3-1976:9 monthly data

Jonung/ 0.88**
Wadcnsjoc OLS
[1979]

-0.10*
Actual rate 
one month lag

“POP-GOV (POP-OPP) means popularity of the government (opposition) party(ics); for further notes see
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Rate of 
unemployment 
Specification 
and time lag

Rate of income 
Specification 
and time lag

Ta.x burden (total 
taxcs/GNP) 

Specification 
and time lag

Change of the 
exchange rate 
or balance of 

payments
Specification 
and time lag R2

- 1.13** 
Actual rate, one 
quarter lag

0.05*
Actual rate, real, 
per capita one 
quarter lag

0.04*
Change of 1st 
differences; balance 
of payments

0.69
[55]

-0.73** 
Difference 
between I and t-4

0.19*
Rate of real 
wages; difference 
between t and t-4

0.51*
Difference 
between t and t-4

0.10
Difference between 
t and t-4; real 
balance of payments

0.92
[35]

-0.43** 
Actual rate

-0.31**
Actual rate

0.84 
[174]

0.76 
[85]

4.55** 
Reciprocal 
value, lagged 
two quarters

0.26**
Rate of 
consumption 
expenditures

-0.45*
Actual rate

0.26**
1st difference 
between t and t-1 ; 
balance of payments

0.66 
[80]

-2.12**
Actual rate

-0.73**
Actual rate, one 
month lag

tables 9.1 and 9.2.

0.59*
Actual rate lag: t-2

0.07
Rate of 
growth of real, 
per capita gdp

0.36**
Surplus of balance 
as share of gnp

0.54
[27]

0.78
[37]

0.91 
[Hl]
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out that it has a significant and quantitatively important effect in Great 
Britain. France, and New Zealand. We can conclude that in some coun
tries with serious balance of payments difficulties (like Denmark or Aus
tralia). it seems to be of little interest to the voter. One reason may be that 
voters find it difficult to understand what balance of payments problems 
arc. Another variable, the burden of taxation, which is included in three 
studies (Australia, Denmark, and Great Britain), indicates that when the 
tax pressure reaches a critical level it becomes an important factor, too.12

One matter not discussed so far in tables 9.2 and 9.3 is whether 
voters evaluate government's performance by just looking at the recent 
state of the economy or by looking further back into past government 
economic performance. The empirical results are mixed in this respect: 
Hibbs (1981, 1982a) and Hibbs and Madsen (1981) conclude from their 
studies for France, Germany, Great Britain, Sweden, and the United 
States that voters evaluate economic performance by comparing a presi
dent’s/govemment’s cumulative record over the past to that of his/its 
predecessors. Hibbs finds that the weights attached to the current and past 
economic events arc estimated to decline geometrically at a rate g (as the 
deca)- rate parameter), with g ~ 0.8 in most studies. This high value of 
g (close to 1) in Hibbs' studies implies that past outcomes play an impor
tant role in current political judgments of governments by the voters. 
Similar results are reached by Chappell (1983) and by Chappell and 
Keech (1984a), who conclude that voters are even concerned with the 
future consequences of current economic policy choices and are aware of 
the nature of constraints imposed by economic reality. On the other hand, 
other researchers (Kirchgassncr 1984b, Pissarides 1980) conclude from 
their results that voters are to a certain extent myopic and have limited 
knowledge of the workings of the economy, so that mainly the economic 
events in the current year play a significant role when voters judge a 
president’s/government’s record. Hence, the question of how “rational” 
or ‘‘myopic” voters are remains open and needs further research.

Whether voters should at all consider economic conditions as a cri
terion for evaluating government performance has been questioned by 
Stigler (1973). He argues that if voters are rational, no relationship be
tween economic conditions and election outcomes may be expected in the 
United States, as the parties are so broadly based that there is no differ
ence between them with respect (0 the goals of full employment, price 
stability, and growth of income. Moreover, strong versions of the modern 
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theory of rational expectations completely deny such a relationship. If 
government, according to the Lucas-Sargent policy ineffectiveness prop
osition, cannot influence the real economic situation13 and if—as Stigler 
already proposed—the electorate has rational expectations and knows 
about the inability of the government, why should they hold the govern
ment responsible for cyclical fluctuations in the economy? This view is 
supported by some researchers (e.g., Stimson 1976; Yantek 1982; Nor- 
poth and Yanteck 1983a, 1983b) who—using modern time series meth
ods—do not find any significant relationship between economic variables 
and the popularity of U.S. presidents or of political parties in power in 
Germany.

Stigler’s view, however, has in turn been questioned by others14 and 
the rational expectations in this strong version was criticized, too (e.g., 
McCallum 1980; Sims 1982). Moreover, the latest studies done by Nor- 
poth (1984), Whiteley (1984), and Kirchgassner (1985a, 1985b) find that 
unemployment and inflation do have a significant and quantitatively impor
tant effect on government popularity—using the same modern time se
ries methods (like the Box-Jenkins analysis and Granger causality tests).

From the empirical results surveyed so far, we can conclude the 
following: Most studies find a statistically significant and persistent rela
tionship between the economic situation in a country and the evaluation 
of a president/government, which results in a quantitatively important 
impact of economic variables on a president ’s/govemment’s popularity or 
approval rate at elections. The better (worse) the economic situation is, 
especially before elections, the more the government’s popularity or re
election chance increases (decreases). But the strength of this influence 
varies considerably between countries and over time. Besides different 
country-specific voter attitudes toward economic events (e.g., the great 
fear of Germans about inflation), one reason for this change may be dif
ferent expectations voters form about economic events over time.

Results of Disaggregated Popularity Studies

Most research on the influence of economic conditions on popularity has 
dealt with the electorate as if it were a homogeneous group. Different 
groups of voters (the different income classes, for example) can be ex
pected to be differently affected by changes in the economy. This section 
looks at studies which analyze whether or not different groups of voters 
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also evaluate the president’s performance differently as the economy 
changes, exhibiting different levels of sensitivity to changes in unemploy
ment and inflation.

Various researchers, such as Alt (1984), Alt and Chrystal (1983), 
Hibbs (1982b, 1982c), and Schneider (1978), have come to the conclu
sion that a changing economy differentially affects voters belonging to 
different income classes. Members of lower income classes favor an eco
nomic situation with low unemployment even if this means a relatively 
high rate of inflation. In contrast, people in upper income brackets are 
mainly interested in the opposite situation, i.e., low inflation at the pos
sible cost of high unemployment. The authors put forward the following 
arguments: High income recipients are more concerned about inflation 
because they are more seriously affected by it (e.g., their money holdings 
depreciate in value, there is increased uncertainty about property values). 
Unemployment is a less serious problem for upper income groups be
cause in general they enjoy greater job security. Low income recipients 
are most concerned with unemployment because they are much more in 
danger of being dismissed and of having to incur the cost of finding a new 
job (search and mobility cost, costs of uncertainty). As nominal wage 
rates arc expected to reflect inflationary movements quite closely and au
tomatically, the lower income groups have little incentive to be concerned 
about price stability.

These hypotheses have been empirically tested (Schneider 1978) 
using monthly popularity data of the U.S. presidents Nixon and Ford 
for voters belonging to seven different income classes (POPP-YCi = 
So-2.999 annual income to POPP-YC6 = $20,000 and above annual in
come). The empirical results for the impact of the economic variables of 
unemployment and inflation on presidential popularity are presented in 
figure 9.2. These estimates clearly support the theoretical hypotheses ad
vanced. Figure 9.2 shows that the size of the inflation coefficient contin- 
uouslv rises from — 1.00 to - 2.60 as we move from low to high income 
groups. The opposite movement holds for the unemployment coefficient 
(with an exception for the first income group, where the estimated coeffi
cient has a value of -2.9): it continuously falls from —4.44 to a value 
of - 1.84. These results clearly demonstrate that high income recipients 
react more negatively to inflation and low income recipients to unemploy
ment. and such a differential evaluation corresponds well to their private 
interests.
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Nominal income in dollars per year (in thousands)

Figure 9.2 Coefficients of the Rate of Unemployment and the Rate of 
Inflation: U.S. Presidential Popularity for Seven Different Groups of Voters, 
1969-76 (Monthly Estimates)

Government Behavior in
Representative Democracies

As already mentioned, in a representative democracy with discontinuous 
elections every third to fifth year, the government can be considered to be 
in a special position of power similar to that of a monopolist. It has vari
ous advantages in comparison to the opposition, the most important of 
which is the opportunity to influence the course of the economy before 
elections. The government has considerable discretionary power which it 
can use to carry out its ideological programs. When political survival is 
seriously threatened, government is forced to undertake a vote-maximiz
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ing policy at election time. At other times, however, the government is 
free to pursue its ideological goals.

The behavior of a government undertaking only a vote-maximizing 
policy in a representative democracy has been modeled both in the con
text of a Phillips curve framework and of the whole economy. The best 
known is by Nordhaus (1975) (see also Lindbeck 1976 and MacRae 
¡977). who assumes that the government maximizes its vote share V at 
election time T. This vote share depends on the past experience of the 
voters with unemployment U and inflation p. The voters are thus taken to 
make the government responsible for the course of the economy. Past 
economic experiences have less influence on the vote decision; the dis
count factor thus measures the speed with which voters forget. The gov
ernment's vote share at election time accumulated over the election period 
to,7’) is

V'(T) = (2)
A)

where 11 measures the instant evaluation of the government’s policy, an 
increase of unemployment and inflation being damaging, of course, to the 
government (ua < 0, < 0). The government has control over the rate
of unemployment, but is constrained by the (expectations) augmented 
unemployment-inflation trade-off.

p - f(U) + ape;f\U) < o, 0 < a < 1 (3)

“ = P(p - Pe); /3 > 0 (4)
(¡1

Maximizing the vote share at election time (2), subject to the constraint 
of the economic system (3, 4), determines the government’s optimal pol
icy: (he unemployment rate is increased immediately after the election in 
order to push down both inflation and inflation expectations, thus shifting 
the Phillips curve towards the origin. Before the election, unemployment 
is reduced, and the cost in terms of an outward shifting Phillips curve 
arises only after the election. The government is thus able to increase its 
vole share by deliberately destabilizing the economy, a phenomenon 
known as the “political business cycle.” The fact that the government may 
find it advantageous to actively produce a business cycle stands in sharp 



Models of Macroeconomic Policy I 257

contrast to the “Keynesian” notion of a benevolent government which as 
a matter of course has an interest in economic stabilization.

Since Nordhaus’s ground-breaking study, a large theoretical and em
pirical literature on the political business cycle has emerged. For ex
ample, Kirchgassner (1978, 1984a, 1984b) and Minford and Peel (1982) 
have derived the specific features of politico-economic cycles when gov
ernments pursue ideological goals subject to an election constraint, and 
when voters are not myopic and learn to understand the creation of the 
cycle. The “typical” form of the political business cycle (recession after 
an election and upswing before the next election) is the basis of some 
empirically oriented papers which try to investigate whether such a cycle 
does systematically exist. Using quarterly data for the period 1949-74, 
McCallum (1977) directly examines the relationship between the patterns 
of unemployment and phase of the electoral cycle in the United States. 
He concludes that the explanatory power of an autoregressive equation 
for the unemployment rate for no administration significantly improved 
by the addition of a variable indicating the phase of the electoral cycle. 
Similar results are reached by Laechler (1978, 1982), Beck (1982b), and 
Thompson and Zuck (1983). Contrary to these findings, MacRae (1981) 
concludes that there is some empirical evidence in the U.S. postwar peri
ods (especially during the Kennedy and Johnson administrations) for a 
politically motivated business cycle. In favor of a politico-economic busi
ness cycle is the study of Maloney and Smirlock (1981), too. Moreover, 
Paldam (1981b) has made extensive empirical tests and again found some 
evidence of a political business cycle in aggregate real and price variables 
for the oecd countries over the period 1948-75.

An interesting empirical example of a vote-maximizing policy is 
provided by Wright’s (1974) cross-section analysis of federal government 
expenditures for U.S. states during the economic depression of 1933-40. 
The “value” of every state to the federal government depends upon the 
comparison of the traditional vote share (Vio) of the president’s party (dur
ing this time the Democrats) with the vote share attainable (V.) by gener
ating income per capita in state i through appropriate public expenditures:

V,- = Vio + bY, (5)

where b indicates the effectiveness of additional income generation Yi 
upon the vote share received Vr A state has no “value” (in this sense) if 
the Democrats expect to receive a majority anyway (V.o > 50%), or if it 
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is impossible to bring the actual vote over 50% by income generation. 
Based on this idea, a priority index can be constructed which takes into 
account the case under which any state can be won. It is hypothesized 
that the federal government allocates public expenditures according to 
this priority index, i.e., not according to “needs” of the individual states, 
but rather according to the partisan interest of the administration in power. 
Statistical estimation indeed shows a significant effect of this priority in
dex on federal public expenditures—strongly confirming the idea that the 
administration in power wants to be reelected.

On the basis of a complete macroeconomic model of the United 
States, Fair (1975) has derived the vote-maximizing policy of a president. 
According to his estimates, the presidential vote share depends on the 
growth rate of real gnp only (a result which has not been found by other 
researchers). Moreover, voters only consider gnp in the election year, 
i.e.. they completely discount the state of the economy in previous years. 
Under these conditions, it turns out that it is advantageous for the presi
dent to create a marked politico-economic cycle: the president maximizes 
votes and his reelection chance if he undertakes a strongly restrictive 
policy in the first part of the election period and a strongly expansionary 
policy in the second part. It turns out, however, that American presidents 
in the postwar period have not followed such a policy, i.e., the vote
maximizing use of instruments has weak explanatory power.

The studies mentioned so far mostly try to explain government be- 
havior at election time or assume that government is maximizing votes all 
the time. As already argued, and if we intend to explain actual (observed) 
government behavior over a whole legislative period, then we have to 
broaden the approach and take into account that a government has consid
erable discretionary power which it can use to carry out its ideological 
programs. Hence, the basic assumption of the studies by Frey and 
Schneider16 is that government maximizes its own utility in pursuing cer
tain ideological goals.17 However, even if we assume that it is very diffi
cult for a government party (or parties) to be thrown out of office in the 
middle of a legislative period, government is still subject to various con
straints in trying to achieve its ideological goals, of which the most im
portant is the reelection constraint. Thus the government faces a dynamic 
maximization problem of when to undertake what kind of fiscal policy 
action in order to maximize its utility.

As the government is not able to resolve this problem, we assume 
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that it will behave in a satisficing manner and that it takes the results of 
popularity surveys as the best current indicator of its reelection chance. If 
the current popularity, measured by the lead over the opposition, is high 
and/or there is plenty of time until the next election, government will use 
its various fiscal instruments to pursue its ideological goals.

Considering ideologically motivated party programs, a left-wing 
government will generally increase public sector activity in comparison 
to a right-wing government, including new and/or expanded spending 
programs. Socialist/labor governments in general explicitly state prefer
ences for low unemployment and social reforms, the latter resulting in 
more spending on education, welfare, and health care systems.18 Con
servative (right-wing) governments state preferences for a low inflation 
rate and a much smaller level of growth in current and future government 
activities and for a strengthening of private sphere activities.

To investigate the ideological goals of U.S. presidents is a much 
more delicate task, because in the American political system the ideolog
ical differences of the Republican and Democratic party are quite often 
difficult to distinguish. Hibbs (1977) and Tufte (1978) found evidence that 
ceteris paribus the unemployment level is lower under Democratic admin
istrations compared to Republican ones. Hibbs concludes that “the inter
administration difference in government-induced unemployment level 
is about 2.4% considering the post-war administrations” (Hibbs 1977, p. 
i486). Hibbs’s work has been criticized by Beck (1982a) for exaggerating 
the differences. For example, Beck found that some Democratic admin
istrations had higher unemployment than some Republican administra
tions. On the other hand, Chappell and Keech (1984b) find again that the 
unemployment rates differ significantly between the Democratic and Re
publican administrations. In general these results provide some evidence 
that Democratic administrations state and pursue preferences for a lower 
unemployment rate compared to Republican ones.

If the reelection chances are low, as indicated by a significant decline 
of government popularity below those of the opposition(s) and/or the next 
election is close, the government will concentrate on securing reelection 
rather than pursuing its ideological goals, which in any case it can hope 
to put into effect only by remaining in power. For this purpose, the gov
ernment—regardless of who is in power—will undertake such a taxing 
and spending policy which maximizes the chance of being reelected, 
counting on the voters’ short memory. The concrete fiscal policy under
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taken will depend on voters’ evaluation of government’s economic pref
erence and their preferences over the various taxing and spending items. 
Our main conclusion is that if a government fears to lose the next elec
tion, any government will switch to a common fiscal policy, i.e., one 
which is clearly preferred by a majority of voters. After an election, such 
a common (popular) fiscal policy is given up for a more ideologically 
oriented one.

Econometric estimates of government behavior as just described 
have been undertaken for Australia, Germany, Great Britain, and the 
United States. The main results of these studies are presented in table 
9.4.

From the mid-fifties up to (he mid-seventies, the results shown in 
tabic <94 clearly indicate that the governments in all four countries studied 
undertake expansionary policies when they fear not being reelected in the 
forthcoming elections (i.e., they are in a state of popularity deficit). They 
tend to increase exhaustive and transfer expenditures and decrease taxes 
in order to stimulate the economy and hence reduce unemployment and 
increase personal income—a policy which showed up to be the most 
popular considering the results of the vote and popularity functions dis
cussed earlier. If government can use its various fiscal instruments to 
pursue its ideological goals, i.e., when it feels secure about being re
elected, left-wing governments (Labour in Australia and Great Britain, 
and Social Democrats in Germany) have a tendency to increase the size 
of government by raising expenditures and taxes. On the other hand, 
right-wing governments (Country/Liberal in Australia, Christian Demo
crats in Germany, Tories in Great Britain, and Republicans in the United 
States) tend to decrease the size of government by cutting expenditures 
and lowering the tax burden when their reelection is not in danger.

The results have been criticized by Alt and Wooley (1982), Chrystal 
and Alt (1979, 1983) and Alt and Chrystal (1983) for Great Britain and 
by Ahmad (1983) for the United States. Chrystal and Alt propose a per
manent income hypothesis for the spending behavior of the British gov
ernment. They argue that governments plan expenditures to grow in 
proportion to expected levels of income. These expenditures plans are not 
easily changed—they are too “sticky” to react to short-term fluctuations 
of national income in order to create an upswing and thus help the govern
ment to secure reelection. Ahmad argues that the function describing the 
presidential policy response has to contain both economic and political
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Table 9.4 The Use of Fiscal Policy Instruments for Securing Reelection or 
Reaching Ideological Goals in Representative Democracies

Country
Use of instrument
Period Author

Fiscal policy instruments

Expenditures 
for goods 

and services

Transfer payments 
to private 

households
Total tax 
revenues

Australia
Reelection effort Pommerehne/ ** 4. ** — *

Ideological goals 
Country/Libera!

Schneider 
(1980)

— * — *
Labour + * + * +

1960:2-1977:2 
quarterly data 
Germany 
Reelection effort Frey / + * + * — *

Ideological goals
Christian Democrats

Schneider 
(1979)

— % — * — *
Social Democrats + * + *

1951-1976 
yearly data 
Great Britain 
Reelection effort Frey / -I- * * ** _  * *

Ideological goals 
Conservative

Schneider 
(1978a)

_  *
Labour + * + * +

1962:1-1974:4 
quarterly data 
United States 
Reelection effort 
Ideological goals

Repub. president
Frey / 
Schneider -P ** **

— *

Demo, president (1978b) „ * __ * —
1953:1-1976:4
quarterly data

+ * +

*p < .05, two-tailed. **p < .01, two-tailed.

Noles: + (-) means a expansive (contractive) use of fiscal policy instruments on the expenditure 
side—vice versa for the revenue side; ± = undecided use. All instruments are estimated by includ
ing various other constraints such as budget or cost-push factors).
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determinants for each policy instrument. Ahmad maintains that Frey and 
Schneider (1978b) disregard economic influences on presidential policy. 
According to Ahmad, a president always and immediately reacts to 
changes in economic conditions irrespective of whether he feels his re
election is in danger or not.

Against Alt and Chrystal’s objections, Frey and Schneider (1981a, 
¡982. 1983) argue that the authors give no reason why the British Gov
ernment (Tory and Labour) should desire to keep expenditures a stable 
share of anticipated national income. “Explaining” government expendi
tures by national income of the same period is rather uninformative and 
docs not allow one to make any true prediction of what government in
tends to do. Against Ahmad’s criticism Schneider and Frey (1983) argue 
that Ahmad fails to convincingly argue why a president in the United 
States should have an incentive to react immediately whenever economic 
and political conditions change. Only if a president wants the “good of 
society” and thus acts like a “benevolent dictator” would such behavior 
make sense (against the evidence collected in public choice).

As it is always possible to disagree about theoretical approaches, one 
crucial test is how the different models work to explain reality, using the 
test of the true ex post forecasts which have been undertaken for the two 
countries.20 Whereas the politico-economic model for the United States 
by Frey and Schneider yields clearly superior forecasts over the one by 
Ahmad, it is an open question in the case of Great Britain whether the 
Chrystal and Alt model or the one by Frey and Schneider leads to superior 
forecasts.21 Both studies claim to demonstrate this, but as they use differ
ent data and time periods, it is difficult to come to a final conclusion.

Summarizing the results of this part, we clearly see that governments 
in representative democracies undertake those fiscal policies which are 
popular for a majority of voters when they feel that their reelection is in 
danger. If this is not the case then they can pursue their ideological goals, 
such as reducing the size of government by cutting (certain) expenditures 
and lowering the tax rates—a policy which President Reagan immedi
ately undertook when he came into office in 1981.
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A Politico-Economic Model of
Eastern Authoritarian Regimes

The general relationship found between economic conditions and govern
ment behavior in representative democracies also obtains for polities with 
an authoritarian structure: no government, not even the most dictatorial, 
is completely independent of the support by the population. Every gov
ernment therefore has an interest in meeting the population’s economic 
desires up to a certain degree. In every type of dictatorship, the govern
ment has greater scope to suppress the population’s wishes than in a de
mocracy, but it must nevertheless consider the fact that it may be 
overthrown if the population is too dissatisfied with the developing eco
nomic and political situation. In that case, it must step up repressive mea
sures in order to keep down the likelihood of a revolt. Such a policy often 
requires large resources in terms of manpower (police, soldiers, inform
ers) and finance, which cannot be used for other purposes. Even an au
thoritarian government is therefore forced to decide whether it is not more 
advantageous in terms of its own goals (utility maximization) to reduce 
the danger of being overthrown by improving the economic and political 
conditions, rather than to use additional resources to increase suppression.

A politico-economic model along these lines has been developed for 
the socialist countries of eastern Europe (excluding Yugoslavia and Al
bania, as well as the Soviet Union) for the period 1961-76 by Lafay 
(1981). In these countries, the government’s popularity with the popula
tion cannot be measured by election outcomes because the voters effec
tively have no choice between competing programs and policies, nor are 
any public opinion surveys available. An indirect indicator of the govern
ment’s popularity is the frequency with which politicians in power 
change. A frequent change of the members of the government is a sign of 
trouble and may therefore be taken to indicate that there is increased 
tension between the government and population. It is indeed found that a 
decrease in the growth rate of real wages is followed by more rapid 
changes among the members of government. The governments of the 
planned Eastern European countries tend to react to such mounting dis
satisfaction in the population by easing their investment programs. The 
capital investment plans are revised downwards in order to make it pos
sible to grant the population a more rapid rise in real wages. When these 
measures are successful the population is (relatively) more supportive of 



2Ôq I The Political Business Cycle

the government. Once the situation of the government is stabilized, the 
orthodox plans are reestablished by curtailing the growth of real incomes 
in order to raise the investment. The interaction between the government 
and the population thus leads to a politico-economic cycle which is com
parable to the political business cycle found in Western industrialized 
democracies.

Additional Actors in Politico-Economic Models

The politico-economic models discussed so far consider only two actors, 
the voters and the government, and hence leave out important other deci
sion makers, such as the central bank, and interest groups (including the 
public bureaucracy). To overcome this shortcoming, some research in this 
direction has been undertaken;

i. Frey and Schneider (1981b) have demonstrated that the model 
used for the government (utility maximization subject to constraints) is 
also suitable for explaining central bank behavior and therewith monetary 
policy, with the decisive constraint on the central bank being the possibil
ity of conflict with the government. The authors hypothesize that in the 
case of conflict, the government is for various reasons in a more powerful 
position, and the central bank has to yield to its politically motivated 
demands in order not to lose its independence. The following hypotheses 
have been tested in this respect for Germany, with good results: In the 
case of conflict over the direction (expansionary or contractionary) of 
economic policy with the government, the central bank follows gov
ernment policy with a certain time lag—specifically, it employs an 
expansionary monetary policy in accordance with the government’s ex
pansionary fiscal policy in the case of a reelection effort. In the case of 
no conflict with the government, the central bank pursues its own utility 
by employing a restrictive policy, i.e., increasing interest rates and de
creasing credit in order to combat inflation.22

2. In most representative democracies the existing institutional 
conditions give great power to organized interests. There are politico- 
economic models stressing the activity of organized interests (van Win- 
den 1981, Borooah and van den Ploeg 1983), and there are at least several 
areas relevant to macroeconomic policy in which the influence of pressure 
groups on the government has been specifically studied by politicometric 
research:
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a. Schneider and Naumann (1982) and Schneider (1985) have shown 
that the positions which interest groups take on specific economic policy 
issues have a significant effect on referenda outcomes in Switzerland, 
ceteris paribus. Not surprisingly, those interest groups with large numbers 
of members (trade union confederations, farmers’ unions) have more im
pact at this level of the polity than those with only few members (business 
and banking associations), which find it more advantageous to exert pres
sure at other levels of the political process, mainly through the public 
bureaucracy.

b. Trade union behavior is not independent of purely political factors 
as has been demonstrated by Gärtner (1977, 1978, 1981a, 1981b) for the 
case of the Federal Republic of Germany and the period 1960-76. The 
rate of increase of wage rates moves cyclically with elections: The trade 
unions ceteris paribus ask for smaller wage increases if the party in power 
(Social Democrats) is ideologically close to them. This behavior can be 
explained by an effort to contribute to keeping a government in power 
which is basically favorable to the trade union interest. On the other hand, 
if the government is politically right-wing, the trade unions see no reason 
to restrict their wage demands; they may even be particularly aggressive 
in order to reduce the government’s reelection chance.

c. An area in which organized interest groups are particularly active 
and successful is tariffs. Within the framework of a newly developing 
international political economy based on public choice,23 tariff setting has 
been analyzed as the result of a “game” between protectionist and free- 
trade interests (Findlay and Wellisz 1982, 1983). Politometric research 
has been able to show that the activity of interest groups strongly contrib
utes to explaining the temporal development as well as the structure be
tween industries of existing tariffs, particularly for the United States.24

In general, this discussion demonstrates that there are fruitful efforts 
to incorporate additional actors in politico-economic models. This line of 
research may also widen the aspect under which government and voters 
act, so that their role may be modified, when additional decision makers 
are fully integrated in politico-economic models.
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Concluding Remarks and Shortcomings 
of the Current Research

'Flic current stage of research of politico-economic relations between vot
ers and government in representative democracies allows us to draw the 
three following conclusions:

t. In representative democracies the economic situation has impor
tant influences on voters’ evaluation of a president/govemment, which 
shows up in a statistically significant and quantitatively important influ
ence of macroeconomic variables (such as unemployment, inflation, and 
disposable income) on a president’s/govemment’s popularity. The better 
(or worse) the economic situation in voters’ eyes, the more a president’s/ 
government’s popularity increases (decreases).

2. Government behavior depends on economics and politics. The 
basic proposition of the politico-economic model, that governments 
are interested in putting their selfish goals into practice in the political 
contest, i.e., to be reelected and to reach ideological goals, fares well 
compared to the competing proposition that governments are directly in
terested in the state of the economy as such (presumably to further the 
welt arc of the population). However, government behavior is not solely 
determined by the need to survive but also by ideological considerations. 
The differentiation between the state of a popularity deficit before an elec
tion, in which the government is forced to undertake a popularity- 
increasing policy in order to be reelected, and the state of a popularity 
surplus, in which the government can allow itself to pursue ideologically 
motivated objectives, seems preferable to the (crude but still popular) 
assumption that the government constantly undertakes a vote-maximizing 
policy.

Thus even though the incentives to engage in political business 
cycles may be quite substantial, we would not expect governments to 
attempt to pursue such a pattern systematically at each election, as as
sumed in the initial simple political business cycle models and in much of 
the testing of these models. Thus we are not surprised that many studies 
(e.g., Mosley 1978; Golden and Poterba 1980; Beck 1982b) do not find 
to a great extent statistically significant patterns of a simple political busi
ness cycle. A broader view, such as is emphasized in the second gen
eration of politico-economic models, is clearly needed. Moreover, the 
macroeconomic consequences and constitutional implications need to 
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be examined, as done in the studies by Wagner (1977) and Frey (1979, 
1983).

3. Governments are part of politico-economic interaction, in which 
a multitude of actors are participating. In the policy functions of the po
litico-economic models estimated, the influence of public bureaucracy 
and other interest groups on government can be identified to lie in the 
incapacity of governments to change their policy instruments quickly to 
the value desired if faced with stiff resistance from interest groups (e.g., 
the public administration has an interest in a conservative policy which 
enhances their position).

The current stage of politico-economic relations so far developed 
faces various shortcomings which can be overcome by further research:

1. In most studies, government activity is reflected only through the 
budget. There are, however, a great many other policy areas open to the 
government which it can use substitutively. If the substitution possibilities 
are heavily employed, the policy function as sketched above may be mis
specified.

2. Informational aspects should receive more attention both with re
spect to voters and political actors. If, for instance, voters become in
creasingly aware of the fact that governments voluntarily create business 
cycles in order to stay in power, they may start reacting adversely to such 
activity. In that case, it may no longer be worthwhile for governments to 
create such cycles. The close relationship to the theory of rational expec
tations should be obvious.

3. The politico-economic models do not allow for the influence of 
political relations between nations. This aspect is of obvious importance, 
especially in the age of movements toward economic and political inte
gration, such as the European Community. Equally, the interaction of 
federal units is left out of consideration. Subfederal units not only account 
for a large part of total public expenditures in many countries, they also 
influence the central government’s policy.

In most of these areas, fruitful research has already begun; it may be 
useful to once again consider the development of this field in public 
choice five or ten years from now.
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Notes

Tiiis is a revised and updated version of a paper presented at the Annual Public 
Choice Meeting in Phoenix. Arizona, and in seminars at the University of California, 
Santa Barbara, and at the University of Aarhus, Denmark. For most helpful and stimulat
ing comments on earlier drafts, the authors thank Dennis Mueller, King Banaian, Howard 
Rosenthal. Perry Shapiro, and Thomas Willett.

i The pioneering work in this area has been done by Mueller (1970) and Kramer 
(j 971) for the United States and Goodhart and Bhansali (1970) for Great Britain.

2 Duc to lack of space, voters’ and government’s behavior in direct democracies is not 
analyzed here. For those studies, compare Pommerehne (1978), Pommerehne and 
Schneider (1978), Romer and Rosenthal (1979), Schneider, Pommerehne, and Frey 
(1981) and Schneider and Naumann (1982).

3 The first study analyzing government behavior in this context was done by Frey and 
Dau ft968). For a survey of the first studies, see Frey and Schneider (1975).

4 An extensive overview of this literature is not intended here, and only the most 
important results will be reported. One of the best surveys of popularity and vote 
functions is given by Paldam (1981a). Compare also later studies by Borooah and 
van den Ploeg (1983), van Winden (1981), Schneider (1985), and Kirchgassner 
(1986).

5 It should be noted here that the economic theory of voter behavior by itself is not 
able to explain satisfactorily why voters actually vote, i.e., why we observe such a 
high participation rate at general elections in representative democracies. But given 
the fact that many people do vole on other grounds (a sense of duty, etc.), it docs 
help to explain variations in the level of voter turnout. See, for example, Tollison 
and Willett (1973).

6 In some studies, like Hibbs (1977, 1982a, 1982b, 1987), Kcrncll (1978), and Fair 
(1978), an attempt is made to consider political factors not only by dummy variables 
but also by such quantitative indices as the number of Americans killed in the Viet
nam War or a newspaper index for the Watergate scandal.

7 In all of these studies, political factors arc mainly used to control for noneconomic 
influences, and they are mostly modeled by dummy variables.

8 A quantitatively strong and highly significant influence of the economic situation on 
the election outcome of the vote share of parlies in the four Reichstag elections of 
the German Weimar Republic between 1930 and 1933 is found by Frey and Week 
(1983). They conclude from their estimation results that if unemployment had not 
risen from 14 percent of employed workers in July 1930 to 52 percent in January 
1933, the Nazi party would have received 24 percent instead of 44 percent of the 
vote in March 1933.

9 f'air (1978) and Kirchgassner (1981) deal extensively with the problem of the speci
fication of election functions, their stability, and their interpretation. Another test of 
stability, ex post forecasts of U.S. national election results using the Kramer equa
tion, is done by Atcsoglu and Conglcton (1982). From the quite good predictive 
performance of the Kramer election equation they conclude that the genera! eco
nomic conditions have a systematic and predictable effect on national congressional 
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elections. The same conclusion is reached by Kirchgassner (1981) whose ex post 
predictions of the U.S. presidential election come very close to the actual outcomes.

10 A comprehensive survey of the vote and popularity studies undertaken in France is 
given by Lafay (1984a).

11 The elasticity between unemployment and popularity means that if unemployment 
varies by 1 percent in the year 1977, the popularity of President Carter drops by 0.36 
percent.

12 Hibbs and Madsen (1981) include a tax pressure variable also for Sweden and find a 
significant and quantitatively important impact on the popularity of the governing 
party or parties.

13 Compare, e.g., Lucas (1976), Sargent (1976), and for a survey of the new macro
economic approach, Begg (1982).

14 Sec the controversy between Stigler (1973) and Okun (1973). The discussion has 
been continued with the studies by Arcelus and Meltzer (1975), Bloom and Price 
(1975), and Goodman and Kramer (1975).

15 For a further disaggregation up to the behavior of single voters, compare Kiewiet 
(1983) and Kiewiet and Rivers (1985) and the literature mentioned there.

16 Compare Frey and Schneider (1978a, 1978b) and Pommerehne and Schneider 
(1983).

17 When undertaking such a policy, government will only consider the preferences of 
its partisan voters, i.e., a share of the whole electorate which usually is much less 
than the majority.

18 Hibbs (1977) and Alt (1984) present empirical evidence that labor governments in 
Britain ceteris paribus achieve lower unemployment levels than conservative govern
ments.

19 Duc to lack of space the exact specification of the fiscal policy instruments (expend
itures and tax side) and detailed estimation results are not reported here (see the 
original studies mentioned in the text and in the table). It should be noticed that in 
some studies the use of the fiscal instruments is simultaneously estimated for the 
expenditure and tax side and that in all studies other economic and political con
straints are considered beside the reelection constraint (e.g., the budget constraint, 
the influence of the public administration).

20 For Germany a confrontation of a “pure” econometric model developed by Krelle 
(1974) with a full-scale model of politico-economic interaction is undertaken by 
Frey and Schneider (1979). In the competing model the policy variables, e.g., ex
penditures, are a function of lagged taxes and lagged gnp. The true ex post forecasts 
of the politico-economic model are clearly better than the one achieved by the pure 
econometric model.

21 A comparison of forecasts of different politico-economic models for Great Britain is 
done by Hibbs (1983), where he finds that his approach yields the best forecasts.

22 Similar studies of central bank behavior have been undertaken for France by Lafay 
and Aubin (1984b) and for the United States by Laney and Willett (1983). For both 
countries the authors reach the conclusion that the central bank supports the gov
ernment’s expansionary policy for getting reelected with an appropriate monetary 
policy.
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23 For a survey, see Frey (1984) and Frey and Schneider (1984).
24 Sec, for example, Caves (1976), Baldwin (1976), and Magee (1982).
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