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Abstract

A growing body of literature suggests that office-motivated politicians manipulate fiscal
policy instruments in order to enhance thedrelection prospects. This paper directly
examines the impact of fiscal policy on incumbents’ re-election prospects by focusing on the
impact of public investment. This impact is estimated using a panel of 20 OECD countries
over the period 1972-1999. We find that the level of public investment in the earlier years of
an incumbent's term in office improves their re-election prospects, whereas election year
manipulation of public investment is neither rewarded nor punished. Our evidence also
suggests that, after controlling for the level of deficit and public investment, the level of
government revenue both in the election and non-election years does not seem to affect re-
election prospects. Moreover, we find that deficit creation during elections and in non-
election years are not rewarded by voters.
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1. Introduction

Since the seminal work of Nordhaus (1975), a rich body of literature suggests that office-
motivated incumbents manipulate fiscal policy in order to improve their chances to get re-
elected" In a rational expectations framework, political budget cycles (PBC) still arise under
the driving assumption of temporary information asymmetries between voters and politicians
regarding the competence level of the lattEtectoral manipulation of fiscal policy can also
affect the composition rather than the level of public spending. Rogoff (1990) provided a firm
theoretical foundation showing that electorally motivated incumbents signal their competence
by shifting public spending toward more visible government consumption and away from
public investment goods that are mostly laagn projects and will increase voters’ utility

upon completion.

Many empirical studies find evidence of electorally timed shifts in the composition of
public spending not only at the national but also at the local level. It is important to note,
though, that for studies conducted at the local level, evidence suggests that authorities attempt
to signal their competence by expanding the level of investment spending (see, e.g., Khemani
(2004); Drazen and Eslava (2010)) while policymakers at the national level provide
immediate benefit to voters through consumption or taxation whereas capital spending
decreases (see, e.g., Vergne (2009); Katsimi and Sarantides (2012)). These findings may
reflect that Rogoff’s (1990) assumption of lower visibility of capital expenditures (e.g.,
infrastructure) conforms much better to central government rather than to local level
spending.

In fact, manipulation of the composition of fiscal policy seems particularly relevant in
developed economies in which the incumbent may avoid deficit creation due to the fear of
voters disfavour. Indeed, Brender and Drazen (2013) find that election years are associated
with larger expenditure composition changes in established democracies, the majority of
which are developed economies, while incumbéantaew democracies’ tend to increase the

overall level of expenditures in election years (see Brender and Drazen (2005)).

YIn contrast, the partisan approach focuses on the role of goverigeelogy on fiscal policy priorities (see, e.g., Hibbs
(1977); Alesina (1987); Chappell and Keech (1988)). For empiricihati@ns of the impact of ideology on the composition
of fiscal policy, see, among others, Potrafke (2011).

2 For a discussion of the implications of theoretical PBC adverse selemtid moral hazard type models, see Shi and
Svensson (2003). Empirical evidence on the budgetary imgaetections, until recently, suggested that PBC waas
phenomenon of less-developed countries (see, e.g., Scmiki896); Shi and Svensson (2006)) or of theadled ‘new
democracies’ (see Brender and Drazen (2005)). Recent studies for developed countries provide mixed evidence both in
favour of (see Efthyvoulou (2012) for a sample of 27 EU member staidsagainst (see Klomp and de Haan (2013)) the
existence of PBCs.



A complementary literature investigates the impact of fiscal policy choices on the
voting behaviour and on incumbents’ re-election prospects. Empirical studies that attempt to
assess the impact of fiscal policy on re-election prospects either include fiscal variables in the
estimation of a voting function or they employ binary models in order to estimate the
probability of an incumbent's re-election.

The first approach belongs to the literature on economic voting based on the seminal
papers of Goodhart and Bhansali (1970), Mueller (1970) and Kramer (1971). This literature
estimates popularity/voting functions in order to investigate the impact of economic variables
on voting behaviour. Based on the “Responsibility Hypothesis" according to which voters
hold the government responsible for the economy, an extensive literature investigates the
channels through which voting behaviour depends on voters' economic experiences and on
their perception and evaluation of the macro economy. However, most multi-country studies
that estimate the impact of the economy on the incumbents’ share of the votes at national
elections measure economic performance in terms of output growth, inflation and
unemployment without taking into account government's fiscal performance (for a survey see
Paldam (1981); Norpoth et al. (1991); Nannestad and Paldam (1994); Lewis-Beck and
Paldam (2000)). An exception is Veiga (2013) who finds that voters reward positive budget
balances whereas after the 2008 crisis there is evidence that they have become more
determinedly fiscally conservative.

The second approach of estimating a binary model has been used by the majority of
the limited number of empirical studies on the impact of fiscal policy on the incumbent’s re-
election prospects at national le¥eTheir findings suggest that in established democracies,
well-informed voters act as fiscal conservatives and punish rather than reward loose fiscal
policies at the polls (see, e.g., Brender and Drazen (2008) and Alesina et al. {2012)).

For elections at the state and local levels researchers have estimated both binary
models and voting functions. The dominant result that voters penalize expansive fiscal
policies (see, among others, Peltzman (1992); Brender (2003)) has recently been challenged
for some developing countries (see, e.g., Akhmedov and Zhuravskaya (2004); Sakurai and
Menezes-Filho (2008)Jones et al. (2012)). Regarding the relationship between public

investment expenditures and re-election prospects, limited studies using both approaches are

3 Although they do not directly test the impact of fiscal policy®election, Klomp and de Haan (2013) find that election-
motivated budget cycles have a significant positive (but fairly syt on the electoral support for the political parties in
government.

* It should be noted that, under certain assumptions regarding prefe@mtehe nature of uncertainty, a number of
theoretical models can support the opposite result, namely that electoriplulation of fiscal policy increases re-election
probability (see Rogoff (1990); Milesi-Ferretti and Spolaore (1994)jdiad al. (2010)).



exclusively concentrated at the local level and their results are mixed (see, e.g.antkiga
Veiga (2007) and Drazen and Eslava (2010)).

Two points should be noted about these contradicting results at the local level. First,
as emphasized by Brender and Drazen (2008), empirical conclusions drawn from country
studies should, strictly speaking, be limited to these countries. Given that fiscal items that are
clearly identifiable as provincial government responsibilities differ from one country to
another, it is difficult to derive more general policy conclusions from country studies.
Secondly, as already mentioned, local authorities tend to expand expenditures on investment
projects near elections, indicating that Rogoff’s (1990) prediction of shifts in public spending
toward more visible government consumption and away from public investment goods may
not hold for local governments in which public investment may not be characterized by low
visibility.

The contribution of the present paper is found in its focus on the role of national
public investment as an instrument for affecting re-election prospects of the incumbent in
developed countries. We believe that this is an important step because we empirically test the
following predictions implicitly derived from the existing literature: Firstly, if public capital
spending is invisible, as suggested by Rogoff (1990), then the manipulation of public
investment just before elections should not affect the re-election prospects of the incumbent.
We analyze the impact of public investment on voting behaviour and re-election probability
by using a sample of established democracies, because we believe it makes sense to look at
the countries in which this type of electoral manipulation has been supported by empirical
evidence (see Katsimi and Sarantides (2012) and Brender and Drazen.(2k3paper
complements this literature by tegiiwhether electoral manipulation in the form of a fall in
public investment in developed established democracies found by Katsimi and Sarantides
(2012) affects the incumbents’ re-election prospects. Secondly, public investment
expenditures that occurrad the earlier years of an incumbent’s term in office should be
observable by voters near the completion of the term, since these expenditures are mostly
long-term projects which are noticed with a lag. Given the positive impact of productive

expenditure on long-run growth emphasized by the relevant literature, we expect voters to

5 Brender and Drazen (2013) also find evidence for electoral manipuilagmblic spending in the same group of countries
but their decomposition does not include capital spending. In thpérfcomposition” refers to the functional classification

of public spending that distinguishes transactions by policy purpodgpe of outlay (e.g., healthcare expenditures).
Throughout this paper, though, we use the economic classifictardivides public spending into capital and current
expenditures, anthe term “compositiort is used to refer specifically and only to the percentage of capital to current
expenditures



reward a rise in this type of expenditGrEor a given level of deficit, voters are likely to
reward this type of expenditure if they perceive it as more ‘productive’ than tcurren
expenditure.

We test the impact of public investment on re-election prospects by estimating both a
binary model and a voting function. Our empirical results using a sample of 20 OECD
countries over the period of 1972-1999 suggest that the level of public investment in the
earlier years of an incumbent's term in office improves re-election prospects whereas election
year manipulation of public investment is neither rewarded nor punisBaen that public
investment expenditures at the national level are mostly long-term projects, this result is
consistent with Rogoff’s (1990) assumption of the lower visibility of this type of expenditure
and explains previous empirical findings for electoral manipulation of public investment.

Our paper builds on the existing literature on the effect of fiscal policy on electoral
results at the national level. Brender and Drazen (2008) study a sample of 77 countries over
the period 1960-2003 and find that deficits in an election year are punished by voters in
developed countries that are established democracies. Alesina et al. (2012) analyse a sample
of 19 OECD countries for the 1975-2008 period and find no evidence that fiscal adjustments
increase the turnover of governments. Veiga (2013) uses a voting function for a panel of 15
European Union countries for the 1970-2011 period in order to analyze the impact of the
European integration process on voters’ evaluations of governments’ economic performance
and finds that the vote share of the government depends positively on budget surpluses.

However, although our paper also examines the impact of deficit creation on re-
election prospects, its main focus on the impact of public investment and the composition of
public spending is novel. Moreover, it investigates whether the main predictions of the
existing literature regarding the political cost of electoral deficit creation can be &fiend
controlling for other elements of the government's budget constraint such as revenue and
expenditure composition. We find thaitndar to Brender and Drazen (2008), deficit creation
both in the election year and during the term in office is never rewarded by voters in
developed countries (it is either punished or it does not affect the re-election prospects). We
also find some evidee that the vote share of the main government party increases with the
level of budget surplus in the election period which is a result consistent with the findings of

Veiga (2013). Our results are not directly comparable to Alesina et al. (2012) who use a

5 Paul et al. (2004) and Henderson and Kumbhakar (2006) empltasipositive impact of public capital on productivity
whereas Kneller et al. (1999) and Bleaney et al. (2001) find a osffiect of productive expenditures on long-run growth.
" In section 2.1 we discuss the reasons for limiting our sample te#ns ¥972-1999.



different specification and focus mainly on large fiscal adjustments but their finding that
fiscal adjustments are not punished by voters is consistent with our results.

The remainder of the paper is organized as follows. Section 2 describes the data,
specifies the econometric model, and contains our basic findings. Section 3 reports the results
of robustness tests. In section 4 we test whether our results are replicated by estimating a

voting function. The last section concludes.

2. Empirical Analysis

2.1. Data and estimation method

In order to estimate the effect of public investment expenditure and the compaosition of public
expenditure on re-election prospects, we use data for 20 OECD countries over the period of
1972-1999 Our sample consists of countries that can be characterised as developed
economies and established democracies, since the existing literature indicates that
manipulation of the composition of fiscal policy seems particularly relevant in countries with
these characteristiésThe countries in our sample are also included in the sample used by
Brender and Drazen (2008), Katsimi and Sarantides (2012) and Brender and Drazen (2013)
allowing us to relate our results with the findings of these papers. In line with Brender and
Drazen (2008), we estimate the impact of fiscal policy on the incumbent's probability of re-
election in a binary model although in a later section we test the robustness of our results by
estimating a voting function. The dependent variaelelection is based on information from

the World Statesmen Encyclopedia and from the Inter-Parliamentary Union database. These
data allow us to follow the terms of individual leaders and parties in office from appointment
to termination and to associate them with election dateis. worth noting that we only
include legislative elections for countries with parliamentary political systems and
presidential elections for countries with presidential systems. In line with Brender and Drazen
(2008), there-election variable includes observations in which the leader (the president for

the United States and the prime minister for all other countries of our sample) has been in

&A key variable for our empirical analysis is not available after 1999, as diséngkedollowing.

® The countries of our sample are Australia, Austria, Belgium, Canada, dblenFinland, France, Germany, Greece,

Ireland, Italy, Japan, Luxemburg, Netherlands, Norway, Portugal, Spaiaden, the United Kingdom and the United

States. Iceland is excluded from our sample because as a small and isolatey it lacks some characteristics that may
distinguish voting behaviour between national and local electoads as the low 'visibility' of national public investment.

As noted earlier, the differences in the electoral manipulation of pinvéastment between local and national elections
found in the literature may reflect that in the local level public stment is considered a 'visible' component of public
expenditure. Due to the small size of our sample, we keep Luxgntiut it is worth noting that when it is dropped our

results remain similar. Finally, South Korea and New Zealand are xadfaled from the our sample because in the first
country the president cannot run for re-election in the two electiemsds we consider (1992 and 1997), while there is no
availability of fiscal data for the second country.



office for at least two years prior to the elections. It takes value 1 if the incumbent chief

executive is re-elected and 0 otherwise. It also allows for the following special cases:

) In cases in which the leader quits within the year of the electeslection receives
the value 0.
(i) In cases in which, during the election year, a leader is replaced because she/he died or

resigned due to health problems,election takes the value 1 if the successor leader gets re-
elected and 0 otherwise.

(i) For the United States, where the president is subject to a legal rigrailection
receives the value 1 if the reigning leader’s party wins the election and O if it loses.™®

(iv) Finally, in a coalition government, the-election variable takes the value 1 if the
appointed prime minister comes from the same party as that of the prime minister before the
elections, and O otherwise. In addition, to ensure that the prime minister has not been changed
because he became unpopular, we conseletection only in the case in which the party of

the appointed prime minister of the governing coalition received in the current elections a
higher vote share in comparison to the previous elections. Overall we have 106 campaigns in
which the leader was re-elected in 58 cd$es.

Regarding our main variables of interesk obtain our fiscal data from the ‘Global
Development Network Growth DatabasgGDNGD), whose primary source is tHBIF
"Government Finance Statistics” (GFS) database. It should be noted that GFS is the only
multi-country data source for disaggregated central government data. For this reason, it is the
standard database used in empirical research studying either aggregate fiscal variables (see,
e.g., Brender and Drazen (2008)) or the composition of fiscal policy instruments (see
Schuknecht (2000); Vergne (20093).

Unfortunately, we cannot expand our dataset beyond the 1972-1999 period since GFS
modified the methodology of calculating the fiscal variables. In fact GFS until the late

nineties has been calculated using Government Finance Statistics Manual 1986 (GFSM

1 our sample, in the US elections of 1988, the candidate couldimédr re-election after the termination of the second
mandate. Besley and Case (1995) show that the candidate who canfustreselection behaves differently regarding the
manipulation of public expenditures. In contrast, though, it casalikbthat some party loyalty can justify the maintenance of
public budget manipulation. To confirm that the results are robustnwke drop this observation our results remain
unaffected.

1 Although we follow thdeader’s re-election, in order to lengthen our sample, we followthwey s re-election for special
cases (ii), (iii), and (iv). However, when we narrow the sample inr aod®llow leader's re-election in all cases, our results
remain unaffected.

12 We use central government data for several important reasons: Firglly thiat general government data include all
levels of government (state, local, central), results based on such datab&ouldre difficult to interpret. As noted by
Schuknecht (2000), the government only controls directly the centratrgoent budget, while changes in public spending
of the general government may be affected by both generdbealdelections. Secondly, data from general government
accounts are less consistent across countries and time periods.



1986) classification, while data beyond this point have been calculated according to the
Government Finance Statistics Manual 2001 (GFSM 2001). The new GFSM 2001
classification provides observations for the years 1990-2011, but not for our main variable of
interest, namely public investment expenditures. This means that we can neither estimate our
equations for two separate samples (1972-1999) and (1990-2011), nor harmonize the data
streams for both classifications and re-run regressions from 1972 to 2011.

We analyze the impact of public investment on re-election prospects, by estimating two
different specifications:

In the first one we are interested in the impact of the overall capital spending of the
incumbent during her term in office. Therefore, we include on the right hand side of our
specification a variable capital term defined as the average of capital expenditures during the
leader’s current term in office, scaled by GDP and expressed as percentage. Likewise, in
order to investigate the impact of composition of expenditures on re-election prospects, we
construct a variable composition term defined as the percentage of capital to current
expenditures during the term in office of the incumbgrBoth variables cover the whole
period of leader’s current term in the office, starting with the year after the previous election
and including the election year of current electitns.

In the second specification we investigate the central question of our paper, which is
whether the pre-electoral deviation of capital expenditures affects re-election prospects (see
also Veiga and Veiga (2007); Sakurai and Menezes-Filho (2008)). Similar to the first
specification, we are interested in public investment as well as the composition of public
spending. Regarding public investment, we split the variable capital term into capital
deviation and capital non-election. The former reflects the change in capital/ GDRtapgece
in the election year relative to the average of the previous years since the last election. The
latter is the average of capital/lGDP percentage starting with the year after the previous
election and excluding the election year of current elections. Moreover, in direct analogy to
the first specification, we focus on the ratio of capital/current spending and we split
composition term into composition deviation and composition non-election.

Following Kneller et al. (1999) and Drazen and Eslava (2010), our empirical method is
based on a full specification of the government budget constraint. Kneller et al. (1999, pp

174-5) show that incomplete specification of the budget constraint results in substantial

13 According to the descriptive statistics in the Appendix A, the averhgar sample for the variable composition term is
8.183. This means that capital spending is on average 8.188% a@irrent expenditure.

14 However, in a few cases where the leader was replaced duringrthaveerfollow the term of the new successor as long
as he/she stayed in office for at least two years.



biases in parameter estimatés.address this problem, we want to include in our empirical
analysis all elements of the budget constraint but one in order to avoid perfect multi-
collinearity. Therefore we add in our specification the following fiscal variables: i) the central
governmeris budget surplus/deficit, which according to Brender and Drazen (2008) is
positively/negatively related to re-election prospects in developed economies and ii) the
central government’s total revenues.’ In accordance to the definition of variables capitad
composition we construct for central government’s budget surplus/deficit the variables
surplus term, surplus deviation and surplus non-election. Similarly for total revenues we
construct the variables revenues term, revenues deviation, and revenues non-election. Fiscal
variables surplus and revenues are scaled to GDP and expressed as percentages.

Apart from the fiscal variables, we include in our estimations the following political and
socio-economic control variables that we expect to aféeetection prospects
0] Macroeconomic conditions: We control for a number of macroeconomic variables
that, according to the relevant literature, are expected to affect voting behaviour (see, e.g.,
Peltzman (1992); Alesina and Rosenthal (1995), Brender and Drazen (2008); Aidt et al.
(2011) and Alesina et al. (2012)). These are the average growth rate of output (growth term),
the average inflation rate (inflation term), and the average unemployment rate (unemployment
term) during the term in office. Our data for growth term and inflation term are taken from
the World Bank's World Development Indicators, while those for unemployment term are
from the OECD Labour Force StatistiCs.
(i) New democracy effect: Based on the approach of Brender and Drazen (2005), we
consider as elections held in a ‘new democracy’ the first four elections after a shift to a
democratic regime, indicated by the first year of a string of uninterrupted positive polity
values as obtained from the POLITY IV annual time series. We expect that in 'new
democracies', the first period after the transition to a democratic regime may be chatacterize
by underdeveloped democratic institutions that may lead to an incumbency advantage (e.qg.,

limited media independenc¥).

5 In order to avoid perfect multi-collinearity, we omit currenpexditures from our specification but our results remain the
same if we omit revenues instead. Regarding the interpretation ofthtsréhe estimated coefficient on the fiscal vddab
measures the marginal impact of this variable on re-election prospeaté time marginal impact of the fiscal variable that
we exclude from the specification and is assumed to be thesiigaelement. This implies that current expenditures are the
financing element in columns (1) and (2) and total expenditures imosl(8) and (4).

181t is worth noting that the macroeconomic variables do not seeisftay problematic correlations. In addition, when the
variable growth term, which does not affect re-election prospects, ipattdpom the specification, the results remain
unaffected.

17 We included Greece, Portugal, and Spain in our sample, bessuskd not want to reduce its already small size.
However, when we drop these countries from our estimations, outagjvalresults remain unaffected.



(i) Level of “voter awareness”. A large body of theoretical literature agrees that
electoral accountability depends positively on the level and the quality of the information
available to voters (Persson and Tabellini (2000); Besley and Prat (2006); Pande (2011)).
Several recent empirical studies use the educational background of the population as a proxy
for “voter awareness”, meaning the ability of electorate to process available information that
comes with education (see, among others, Akhmedov and Zhuravskaya (2004); Aidt et al.
(2011)). We expect thathit ability may have an impact on voters’ evaluation of
government's policies thereby affecting the incumbent's re-election prospects. We proxy
“voter awareness” with the illiteracy rate among the population aged 15 years old and above
obtained by Barro and Lee (2010).

(iv) Cabinet characteristics: In order to check whether cabinet ideology actually matters
for re-election, we create the dummy variable left (right) that receives the value 1 if the shar
of seats in the cabinet for left (right) wing parties is larger than 66.6 percent. Moreover, we
create the dummy variable centre that takes the value 1 if the share of seats in the cabinet for
centrist parties is higher than 50%, or if we have right-centre or left-centre complexion where
the centre party holds more than 33.3 percent of the seats. Additionally, we create the dummy
variable fragmentation that takes the value 1 when left and right parties form a government
that is not dominated by one side or the offigfinally, we create the dummy variable
coalition that takes the value of 1 if the cabinet includes ministers from more than one party
and 0 otherwise. Data for the type of government and on cabinet composition are taken from
Armingneon et al. (2008). We expect that coalition governments, irrespective of ideological
orientation or fragmentation, are more likely to face internal issues that can adversely affect
the re-election prospects of the chief executive in power.

(v) European Union effect: Finally, we include in our estimations the dummy variable
EU that receives the value 1 for the period 1993-1999 for countries that are European Union
members and signed the Maastricht treaty. For Austria, Finland, and Sweden that become
members of the European Union on January 1, 1995, it takes the value of 1 for the period
1995-1999. Note that the period after the adjustment of ERM bands and before the
establishment of the Eurmea was characterized by EU member states’ efforts to comply

with the convergence criteria. This effort included a process for extensive structural reforms

18 |In addition, we have also borrowed from Keefer (2012) variabler@owind from Henisz (2000) variable h_polcon3 to
control for party and legislative fragmentation, respectively. Both variables wemd fnsignificantly related to re-election
prospects and therefore, they are not included in the specification

10



and fiscal consolidation. Thus, this variable may capture the impact of the countries’ efforts
to adopt the Euro on the incumbent’s re-election prospects.

A complete list of all variables used in our estimations with details on data sources and
descriptive statistics is provided in Appendix A. Moreover, Appendix B depicts a correlation
matrix for the right-hand-side variables of our main specification in Table 1. It is worth
noting that in general our fiscal variables are not very highly correlated.

Furthermore, it should be mentioned that we have attempted to include in our model a
series of other control variables, such as the percentage of votes the incumbent received in the
previous election, dummies to control for majoritarian vs. proportional systems, and
presidential vs. parliamentary governments as well the number of terms the incumbent chief
executive has been in office. However, none of these variables had a significant effect on re
election prospects, and in order to preserve degrees of freedom, we do not include them in
our estimationg?

Given that our dependent variable is binary, we have to apply a non-linear estimator to
model the determinants oé-election. We prefer the logit rather than the probit estimator
because it allows us to obtain consistent estimates through a fixed effects-like approach as
implemented by Chamberlain (1980). Before proceeding to the estimations, we compare the
pooled logit estimator, the panel random effects logit estimator and the conditional (fixed
effects) logit estimator in the following ways: First, we apply a likelihood ratio test to
compare the random effects estimator with the pooled logit. According to the results, we
cannot reject the null hypothesis that all slope coefficients are simultaneously equal to zero.
Second, we compare the conditional with the pooled logit estimator using a Hausman test.
The test statistic resulted in very small or negative values. Small values support the pooled
estimator, whereas negative values indicate that the sample size is insufficient to test the
hypothesis. Finally, it is worth noting that in our panel the number of cross-sections exceeds
the number of time units, which implies the pooled logit model is more efficient, since it
requires fewer parameters to be estimated in comparison with a random effects or a fixed
effects modef° Therefore, we have decided to use the pooled logit as our basic specification,

where standard errors are robust to both heteroskedasticity and possible autocorrelation

19 Note that including these additional control variables in our spedificaibes not change our basic findings. Results are
available upon request.

20 We have also attempted to include GDP per capita in our speoifiatbrder to capture possible heterogeneity between
countries. For example, a government's re-election probabilitydeagnd on the financial wealth of the country. GDP per
capita turns out to be insignificantly related to re-election prospecte@udécided to exclude it from the specification. We
do, however, test the robustness of our results in the presengendfycheterogeneity by including fixed effects in settio
3.2.

11



within countries?? In order to test the robustness of our results to the presence of fixed effects
capturing heterogeneity across countries, in section 3 we re-estimate our baseline regressions

using the conditional (fixed-effects) logit estimator.

2.2. Results

In Table 1, we examine the effect of capital expenditures and the composition of public

expenditures on the probability of re-election. Regarding the macroeconomic variables, we
observe that the variable growth term is insignificantly related to re-election prospects in all

regressions, while the variable inflation term produces results that indicate a robust negative
effect on the probability of re-election. These results seem to verify the previous studies of
Alesina et al. (1998) and Brender and Drazen (2008), who found that voters dislike inflation

while the growth rate does not seem to affect re-election prospects. In general, studies for
developed countries are contradictory regarding the effect of the growth rate of output on

voting behaviour (see, e.g., Alesina and Rosenthal (1995)). As far as the variable

unemployment term is concerned, it turns out to be insignificantly relatesldiection, in

line with most empirical evidence (see, e.g., Peltzman (1992); Aidt et al. (2011) and Alesina

et al. (2012)).

Variable illiteracy term is positive when statistically significant, reflecting that the
ability of the electorate to process available information can affect the incumbent's re-election
prospects. A possible explanation for this result is that the incumbent may have an advantage
in informing the voters, which may decrease with the level of voters education/sophistication.
Milligan et al. (2004) looking at the US and the UK find that more educated citizens appear
to have more information on candidates and campaigns. Our result may reflect that less
educated voters may rely more on a narrower set of sources of information influenced by the
incumbent (e.g., the "popular' media). The same may be true for less "experienced" voters,
which may explain the positive and statistically significant coefficient of the variable new
democracy in the majority of specifications in Tablé? IThe transition period to a
democratic regime may be complemented by an incumbency advantage due to avigiwer le

2 pooled probit equations, though, yielded very similar qualita¢iselts.

2 1t is reasonable to expect that in new democracies illiteracy regesigher. In fact, as can be seen in Appendix B,
variables new democracy and illiteracy term are highly correlated. Wowhey both seem to affect re-election prospects
and when we drop one variable at time the results remain unaffdtted, we decided to keep both variables in the
specification as they may reflect different characteristics of theoedte. The former reflects the electoral responses of
inexperienced voters, and the latter the electoral responses of voters wahillitghacy rate. Both characteristics may lead
to a similar voting behaviour. Of course, it is meaningful to expentultiplicative effect for illiterate voters in new
democracies. It is worth noting, however, that when we interact thvweseariables the effect is insignificant. Moreover,
when we interact these variables with the fiscal variables of interest, agaitetlaetion terms are statistically insignificant.
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of political competition since it may take time to safeguard democratic principles (e.g.,
freedom of press) and to transform the political system (e.g., number of political parties). For
example, Keefer (2007) argues that, in younger democracies, political competitors are not
able to make broadly credible pre-electoral promises to Voters.

Regarding the government’s ideology, we obtain a positive but insignificant
coefficient for the variable left, indicating that the probability of success is identical between
left-wing and right-wing governments (omitted category). The centre variable is negative and
insignificantly related to re-election prospects in Table 1. Although, in some other
(unreported) specifications centre seems to have a negative effeetlection, this effect is
not robust. Moreover, variable fragmentation is negative and significantly related to re-
election prospects. This finding may reflect that ideologically fragmented governments are
more likely to face internal issues that can deteriorate the re-election prospects of the chief
executive in power. The coalition variable, on the other hand, is insignificantly related to re-
election prospectd. Finally, we find that the probability of re-election is significantly lower
for the European Union members in the pre-EMU era after the enforcement of the Miaastrich
treaty. The efforts of this group of countries to implement structural reforms before the
adoption of the common currency may have proven detrimental for the chief executives in
power.

Table 1 here

Turning now to the effect of fiscal performance over the whole term in office on re-
election prospects, in column (1) we find that the coefficient of capital expenditure is
marginally insignificant, while surplus term is positive and significant at the 10% level. This
result indicates that an increase of 1 percentage point in budget surplus as a share of GDP
over the whole term in office can improve the chances of re-election by about 2.6 percentage
points. On the contrary, in colum(@) we find that all fiscal variables are insignificantly

related to the probability of re-election.

2 Besley and Part (2006) develop a model that allows for the pagdinit the incumbent can influence the media through
promises and threats. Their empirical evidence indicates that the lengie tfrm of the chief executive or the party
depends on media characteristics. Prior (2006) shows that the growth sideleentributed to the rise in the incumbency
advantage in U.S. through its effect on less-educated voters for tel@nsion presented a new, less demanding source of
news.

24 The variable coalition seems to be negatively and significaglied to re-election prospects only in the absence of the
variables that capture the ideological orientation of the cabinet. In partichkan, we drop the variable fragmentation, the
coefficient of the variable coalition is more than doubled. This is &@ndtion that these two variables are two sides of the
same coin. However, we choose to keep the variable coalitioariapecification because it depicts a significant relation
with the vote share specification in section 4.
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As a next step, in columns (2) and (4) we split all fiscal variables in order to
disentangle the electoral effect of fiscal policy (fiscal variable deviation) versus the effect of
fiscal policy prior to the election year (fiscal variable non-election). As can beiseen
columns (2) and (4), electoral policies that affect public investment expenditures (capital
deviation) or the composition of public spending between capital and current expenditures
(composition deviationdo not affect re-election prospects. Existing empirical evidence for
the same sample of countries suggests that capital expenditures decrease during the election
period (see Katsimi and Sarantides (20£2)Jhis finding indicates that an electoral fall in
capital expenditure does not affect voting behaviour. This result may be attributed to a time-
lag in the visibility of this type of expenditure during the election period. Capital
expenditures (e.g., infrastructure) are mostly long-term projects that will incveass’
utility upon completion. Likewise, a change in the expenditure composition initiated by the
fall in capital expenditure may not affect voting behaviour, because this cut may not visible in
the election period. On the contrary, the variables capital non-election and composition non-
election, which capture policies prior to the election year, are positive and significantly
related tore-election?® More specifically, an increase of 1 percentage point in capital non-
election (composition non-election) can increase the probability of re-election by 13.8 (3.0
percentage point<.

Our results indicate that the timing of public capital spending is important for
incumbent's re-election: although both term average public investment as well as its level in
the election year does not seem to affect voting behaviour, capital spending in the years
before the electoral period does affect re-election probability. This implies that an incumbent
who wishes to maximize his re-election prospects should frontload public spending; he
should spend on capital as soon as he is elected in order to allow for a sufficient period for

this spending to be materialized and probably observed by voters while he should lower

% As already mentioned, in the full specification of the budgesteaimt that we adopt, we choose as the omitted variable
current expenditures but our results remain essentially the sameihitied variable is total revenues.

28 A Wald test for the equality of coefficients between the variable dgpimpositior) deviation and capital (compositipn
non-election in columns (2) and (4) of Table 1 is performed. Theevaf the Wald test rejects the null of equal coefficients
of variables capital (composition) deviation to the coefficientagfital (composition) non-election; the p-values are 0.09
and 0.10 for variables capital and composition, respectively.

27 We tested if our results are driven by outlier observations using tweratitf approaches. First, we re-estimated our
baseline model after dropping one country at a time. Secomdpplied the method implemented by Hadi (1992). This
method measures the distance of data points from the main bodjaddret then iteratively reduces the sample to exclude
distant data points. We set the significance level for outlier cut @f=ft1. Results suggest 2 outlier observations for the
variables capital deviation, composition deviation, deficit deviati@venue deviation, and 4 outlier observations for
variable composition term and composition non-election. Howevere iéither drop one country at a time or all identified
outlier observations simultaneously, our qualitative results remain unaffected.
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capital spending in the final year of his term, when this type of spending is not rewarded by
voters.

Regarding the effect of total revenues and budget balances on re-election prospects,
the former, irrespective of the timing during the term in office, has no effect on the
probability of re-electio® On the contrary, and in line with the findings of Brender and
Drazen (2008), we find that in developed economies, voters dislike deficits and even more so
if the deficit is perceived as electorally motivated. More specifically, in column (2) we
observe that a decrease of 1 percentage point in surplus non-election leads to a decrease of
about 3.9 percentage points in the chances of re-election. The impact of a deficit creation in
the election period is punished more heavily: a decrease of 1 percentage point in surplus
deviation leads to a decrease of about 7.7 percentage points in the chances of re-election.
Accordingly, Brender and Drazen (2008) showed that an increase of 1 percentage point in the
central government deficit can decrease the probability @lection by 3-5 percentage
points, whereas an increase of 1 percentage point in the deficit during an election year

decrease the probability of re-election by 7-9 percentage goints.

3. Robustness

The main finding of the previous section is that, although voters seem to reward a high level
of public investment in the non-election years, a deviation in capital expenditure from this
level in the election year does not affect voting behaviour. In this section we want to test the
robustness of this result in the following ways: First, in Table 2 we re-estimate our
regressions by including capital expenditures and the composition of spending only for the
election year. Second, in Table 3 we conduct a battery of robustness checks on our main
regressions in columns (2) and (4) of Table 1, where we distinguish between electoral and
pre-electoral effects of fiscal policies. More specifically, we check if our results areedffec

by the inclusion of country fixed effects. Moreover, we test if our results remain thee sam
when we adjust for the timing of elections. Furthermore, we modify the definition of the
dependent variable to follow more explicitly the party rather than leader re-election. Finally,

28|t should be noted that the qualitative results remain essentially tieeas@mdropping revenues from our regressions.

29 Although the GFS does not provide data after 1999 for our veaiables of interest which are capital and composition,
we applied the approach of Gemmell et al. (2007) and KatsimBarahtides (2012), in order to expand our sample to 2011
for all other variables. Our results indicate that all macroeconomic variablesraectly signed and are significantly related
to re-election prospects. Moreover, the variable illiteracy tearomes insignificant. Regarding the fiscal variables, results
remain similar to those presented in Table 1 apart from the impaa whttable surplus deviation which remains positive
and significantly related to re-election prospects only when our sangke in 2007. When we include the period of the
financial crisis during which fiscal deficits increased substantially for maagitdes, our results do not show a negative
effect of deficit creation in the election period on the probgbdft re-election probably because deficit creation in this
period was not perceived as the result of electoral manipulation (results levagah request).
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we distinguish between coalition and single-party cabinets, and we re-estimate our baseline
specification only for the latter. Due to space limitation only fiscal variables are reported in
Table 3%

3.1. The level of fiscal policy and macroeconomic conditions around elections

Following previous studies, in our baseline specification in order to capture the electoral
effect of fiscal performance we use the deviation of election year value from the average
value of non-election years (see Veiga and Veiga (2007); Sakurai and Menezes-Filho
(2008)). According to the literature, the change rather than the level of fiscal policy variables
reflect better the impact of the incumbent on policy outcomes (see Brender and Drazen
(2008)). However, in Table 2 we test if including the level rather than the deviation of fiscal
variables in the election year affects our results (see, e.g., Jones et al. (2012)). Moreover, we
test if controlling for the impact of the macroeconomic variables in the election year may
affect the re-election prospects. We run the regressions including the level of fiscal and
macroeconomic variables in the election year, and not their term average or their non-
election years average for two reasons. First, when we calculate the average for the whole
term in office, we include the value of the election year. Second, the value of fiscal and
macroeconomic variables in the election year is highly correlated with the average in the
previous years of the term, which can significantly distort the results. Hence, in columns (1)
and (2) of Table 2, we re-run the regressions of columns (1) and (3) of Table 1, including the
value of fiscal and macroeconomic variables in the election year rather than the average value

of the whole term.

Table 2 here

As can be seen in Table 2, the level of public investment expenditures in the election year,
namely the variable capital, has no significant impact on re-election prospects. The same
holds also for the variables revenues and composition. However, in accordance with our
previous findings, the variable surplus affects significantly the probability of re-election.

Regarding macroeconomic conditions, once again only the inflation rate has a significant

negative impact on re-election prospects. Moreover, as far as the other control variables are

30 The full set of results is available upon request.
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concerned, the qualitative results presented in Table 2 remain very similar to those depicted
in columns (1) and (3) of Table 1.

3.2. Country fixed effects

As already mentioned, the specification tests that we performed and the characteristics of our
panel induce us to use the pooled logit model as our basic specification. However, we want to
exclude the possibility that the results presented in Table 1 are driven by country specific
characteristics. Regarding our main variables of interest, if the share of investment
expenditures over GDP differs systematically between countries, and those countries with
higher shares of investment expenditures have more stable governments, then this would
certainly influence the estimation results. Therefore, in this sub-section we want to assess the
robustness of our results by introducing country fixed effects in our estimations. To do that
we apply the conditional logit model as proposed by Chamberlain (1980), which is the only
non-linear estimator designed for binary models, as in our case, which allows obtaining
consistent estimates through a fixed effects-like apprdach.

As can be seen in the first two columns of Table 3, the inclusion of fixed effects does
not alter the statistical significance of our main variables of interest. More specifically,
capital deviation and composition deviation remain insignificant, capital non-election is
significant close at the 1% level, whereas variable composition non-election is significant at
the 10% level. Moreover, as before, variables surplus deviation and surplus non-election

have a statistically significant effect on re-election prospects.

3.3. The timing of elections

Regarding the timing of elections, the first check we perform ixclude ‘early’ elections

from our sample, since they can introduce an important bias in our results. As argued by
Heckelman and Berument (1998), the timing of elections may not be exogenous but is chosen
strategically by the incumbent when economic conditions and the re-election probability are

favourable, raising issues of a reverse causation in our specification. Moreover, Rogoff

(1990) argues that, during predetermined elections, opportunistic incumbents have ample
time to use fiscal policy in order to increase re-election probabilities, far greater than in the

case of elections being called earlier. Consistent with that theoretical prediction, Katsimi and

Two issues are worth noting here. First, the conditional logit estirdedps observations for Finland and France, because
there-election variable shows no variation. Second, we report logit coefficientdimns (1) and (2) of Table 3 instead of
marginal effects, because the latter could not be estimated with respedixedtedfect specification.
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Sarantides (2012) found that, only during predetermined elections, incumbents reduce capital
expenditures and shift the composition of expenditures towards public investment. Hence, in
line with Brender and Drazen (2005), we look at the constitutionally determined election
interval, and we keep in our sample those elections that are characterized as predetermined
and are held during the expected year of the constitutionally fixed term. As can be seen in
column (3) of Table 3, excluding early elections does not affect the statsgicgiicance of
the variable capital non-election. More precisely, we observe that an increase of 1 percentage
point in capital non-election leads to an increase of about 11.9 percentage points in the
chances of re-election during predetermined elections. Although the value of the coefficient
of composition non-election in column (4) increases compare to the one reported in Table 1,
it becomes marginally insignificant. However, this result seems to be driven by the cases of
the predetermined elections where the leader does not spent the whole term ir%office.
Variable surplus loses its significance during predetermined elections. This is in direct
analogy with Brender and Drazen (2008), who also find that in predetermined elections their
result that voters punish election and pre-election year deficits in old democracies is not
robust 3

One could further argue that an endogeneity bias can arise if an incumbent certain of
winning by a large margin may not manipulate expenditure, as in the case of a close race.
However, this source of endogeneity may not be important, since on the one hand, it is not
obvious why a strategy that helps re-election will only be followed by unpopular incumbents
(see Brender (2003)), and, on the other hand, even incumbents who are certain about their re-
election will still have an incentive to increase the number of the Parliament seats for their

party (see Veiga and Veiga (2007)).

%2t is worth noting that when we keep in the sample only the cddke predetermined elections where the leader spent the
whole term in office, coefficient of the variable composition non-elecippears statistically significant whereas the
coefficients of the variables capital non-election and compositiorelemtion increase beyond the level of those depicted in
Table 1. Moreover, when we attempt to capture the long termt effepublic investment on re-election probability by
including public investment in the first year of the term in office, ourlte$udicate a positive impact of the initial public
investment on the probability of re-election. Results available upoeseq

33 An alternative approach to test for the impact of early elestinithout however addressing the endogeneity issues, is to
interact a dummy variable for early elections with the fiscal variablesrder to avoid the complications of interaction
terms innonlinear models, we follow the approach of Ai and Norton (200B)ciw encompasses not only statistical
procedures but also graphical presentations. The graphical presentdtienirdéraction term is extremely useful, because,
according to the authors, the interaction effect depends en cdlariates and it can vary widely in sign and size, making
the average value generated by their statistical procedure not reliabnininstances. Given that we have only 106
observations we can only rely on the average value of thedtiterderm. When we apply the proposed statistical procedure
to variables capital and composition, our results, available uparestdndicate a significant and negative coefficient for
the interaction term on the capital non-election variable. This impliesitlearly elections the impact of capital spending in
the non-election period on the re-election probability is lower, widcbonsistent with the interpretation of the results
presented in this section.
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Another form of endogeneity bias is that a known change in political majority may
affect public spending if the incumbent has different preferences over the level or the
composition of public spending than the opposition (see, among others, Persson and
Svensson (1989); Alesina and Tabellini (1990); and Milesi-Ferretti and Spolaore (1994)). In
our case, an incumbent with low popularity and a higher relative preference for current
expenditure than his opponent may raise this type of expenditure at the expense of capital
spending. Following Brender (2003), we attempted to minimize the possibility of an
endogeneity bias in the following ways: First, we tried to mitigate the effect of popularity on
public spending by controlling for the share of votes received in the previous elections. The
inclusion of this variable has no impact to our results and its coefficient is statistically
insignificant in every specification. Therefore, we exclude it from our specification.
Moreover, by looking at the data, we found very weak evidence suggesting that the most
unpopular incumbents adopted the largest cuts in public spending before elections in order to
improve their popularity. More specifically, in the case of single-party governments, we
found that, among the incumbents that decreased the capital to current expenditure ratio by
the largest amount, the highest percentage (55%) belonged in the middle of the distribution,
according to the share of votes they received, while 15% belonged in the upper quartile and
30% in the bottom quartile of our sampfe.

Finally, one very important issue concerns the specific dates that elections took place
during the term in office. More specifically, in our specification the term in office starts after
the year that elections took place, and finishes in the election year of the end of the term.
However, one might argue that if the election was held in January, the newly elected
government can influence next year’s expenditures, while if elections were held later in the
year, the incumbent may not had enough time to affect fiscal policy instruments. In order to
deal with this problem to the degree possible, we adjust our specification to take into account
whether elections took place in the first or in the second half of the year (see Vergne (2009)).
More specifically, if the election took place in the first half of the year, we define as election
year the year before the election. Alternatively, if the election took place in the second half of
the year, we define as election year the year of the election. For exampleléction took
place in January 1990 and the next election in December 1993, in the new specification the

term is defined as the 1990-1993 period. On the contrary, if an election took place in

34 We restrict our attention to single party incumbents since in coalitivergments, the expected difference in the
preferences between the party in power and the oppositionipdetss clear. Moreover, ranking incumbents according to
popularity is more meaningful in single party governments since the shao&esfreceived by the incumbent is in this case
better comparable between countries.
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December 1990 and the next election in January 1993, the term is defined as 1991-1992. In
columns (5) and (6) of Table 3, we estimate regressions (2) and (4) of Table 1 after re-
adjusting our sample for this new definition of term and election yeacan be seen, the
gualitative results for fiscal variables capital and revenues are in line with those depicted in

Table 1. Once again, the effect of variable surplus becomes weaker.

Table 3 here

3.4. Party vs. leader re-election

The definition of there-election variable in our baseline specification, which is broadly
consistent with the definition of Brender and Drazen (2008), is restricted in order to follow
the leader of the party in power until the election year. Although, in that wag-#iection
variable allows for a clearer relationship between the leader and his/her policies, it does not
allow for a broader relationship between the party and its policies. Hence, at this point we set
the value of thee-election variable equal to 1 if the newly elected president/prime minister is
from the same party as the predecessor, irrespective of whether his predecessor quits in the
election year for whatever reason. As expected, in some cases the values of the two key
political variables deviate. Hence, when the leader in office resigns within the year of election
variable leader re-election takes value 0, while party re-election takes value 1 if the
successor leader comes from the same party and gets re-elected. By following parties that
have been in office for at least 2 years we have 115 campaigns in which the party in power
was re-elected in 71 cases. It is worth noting that the term in office is adjusted from
appointment to termination of parties rather than of individual leaders.

In columns (7) and (8) of Table 3, results for the variables capital and composition
and revenues are in line with those depicted in Table 1. Party re-election does not seem to be
affected by the level of deficit in the non-election year although our previous results indicate
that voters punish the leader of the party for a rise in deficit in the election year. This could
reflect the fact that when the leader in office resigns within the year of election and the
successor leader comes from the same party (variable leader re-election takes value 0, while
party re-election takes value 1) voters are more lenient in judging the policy choices of the
successor leader who has been in power for only a few months. The same holds for the
variable surplus deviation which becomes insignificant in column (7), while it is statistically
significant only at the 10% level in column (8).
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3.5. Single-party incumbents

Until now, we have included in our regressions observations in which the chief executive can
be the leader of a coalition, but also of a single-party government. The final robustness check
that we apply in our basic specification is to exclude from our regressions coalition
incumbents. Although until now we include a dummy variable to control for this category of
incumbents, we perform this check for two reasons. First, because, althougheteotion
variable takes the value O in cases where the leader after the election comes frorara diffe
party, this change can simply be a routine personnel replacement in a stable coalition
government (see Alesina et al. (2012)). Second, an interesting issue concerning this literature
is that coalition governmentsicae more heterogeneous and ‘vulnerable’ than single-party
governments (see, e.g., Alesina et al. (1997)), and as a consequence, they adopt different
fiscal policies raising issues of reverse causation in our specification (see, e.g., Roubini and
Sachs (1989); Perotti and Kontopoulos (2002)). Although when we drop coalition incumbents
from our estimations we are left with only 52 observations, given the issues related to
coalition incumbents, we find essential to follow the terms of individual leaders in office only
for the cases of single-party governments.

In columns (9) and (10) of Table 3, results indicate an even stronger connection
running from the variables capital/composition non-election to re-election prospects. More
precisely we observe that an increase of 1 percentage point in capital non-election
(composition non-election) improves the probability of re-election by about 20.8 (4.2)
percentage points. Once again, the variable revenues is insignificantly related to re-election
prospects, whereas the variable surplus loses its signifi¢ance.

Concluding, the results of all robustness tests reported in Tables 2 and 3 indicate that
our basic results concerning the impact of public investment on an incumbent's re-election
chances are robust to a wide variety of different specifications performed in this section.
More specifically, all our results suggest that public investment in the non-election years is
rewarded by voters whereas its change, or its level, in the election year does not affect the re-
election probability. Moreover, in all specifications the level of revenues in the non-election
period as well as the electoral deviation of revenues does not seem to affect re-election

prospects. Finally, regarding the impact of deficits there is some very weak evidence for a

35 However, we should bear in mind that the low number of obsengatioes not allow us a safe inference. For instance,
although our results for public investment are not sensitive to thesion of specific countries, the significance of the
coefficient on surplus is particularly affected by the inclusion of Norwdlydrestimations.
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negative impact of deficits am-election prospects in the non-election years whereas there is
mixed evidence about how the change in deficit in the election period affects voting
behaviour. Nevertheless, as in Brender and Drazen (2008), we find that in all specifications

deficit creation is not rewarded by voters in developed established democracies.

4. The Voting Function
Following previous studies in this area, we have so far examined the impact of fiscal and
economic performance on the probability of re-election using binary models (see, among
others, Brender (2003); Brender and Drazen (2008); Buti et al. (2010)). Although an
important strand of the literature examines the impact of fiscal and economic performance of
the vote share received by the incumbent (see, e.g., Peltzman (1992); Chappell and Veiga
(2000); Jones et al. (2012)) we chose the binary model as our basic specification in order to
be able to compare our results to the literature closest to our paper (see Brender and Drazen
(2008)). This set up allowed us to concentrate our attention on the determinants of the
probability that the incumbent will be re-elected. Many theoretical models with office
motivated politicians assume that incumbents maximize their re-election probability rather
than their popularity (see Rogoff (1990); Shi and Svensson (2006); Katsimi and Sarantides
(2012). In the single party government framework assumed in these papers, a rise in the vote
share is equivalent to a rise in the re-election probability. However, in the case of coalition
governments, the incumbent party may manage to win a larger share of votes compared to
previous elections without being able to remain in power due to changes in the others parties’
numbers of seafS. Thus, the binary framework may disregard important information
regarding voters' behaviour because, although incumbents can lose votes from one election to
another, they can still in some cases get re-elected. The significant advantage of the voting
function is its sensitivity to changes in popular support for incumbents (see Veiga (2013)).
Hence, our final step in this study is to investigate the effect of electoral and pre-
electoral policies on the vote share of the incumbent. Our dependent variable is the ratio of
the number of votes obtained by the incumbent party (or parties in case of coalition
incumbents) to the total number of valid votes in the current election. Alternatively, though,

we follow only the vote share received by the party of the chief executive in poiliee.

%% In our sample, we have 13 cases where the party of the ckimftive getsilarger share of votes, whereas the popularity
of the other parties that comprise the coalition government ntbeespposite direction. However, in only 3 of these cases
(Ireland 1987 and Sweden 1982, 1983) the chief executive wasedp

7 For the second definition of the dependent variable we haveliservationsgess than for the first definition, because in
France the UDR, which was the main incumbent party after the eleatid®73, was dissolved in 1976 and did not
participate in the election of 1978. Moreover, in Portugal weagfollow the vote share of the main incumbent party in the
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homogeneity of the latter definition can reflect a clearer relationship between fiscal and
economic performance with the vote share. Additionally to the control variables we used in
the previous specifications, we follow common studies, and we include the vote share
obtained by the incumbent party (or parties in case of coalition incumbents) in the previous
election.

A drawback of this specification is that the vote share variable is bounded between 0
and 1 and therefore it does not satisfy the classic assumptions of the linear regression model.
If we simply use a linear estimation method, the estimated vote shares are not constrained to
lie within this interval. However, a simple logistic transformation of the dependent solves this
problem, making the dependent variable range from negative infinity to positive infinity,
eliminating predictions outside the allowable range (see, e.g., Veiga (2013)). Therefore, we
estimate the following equation:

rote share

og (LR )y
°8 1 - vote share Bte

(1)

In order to apply this transformation in our estimated equation, we choose to employ two
econometric models. First, we consider the fractional logit estimator, as proposed by Papke
and Wooldridge (2008). This is a quasi-maximum likelihood method that yields consistent
estimates when the dependent variable is bounded between 0 and 1. Second, we use the
logistic transformation of the dependent variable in the Ordinary Least Squares estimator
including country fixed effects so that to control for factors that remain constant over time.

Estimation results for equation (1) are shown in Table 4. It is worth noting that when
we estimate the vote function for the main incumbent party, our results indicate a stronger
effect of fiscal and economic performance on the vote share (see the right hand side of Table
4). Indeed, as expected, voters seem to consider the main incumbent party as more
responsible for economic policies and react to its decisions more consistently.

For our main variables of interest, capital and composition results are in line with
those depicted in the binary specification of the previous section. More specifically, variables
capital deviation and composition deviation are insignificantly related to the vote share in all
estimations. For the variable capital non-election, especially when related to the main

incumbent party, we get a robust positive effect. In columns (5) and (7), the results indicate

election of 1983 because the Social Democratic Party contested toigethe election of 1980 with the Democratic and
Social Centre and the People's Monarchist Party.
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that an increase in capital non-election increases the vote share of the main incumbent party
in the pooled and the fixed effect estimation by 1.1 and 1.6 percentage points, respectively.
Hence, as expected, average pre-electoral public investment expenditures enhance the
popularity of the main incumbent party in the next elections. For the variable composition
non-election we get some weak evidence that it is positively related to the vote share of the

incumbent.

Table 4 here

Regarding the impact of the remaining fiscal variables on the vote share of the
incumbent, revenues are insignificantly related to the dependent variable in all but one
estimation in Table 4. These results are consistent with our previous findings using the binary
model, where government revenues did not display any relation to the probability of re-
election. Moreover, the coefficient of surplus deviation and surplus non-election is
statistically insignificant in columns (1)-(4). On the contrary, when the dependent variable is
the vote share of the incumbent party, surplus deviation has a statistically significant effect
on the vote share in most cases [see columns (5), (6) and (7)]. More specifically, an increase
of one percentage point in the deviation of the budget deficit from the average of the previous
years of the term, reduces the vote share of the main incumbent part between 0.36 and 0.48
percentage points.

Regarding the set of control variables included in our specifications, we observe that
the coefficient for the variable vote shares positive and statistically significant, indicating
that governments that received a higher percentage of votes in the previous election, tend to
perform better in the subsequent elections (see, among others, Veiga (2013)). With respect to
the macroeconomic conditions, although in our previous results the inflation rate was the
most important determinant of the probability of re-election, in the voting function this holds
for the growth rate of output. Moreover, when we include fixed effects in the estimations, the
growth rate of output has a larger effect where we follow the number of votes obtained by the
incumbent party (or parties in case of coalition incumbents) in comparison to the
specification where we follow only the vote share of the main incumbent party. More
specifically, as can be seen in columns (3)-(4) of Table 4, an increase of one perngeintage
in the average growth rate of output during the term in office enhances the popularity of
government parties in the next elections by around 1.8 percentage points. The same variable
in columns (7)-(8) of Table 4 increases the popularity of the main incumbent party by around
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1.2 percentage points. Regarding the inflation rate and the unemployment rate during the
term in office, both variables are statistically significant and have the expected signs when
related to the vote share of the main incumbent party in columA®)5However, when we
include fixed effects in the estimations in columns (7) and (8) their statistical significance
disappears.

As far as the variable new democracy is concerned, our results contradict the positive
impact of 'young' democracy on the re-election chances of the incumbent suggested by the
estimation of our binary model in Tables 1 and 2. A possible explanation is that the
incumbent parties in ‘new democracies’ are less established, in comparison to the parties in
old democracies, leading to narrower support bases among the electorate. Moving to the
variables that capture the ideological orientation/fragmentation of the incumbent, the results
do not indicate any robust effect on the vote share of the incumbent. On the contrary, the
variable coalition is statistically significant and has a positive sign when related to the vote
share of the government party (parties) in columns (1)-(2), though this result disappears when
we include fixed effects in the estimations in columns (3)-(4). Nonetheless, when we follow
the main incumbent party, results in columns (7)-(8) indicate that its popularity tends to erode
in the subsequent elections when it is part of a coalition government. Finally, consistent with
our findings in the binary model, we find that the efforts of the European countries in the pre-
EMU era to comply with the Maastricht criteria were detrimental to the popularity of the

government party (parties) in power.

5. Conclusions
This paper investigates whether electoral manipulation of the level and the composition of
fiscal policy could affect re-election prospects. We find evidence that in developed countries
that are established democracies, re-election prospects of the incumbent improve with the
level of capital spending in the non-election years. On the conteanyse in public
investment in the election year does not have significant effects on voting behaviour or re-
election prospects. These results remain valid if we exclude endogenous elections, if we
allow for different definitions of the election year and if we include only single party
incumbents. Moreover, they hold for leader re-election as well as party re-election, and are
found when estimating both a binary model as well as a voting function.

Voters preferences for capital spending in the years preceding elections in contrast to
their indifference about public investment in the election year seems consistent with
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Rogoff’s (1990) assumption of low visibility of capital spending (e.g., infrastructure) around
elections. Capital expenditures are mostly lorgz projects that will increase voters’ utility

upon completion. Capital spending during the non-election years allows for a sufficient
period in order for this spending to be observed by voters. This may not hold for public
investment in the election year. Our results may reflect this timing characteristic of the
visibility of capital spending.

Katsimi and Sarantides (2012) find evidence suggesting that in developed, established
democracies public investment falls in the election period. They argue that in the framework
of a moral hazard-based political budget cycle model with rational expectations and
information asymmetries between voters and policymakers (see, e.g., Persson and Tabellini
(2000); Shi and Svensson (20p@&)e incumbent has an incentive to shift away from less
‘visible’ capital expenditure towards more ‘visible’ fiscal items in order to signal his
competence to the electorate. Voters cannot be fooled and they fully expect this behaviour.
Our results imply that this type of electoral manipulation will not be punished by voters.

Regarding the political cost of deficit, we obtain similar results to Brender and Drazen
(2008) and Alesina et al. (2012) that voters in developed countries do not reward deficit
creation. This is consistent with the empirical studies that find no evidence of deficit cycles in
these countries (see Katsimi and Sarantides (2012) and Brender and Drazen (2013)). In fact,
our results suggest that a ‘fiscal irresponsible’ behaviour of governments in deavelope
established democracies leading to budget cycles, would not improve their vote share or their
re-election prospects. More than that, we find that in some cases decreasing deficits could be
an efficient re-election strategy.

Finally, we find that, in line with existing literature, voters dislike inflation whereas
there is some rather weak evidence for unemployment aversion. A high illiteracy rate seems
to favour the incumbent under all specifications. A possible explanation is that the low level
of voters' education may restrict the sources of information they use to those that can be
influenced by the inaubent. The impact of a “young’ democracy on the re-election chances
of the incumbent is not clear since our results from the estimation of the binary model
contradict those obtained by estimating a voting function. In the first period after the
transition to a democratic regime, the less-developed democratic structure may imply a lower
level of political competition that favours the incumbent but at the same time the incumbent
parties may be less established, in comparison to the parties in old democracies, leading to

narrower support bases among the electorate.
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We also find a decrease in the popularity of governments in the period before the
adoption of the Euro, which is reflected both in a fall in the re-election probability and in the
vote share. Moreover, although government turnover seems to be the same for left, right or
centre governments, ideological fragmented governments seem to face lower re-election
chances.

The main implication of our paper is that in developed, established democracies
increasing revenue in order to finance public investment and a high capital/current
expenditure ratio in the non-election years can increase the incumbent's vote share and
improve the probability of re-election. In contrast, voters do not seem to reward capital
spending in the election years when deficit decreasing policies may be more efficient in

gaining re-election.
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Appendix A. Data sour ces and descriptive statistics

Variable Obs. Mean Std.dev. Min M ax Sour ce

leader re-election 106 0.547 0.500 0 1 “World Statesmen”
encyclopedia, (WSe)"Inter-
Parliamentary Union(IPU)"
database

party re-election 115 0.617 0.488 0 1 WSe and IPU

votes share 105 0.447 0.085 0.160 0.711 IPU

vote share (main party) 104 0.359 0.091 0.160 0.588 IPU

capital 106 2.608 1.389 0.320 6.744  Global Development Network
Growth Database (GDNGD)

capital term (L) 106 2.673 1.345 0.416 6.734 GDNGD

capital deviation (L) 106 -0.093 0.371 -1.266 0.985 GDNGD

capital non-election (L) 100 2.707 1.383 0.430 6.987 GDNGD

capital deviation (L adjusted) 100 -0.103 0.432 -1.129 1.344 GDNGD

capital non-election (L adjusted) 100 2.707 1.383 0.430 6.987 GDNGD

capital deviation (P) 115 -0.068 0.386 -1.266 0.985 GDNGD

capital non-election (P) 115 2.690 1.333 0.416 6.734 GDNGD

composition 106 7.872 4.398 1.300 25.300 GDNGD

composition term (L) 106 8.183 4.374 1.800 25.900 GDNGD

composition deviation (L) 106 -0.442 1.022 -3.400 3.400 GDNGD

composition non-election (L) 106 8.316 4.397 1.700 26.300 GDNGD

composition deviation (L adjusted) 100 -0.513 1.238 -4.700 3.400 GDNGD

composition non-election (L adjusted) 100 8.374 4.499 1.700 26.300 GDNGD

composition deviation (P) 115 -0.451 1.047 -3.400 3.400 GDNGD

composition non-election (P) 115 8.729 4,947 1.700 26.500 GDNGD

surplus 106 -4.144 4.365 -21.317 5.308 GDNGD

surplusterm (L) 106 -4.122 3.929 -14.565 4.874 GDNGD

surplus deviation (L) 106 -0.058 2.491 -9.002 6.390 GDNGD

surplus non-election (L) 106 -4.086 3.972 -12.935 5.403 GDNGD

surplus deviation (L adjusted) 100 0.028 2.701 -9.127 6.390 GDNGD

surplus non-election (L adjusted) 100 0.028 2.701 -9.127 6.390 GDNGD

surplus deviation (P) 115 -0.182 2.566 -9.002 6.390 GDNGD

surplus non-election (P) 115 -4.042 3.844 -12.935 5.403 GDNGD

revenues 106 33.051 8.913 9.633 51.004 GDNGD

revenuesterm (L) 106 33.018 8.875 10.249 51520 GDNGD

revenues deviation (L) 106 0.038 1.730 -8.483 5.144 GDNGD

revenues non-election (L) 106 33.014 8.923 10.557 51.692 GDNGD

revenues deviation (L adjusted) 100 0.162 2.022 -11.079 5.144 GDNGD

revenues non-election (L adjusted) 100 33.035 8.969 10.557 52.016 GDNGD

revenues deviation (P) 115 0.104 1.705 -8.483 5.144 GDNGD

revenues non-election (P) 115 32.462 9.306 9.799 51.692 GDNGD

growth 106 2.989 2.472 -6.244 11.680  World Bank Development
indicators (WDI)

growth term (L) 106 2.683 1.556 -1.019 8.832  WDI

growth term (P) 115 2.800 1.549 -1.019 8.832  WDI

inflation 106 6.613 5.185 -0.136 25.106 WbDI

inflation term (L) 106 7.246 5.146 0.284 24.318 WDI
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inflation term (P)

unemployment
unemployment term (L)
unemployment term (P)

new democracy (L)
new democracy (P)
illiteracy

illiteracy term (L)
illiteracy term (P)
left (L)

left (P)

centre(L)

centre (P)
fragmentation (L)
fragmentation (P)
fragmentation (L)
fragmentation (P)
coalition (L)
coalition (P)

EU (L)

EU (P)

115
106

106

115

106
115
106
106
115
106

115
106
115
106
115
106
115
106
115
106
115

7.285
7.603

7.379

6.584

0.075
0.087
4.398
4.472
4.556
0.302

0.304
0.321
0.322
0.113
0.096
0.321
0.322
0.500
0.470
0.142
0.139

5.178
4.326

4.242

3.778

0.265
0.283
6.260
6.399
6.629
0.461

0.462
0.469
0.469
0.318
0.295
0.469
0.469
0.502
0.501
0.350
0.348

0.373
0.670

0.479

0.502

0.100
0.100
0.100

O O O O © o o o o o

0

24.318
22.776

23.095

18.455

34.300
34.300
34.300

R T e T T = T = W = S SN

1

WDI

OECD Labour Force
Statistics

OECD Labour Force
Statistics

OECD Labour Force
Statistics

Polity IV project

Polity IV project

Barro and Lee (2010)
Barro and Lee (2010)
Barro and Lee (2010)

Armingeon, K., et. al. (2008).
Comparative Political Data Sef
I (CPD 1)

CPD I

CPDI
CPD I
CPD I
CPDI
CPD I
CPD I
CPDI
CPD I
Wikipedia
Wikipedia

Notes: L refers to leader’s term in office, L adjustedrefers to the adjusted definition we apply in section 3.2. to follow leader’s term in office, and P
refers to the adjusted definition we apply in section 3.4 to follow a party’s term in office.
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Appendix B. Pairwise correlation Matrix

N=106 capital capital capital composition composition composition surplus surplus surplus non- revenues revenues revenues growth inflation unemployment coalition new illiteracy left centre fragmentation EU
term deviation non- term deviation non-election | term deviation election term deviation non-election term term term democracy | term

— — election

capital deviation 0.10 1.00

capital non-election 1.00 0.02 1.00

composition term 0.77 0.16 0.77 1.00

composition deviation 0.03 0.79 -0.04 -0.04 1.00

composition non-election 0.77 0.11 0.76 1.00 -0.11 1.00

surplus term -0.33 -0.08 -0.32 -0.14 -0.07 -0.13 1.00

surplus deviation -0.13 -0.22 -0.11 -0.16 0.11 -0.17 0.04 1.00

surplus non-election -0.30 -0.04 -0.30 -0.11 -0.09 -0.10 0.98 -0.15 1.00

revenues term 0.33 -0.12 0.34 -0.20 0.03 -0.20 0.01 0.07 0.00 1.00

revenues deviation 0.04 0.25 0.02 0.10 0.02 0.10 -0.01 0.35 -0.07 -0.04 1.00

revenues non-election 0.32 -0.14 0.33 -0.21 0.03 -0.21 0.01 0.05 0.01 1.00 -0.10 1.00

growth term 0.03 -0.15 0.05 0.14 -0.04 0.14 0.26 0.33 0.18 -0.11 0.11 -0.11 1.00

inflation term 0.35 0.29 0.32 0.44 0.06 0.44 -0.39 -0.25 -0.33 -0.22 0.17 -0.23 -0.17 1.00

unemployment term -0.10 -0.07 -0.10 -0.25 0.05 -0.25 -0.33 0.17 -0.36 -0.01 -0.12 -0.01 -0.02 -0.18 1.00

coalition 0.16 -0.11 0.16 0.00 -0.07 0.01 0.04 0.07 0.03 0.37 0.08 0.36 0.01 -0.22 -0.10 1.00

new democracy 0.39 0.15 0.38 0.36 0.02 0.36 -0.32 -0.17 -0.27 -0.08 -0.01 -0.08 -0.09 0.50 0.18 -0.21 1.00

illiteracy term 0.32 0.10 0.32 0.28 0.02 0.28 -0.28 -0.03 -0.27 -0.06 0.15 -0.06 -0.04 0.37 0.43 -0.22 0.69 1.00

left -0.07 0.02 -0.07 -0.04 0.00 -0.04 0.08 -0.04 0.09 0.00 0.00 0.00 -0.06 0.03 -0.02 -0.45 0.12 0.09 1.00

centre 0.13 -0.08 0.13 -0.03 -0.04 -0.03 -0.14 0.13 -0.16 0.18 0.00 0.18 0.04 -0.16 0.03 0.40 -0.12 -0.06 -0.45 1.00

fragmentation -0.01 -0.06 -0.01 -0.09 -0.11 -0.08 0.05 -0.19 0.09 0.20 0.00 0.20 -0.07 0.06 -0.03 0.30 0.01 -0.02 -0.23 -0.25 1.00

EU 0.03 -0.04 0.03 -0.03 0.11 -0.04 -0.05 0.25 -0.10 0.10 -0.06 0.10 -0.04 -0.24 031 0.08 -0.12 0.16 0.03 0.01 0.03 1.00
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Table 1. The effect of public investment and other deter minants on the probability of re-election

) @) ©) (4)
fiscal variable: capital capital composition composition
growth term 0.050 0.001 0.052 0.012

(0.050) (0.064) (0.050) (0.061)
inflation term -0.058*** -0.059*** -0.060*** -0.063***
(0.021) (0.021) (0.022) (0.022)
unemployment term -0.009 -0.007 -0.009 -0.007
(0.024) (0.026) (0.024) (0.027)
new democr acy (0/1) 0.291* 0.304 0.324** 0.364**
(0.148) (0.191) (0.140) (0.162)
illiteracy term 0.020* 0.019 0.020* 0.021
(0.012) (0.015) (0.012) (0.015)
left (0/1) 0.068 0.098 0.059 0.087
(0.141) (0.153) (0.142) (0.153)
centre (0/1) -0.200 -0.177 -0.196 -0.182
(0.136) (0.136) (0.137) (0.136)
fragmentation (0/1) -0.487*** -0.439%** -0.486*** -0.434%*
(0.094) (0.122) (0.092) (0.112)
coalition (0/1) -0.027 -0.076 -0.035 -0.080
(0.174) (0.182) (0.177) (0.188)
EU (0/1) -0.385%** -0.486*** -0.389%** -0.484**
(0.147) (0.123) (0.147) (0.118)
fiscal variable term! 0.076 - 0.019 -
(0.051) (0.016)
surplusterm 0.026* - 0.021 -
(0.016) (0.016)
revenuesterm 0.001 - 0.007 -
(0.007) (0.006)
fiscal variable deviation? - -0.151 - -0.045
(0.271) (0.082)
fiscal variable non-election® - 0.138**+* - 0.030*
(0.055) (0.017)
sur plus deviation - 0.077* - 0.075**
(0.045) (0.037)
surplus non-election - 0.039** - 0.026
(0.018) (0.018)
revenues deviation - -0.001 - -0.003
(0.047) (0.037)
revenues non-election - -0.003 - 0.008
(0.006) (0.006)
N 106 106 106 106
pseudo R 0.253 0.294 0.251 0.286
Log likelihood -54.524 -51.515 -54.699 -52.116
L-R test (p-value) 0.31 0.41 0.28 0.32
Corrected predications (%) 73.58 78.30 74.53 78.30

Notes: Logit estimate coefficients for continuous variable are matgrobability effects computed at sample me&os dummy variables,
indicated by (0/1), the marginal effect shows the chamgiee dependent variable when the value of therdy variable changes from 0 to
1. In parentheses we report standard errors that bustréo both heteroskedasticity and possible autoetioel within countries. ***
denotes significance at the 1% level, ** denotes sigmiiesat 5% level and * denotes significance at 10% level.

fiscal variable term: the average of the fiscal variable (% of GDP) dyiir leader’s current term in office (excluding the election year
of previous elections, but including the election ya&fazurrent elections).

2 fiscal variable deviation: the change in the fiscal variable (% of GDP) in theetbn year relative to the average of the previgess of
the term (excluding the election year of previous edes.

3fiscal variable non-election: the average of the fiscal variable (% of GRRjing the leader’s term in office preceding the election year
(excluding the election year of previous elections).
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Table 2. Election year effects on the probability of re-election

1) 2
growth 0.023 0.025
(0.022) (0.022)
inflation -0.044** -0.044**
(0.020) (0.020)
unemployment -0.006 -0.006
(0.019) (0.019)
new democracy (0/1) 0.289** 0.323*
(0.136) (0.139)
illiteracy 0.020* 0.021
(0.012) (0.014)
left (0/1) 0.128 0.122
(0.122) (0.120)
centre (0/1) -0.139 -0.135
(0.149) (0.152)
fragmentation (0/1) -0.491 %+ -0.491 %+
(0.109) (0.102)
coalition (0/1) -0.003 -0.005
(0.191) (0.194)
EU (0/1) -0.409*** -0.409***
(0.149) (0.151)
capital 0.073 -
(0.060)
composition - 0.016
(0.017)
surplus 0.047*** 0.041**+*
(0.014) (0.012)
revenues 0.003 0.008
(0.006) (0.006)
N 106 106
pseudo R 0.255 0.251
Log likelihood -54.363 -54.648
L-R test (p-value) 0.28 0.26
Corrected predications (%) 77.36 77.36

Notes: All variables are measured as the value in the lamt gBthe term, the election year. Logit estimate coieffits for continuous
variable are marginal probability effects computed at $sammgan. For dummy variables, indicated by (0/1), the imalrgffect shows the
change in the dependent variable when the valtleeoflummy variable changes from 0 to 1. In parenthese®port standard errors that
are robust to both heteroskedasticity and possiblecawsation within countries. *** denotes significanet 1% level, ** denotes

significance at 5% level and * denotes significanceDét level.
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Table 3. The effect of public investment and other deter minantson the probability of re-election: Robustness checks

@) @ ©) 4 ®) (6) @) (©) 9) (10)
fiscal variable: capital composition Capital Composition capital composition capital composition capital composition
Fixed effects Predetermined election Adjusted specification Party re-election Single party incumbents
fiscal variable deviation® 0.700 0.301 0.168 0.033 -0.074 -0.029 0.067 -0.001 -0.108 0.011
(1.528) (0.743) (0.244) (0.087) (0.228) (0.065) (0.260) (0.073) (0.321) (0.086)
fiscal variable non-election” | 2,147 % 0.603* 0.119* 0.037 0.124** 0.027* 0.117** 0.036** 0.208** 0.042**
(0.772) (0.370) (0.074) (0.025) (0.057) (0.016) (0.050) (0.015) (0.085) (0.017)
surplus deviation 0.630** 0.486* 0.018 0.012 0.059 0.056* 0.055 0.048* 0.023 -0.008
(0.303) (0.261) (0.040) (0.034) (0.040) (0.033) (0.038) (0.028) (0.046) (0.038)
surplus non-election 0.317*** 0.145 0.005 0.006 0.030 0.020 -0.006 -0.013 0.031 0.007
(0.116) (0.139) (0.024) (0.023) (0.018) (0.018) (0.015) (0.015) (0.024) (0.024)
revenues deviation -0.421 -0.214 -0.032 -0.014 0.015 0.014 -0.064 -0.053 0.047 0.064
(0.355) (0.321) (0.057) (0.050) (0.038) (0.029) (0.052) (0.043) (0.049) (0.040)
r evenues non-election 0.145 0.302 0.002 0.010 -0.001 0.008 -0.009 -0.000 -0.006 0.008
(0.135) (0.224) (0.009) (0.010) (0.007) (0.007) (0.007) (0.007) (0.010) (0.008)
N 98 98 62 62 100 100 115 115 52 52
pseudo R 0.493 0.500 0.297 0.292 0.276 0.270 0.305 0.307 0.271 0.249
Log likelihood -19.624 -19.348 -30.177 -30.386 -49.960 -50.369 -53.169 -53.004 -25.248 -26.012
L-R test (p-value) - - 0.99 0.99 0.48 0.41 0.20 0.21 0.99 0.99
Corrected predications (%) - - 75.81 75.81 75.00 77.00 82.61 83.48 78.85 78.85

Notes: Also included in every specification, but not repdrtgrowth term, inflation term, unemployment term, new deamyg illiteracy term, left, centre, fragmentationaliwon, EU. In columns (1) and (2) we
report logit coefficients. In columns (3) to (10) logdtimate coefficients are marginal probability effectmpated at sample means. In parentheses we report standasctieat are robust to both heteroskedasticity
and possible autocorrelation within countries. *** dirsosignificance at 1% level, ** denotes significancg&%tlevel and * denotes significance at 10% level.

! fiscal variable deviation: the change in the fiscal variable in the electiorr yekative to the average of the previous years eftéhm (excluding the election year of previous @esl). We adjust our calculations,
when necessary, in columns (5)-(6) in order to adjushftiming of elections as specified in section 3.8l iarcolumns (7)-(8) in order to follow the terms ofts as specified in section 3.4.

2fiscal variable non-glection: the average in the fiscal variahlering the leader’s term in office preceding the election year (excluding thection year of previous elections). We adjust odeudations, when
necessary, in columns (5)-(6) in order to adjust fotithing of elections as specified in section 3.3, ancbinrans (7)-(8) in order to follow the terms of parties a#jed in section 3.4.
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Table 4. The effect of public investment and other deter minants on the vote shar e of the incumbent

Vote share of party (parties) in government

Vote share of the main government party

(1) (2) (3) (4) (5) (6) (7) (8)
fiscal variable: capital composition capital composition capital composition capital composition
vote share.; 0.542%* 0.547*** 0.361*** 0.360%** 0.511%** 0.529%** 0.328 0.340*

(0.081) (0.083) (0.115) (0.114) (0.108) (0.107) (0.204) (0.196)
growth term 0.662 0.689 1.808*** 1.796*** 0.695* 0.736* 1.192* 1.108*
(0.475) (0.469) (0.537) (0.532) (0.415) (0.426) (0.574) (0.552)
inflation term -0.187 -0.190 0.357** 0.366** -0.227* -0.218* 0.020 0.022
(0.140) (0.138) (0.169) (0.184) (0.118) (0.119) (0.158) (0.156)
unemployment term -0.264 -0.247 0.337 0.321 -0.313*** -0.302** 0.059 0.003
(0.174) (0.185) (0.253) (0.253) (0.108) (0.122) (0.284) (0.283)
new democracy (0/1) -0.066*** -0.063*** -0.080** -0.079** -0.081*** -0.077** -0.090** -0.081*
(0.022) (0.022) (0.036) (0.033) (0.018) (0.021) (0.043) (0.044)
illiteracy term 0.274* 0.276** 0.262 0.255 0.349%** 0.353*** 0.364 0.314
(0.119) (0.121) (0.366) (0.334) (0.085) (0.085) (0.371) (0.365)
left (0/1) 0.027* 0.026* 0.011 0.010 0.029* 0.028* 0.028 0.027
(0.015) (0.015) (0.025) (0.026) (0.016) (0.017) (0.025) (0.024)
centre (0/1) 0.018* 0.019* 0.006 0.006 -0.012 -0.010 -0.008 -0.007
(0.011) (0.011) (0.028) (0.029) (0.014) (0.014) (0.035) (0.037)
fragmentation (0/1) 0.024* 0.023 0.032 0.031 -0.022 -0.022 -0.014 -0.015
(0.014) (0.014) (0.030) (0.029) (0.028) (0.029) (0.050) (0.049)
coalition (0/1) 0.034** 0.032** 0.029 0.027 -0.018 -0.018 -0.038* -0.041**
(0.015) (0.015) (0.021) (0.022) (0.013) (0.013) (0.019) (0.0180
EU (0/1) -0.048** -0.048** -0.045* -0.047* -0.050*** -0.049%** -0.041* -0.046*
(0.020) (0.020) (0.025) (0.025) (0.019) (0.019) (0.024) (0.024)
fiscal variable deviation* 0.593 0.151 -0.548 -0.327 1.291 0.446 2.162 0.468
(1.071) (0.394) (1.713) (0.720) (1.029) (0.388) (1.708) (0.706)
fiscal variable non-election? 1.163** 0.303* 0.201 -0.134 1.123%** 0.258* 1.608** 0.069
(0.465) (0.161) (0.940) (0.340) (0.432) (0.143) (0.732) (0.311)
surplus deviation 0.117 0.059 0.116 0.152 0.470** 0.356* 0.477* 0.352
(0.187) (0.190) (0.297) (0.305) (0.194) (0.203) (0.267) (0.291)
surplus non-election -0.087 -0.158 -0.034 -0.015 -0.220 -0.286** -0.034 -0.079
(0.169) (0.163) (0.2380 (0.252) (0.144) (0.140) (0.280) (0.273)
revenues deviation -0.078 -0.030 0.219 0.234 -0.358 -0.256 -0.241 0.047
(0.357) (0.315) (0.527) (0.468) (0.231) (0.224) (0.374) (0.290)
revenues non-election -0.077 0.015 0.235 0.214 -0.163** -0.075 -0.177 -0.119
(0.064) (0.075) (0.213) (0.166) (0.076) (0.088) (0.201) (0.199)
N 106 106 106 106 104 104 104 104
R - - 0.417 0.418 - - 0.563 0.552

Notes: Fractional logit estimator implemented through Bernoulli Quasi-Manr Likelihood estimation in columns (1)-(2) and (5)-(6). Logidtiansformation
of the dependent variable and including country Fixed Effects in col(@{d) and (7)-(8). Estimated coefficients for continuous variatdemarginal effects
computed at sample mean. For dummy variables, indicated by {@éljnarginal effect shows the change in the dependent \asdign the value of the
dummy variable changes from 0 to 1. In parenthesis we repodastharrors that are robust to heteroskedasticity and within countryatiome*** denotes
significance at 1% level, ** denotes significance at 5% level agehbtes significance at 10% level.
! fiscal variable deviation: the change in the fiscal variable in the election yeativeldo the average of the previous years of the termigding the election

year of previous elections).

2fiscal variable non-election: the average in the fiscal variable during the leader’s term in the office preceding the election year (excluding the elegtéar of

previous elections).
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