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THE POLITICAL-BUDGET CYCLE IN
COUNTRIES OF THE EUROPEAN UNION

Jitka Dolezalové&

Introduction

Financial crisis started in the United States i@ fummer of 2007. It expanded into
global economic crisis and compelled the governn@nEuropean countries to set
safety measures in the form of fiscal packagesy Tiael only one task: to stimulate an
aggregate demand and prevent economies from steefinel However, fiscal
expansion worsened fiscal balances of the countfieere were large double figure
budget deficits in some countries. The EU goverrts@rere not able to adhere to the
Maastricht criteria — compulsory for countries béteuro area and voluntary for the
others. They put their fiscal discipline asidehat moment of impending recession.

When financial crisis disappeared and economies w&king up, the governments
started to tackle the problem of increasing budigdicits and public debts. Generally,
people worried about their future because of theathof state bankruptcy in some
European countries (as it happened in Iceland 08R0The governments got political

capital into their hands. It was a short period mheters were willing to support

government in painful fiscal reforms, accepting ésvincomes and decrease of their
well-being because they believed in long-term ectingrowth. The governments had
a special opportunity to deal with actual and fetwtructural problems of budget
deficits (e.g. ageing of population, generositysotial system, high expenditures in
health and in education or bureaucracy).

This time of government protection can be very shate have already noticed many
strikes and upheavals in the response to firsalfiseforms in the European countries.
And we can suppose that the acceptance of reforitisgw down in time. Will
government retain their reformatory efforts? WHey make only temporary safety
measures or real budget reforms which improve g¥eess of public sector?

According to economic theories, politicians maxientheir utility by clinging to power.
Therefore governments usually make unpopular fisefrms at the beginning of the
electoral period. They do not want to threaten rtlieelection. Politicians rely on
shortsighted voters who are interested in actuahisvmore than in events two or three
years ago. Politicians can thus behave in an oppistic way. They can consider four-
year election period too short to make essensahbfireforms. They can postpone them
so that they would not be accountable to voters tiemm. On the other hand,
forthcoming elections can motivate them to makeutisppolitics.

If the governments of European countries are ssrahout their reform effort will we
be able to find out through an analysis of the tjali-budget cycle. It explores a
behavior of politicians in the last election pesoahd reveals their tendency to pursue
short-time election targets. The political-budggtle is a repeated abuse of fiscal
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policy by government in order to be reelected. dtws in the form of lower tax
revenues, higher public expenditures or larger budgficits.

The fiscal expansion before election moves econauty of balance in short time.

Growth in aggregate demand increases output of eonoey (or decreases

unemployment) and price level. If self-regulatioeahanism works well, output of an
economy will return on its initial level after sortime. The fiscal expansion has no real
effect on economy.

The repeated political-budget cycles give riseatge budget deficits. After that public

debt increases. The government pays off its pulidibt by government bonds with

different date of maturity. The government bonds affered to domestic and foreign

economic subjects. The large number of governmentl® can increase interest rates.
Economic subjects are attracted to higher interatsts of government bonds. If they
buy them, they are able to have only a little gsivate investments in their portfolios.

The lower level of private investments hampersieéigical progress. It has a negative
impact on productivity and competitiveness of ecagpoThe political-budget cycle can

create an undesirable crowding-out effect.

The first theoretic studies about the political-getdcycle were published by Rogoff,
Sibert (1988) and Rogoff (1990). They finished arty-year long period in which
economists had empirically verified the politicaleaomic cycle. The political-
economic cycle described a relationship betweenddaorental macroeconomic
aggregates — inflation, unemployment and economoevtlh — and behavior of voters.
This relationship was explained through the Plsligurve and changes in the monetary
policy. Rogoff, Sibert (1988) replaced the Keynadrillips curve by neoclassic utility
function of voter and politician. They reacted avotimportant events. They accepted
the theory of rational expectation which deniedeal reffect of monetary policy in
economy. And they took into account an increasingimer of independent central
banks. The governments lost their power in certaks or influenced them in an
indirect way. The fiscal policy has become dominarstrument of manipulation of
fiscal policy by governments (Drazen, 2000).

The research of the political-budget cycle is mdrtynamic area of macroeconomics
called political economics. We can find a lot ofdnetical and empirical studies about
the political-budget cycle. They are often basedlifierent institutional presumptions.
Shi, Svensson (2006) present evidence about thgcpbbudget cycle in developing
countries. Persson, Roland, Tabellini (2003) finkds political-budget cycle in the
parliamentary democracies and countries with pribqoal voting rules. Alt, Lassen
(2003) pays attention to fiscal transparency aneirtimesults suggest that lower
transparency is associated with larger budget itefin time of election. Brender,
Drazen (2004) identify the political-budget cyateriew democracies. Their voters have
not got enough experience with pre-election mauwitiah of fiscal policy. Rose (2006)
argues that politicians will have limited abilitp tmanipulate fiscal policy if the
Balanced Budget Act is adopted. Mink, de Haan (2@@3onahue, Warin (2006) are
interested in the relationship between the Maddtrititeria and the political-budget
cycle. The latest studies analyze electoral maatmn via pork-barrel spending.

According to previous research, our objective isetopirically verify the political-
budget cycle in eight member countries of the EeampUnion in 1988-2008. In this
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way, we indirectly analyze the potential of thesardries to deal with increasing public
debts which were augmented by global economicscrie selection of the European
Union countries depend on three characteristiceafocracy — shared power, openness
and adaptability (Halperin, Siegle, Weinstein, 200%he openness of democracy
becomes the most essential characteristic in oelatio effective behavior of
governments. The freedom of expression and minimgizif corruption are typical
criteria of openness. These criteria are observdbeainternational level by Freedom
House (The Freedom of the Press Index) and Trasspar International (The
Corruption Perception Index). They compile the kestgand the most consistent time
series of ranked countries. According to rankingle countries, we choose from all
member countries of the European Union the follgwifinland, the Netherlands,
Austria, Estonia, Poland, the Czech Republic, Raanamd Greece. These countries
differ in their economic conditions and advancenwdrgolitical system, too.

We determine the basic period of time 1988-2008s Time period is long enough for
analyzing of the political-budget cycle and inclad&l observations. We can identify
the political-budget cycle at least for five regufsarliamentary elections. We retain
extent of time period only in the case of Austiie modify the period of time
according to availability of data in the internai@d databases. The time periods of post-
communistic countries start in 1995. There were argnt political and economic
changes in Estonia, Poland, the Czech Republic Rothania which prevented
governments from electoral manipulation. We alsolede the year of 2009 from our
analysis because governments performance wereyhiteb global economic crisis in
this year.

We estimate the model of the political-budget cyoleeach country separately. We try
to avoid bias which results from using panel datae models will also use different
explanatory variables. The statistical significanfexplanatory variables will indicate
its impact on the size of structural deficit. Wéireate the model of the political-budget
cycle by Ordinary Least Squares Method (OLS).

We explain the assumptions of model in the firgpthr. The second chapter describes
the estimated model of the political-budget cyckhe-general formula of the model, all
variables and data resources. The third chaptdaitmnthe results of estimated models
of EU countries. We summarize our findings in tbaausion.

1. Openness of democracy

At the beginning, we set up basic assumptions ofesearch. These assumptions have
an institutional form and represent the essentiatacteristics of democracy. The better
the countries fulfill characteristics of democratlye more effective their governments’
performance is and the lesser is motivation of tipidins to make electoral
manipulation. The control mechanisms of democraoykwvell so that they discourage
politicians from fiscal manipulation. Politiciansiéw that voters do not accept such
behavior and punish it in the following electiorur approach removes ideological
differences between political parties. It does nwdtter if left-wing or right-wing
political party is in power. We are interested iawheffective the performance of
governments is.
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Halperin, Siegle, Weinstein (2005) distinguish #reharacteristics of democracy -
shared power, openness, adaptability. Shared p@wver part of formal legislative

(especially the Constitution) and describes a sejoer of legislative, executive and
judicial power. Executive should not hold all power their hands and obstruct
legislative in making laws or judicature in cheakinules. People respect law in
standard democracies and this is also the caserafantries. The best values of Polity
IV Project confirm this fact. Polity IV Project exdénes behavior and relationship
between subjects of state power (Marshall, Jag@éx0)).

The second characteristic of democracy — adaptabiliis associated with political
stability of countries. The necessary conditiomdéptability is an acceptance of voters’
desire which results in alternation of politicalrtxss in power. The power of political
parties is defined by the size of their membershile more members a political party
has, the more stable is its position in the paystesn. The government strength is also
important in the countries with proportional votingles. Difference in ideology or not
enough seats in parliament increase the threabeérgment fall and a necessity to
announce preliminary elections. If governments roftehange in power, their
performance is hampered and reforms are made niftioeild

The level of political stability varied between dduropean Union member countries.
The indicator of political stability was publishéu the survey of Governance Matters
VIII of the World Bank. Finland had the best paél stability in our sample of
countries. Austria was considered to be a good plamf country with a stable
political system at the end of the 1980s. But the strongest Austrian political parties
suffered from decrease of membership since 1998 gbvernment coalitions were not
ideologically consistent and were thus weak. Theas also big problem with stability
of Dutch governments at the turn of the millennidrhe indicator of political stability
was lower in remaining countries. Romania had @ lay ahead. The party system of
Romania was very weak. The political parties weanterconnected with business
interest groups and did not have the confidenomtars. Therefore, voters did not want
to be members of political parties. Political ifslidy was typical for countries with
developing political system as we suppose. Howepelitical stability was related to
the last characteristics of democracy — openness.

Table 1: Governance Matters - Political Stability hdicator (1996-2008)

Countries 1996/ 199 2000 2002 20p3 24o4 2p05 200607 202008

Finland 130 | 1.32| 146] 164 166 160 1.5 147 1}43 136
Netherlands | 1.33 | 1.49| 1.46] 124 11y 09 0849 080 0§85 (95
Austria 131 132 127, 1313 099 101 106 1p3 1j23 130
Estonia 049 | 056 0.70f 089 09 0.8 044 06 0f60 Q57
Poland 061 | 0.61| 040, 064 066 022 034 O0B3 056 Q79
Czech Rep. 106 | 080| 0.62] 099 09 o710 0748 087 0J84 093
Romania 037 0.19| 0.00f 033 027 oO00p 0230 0.3 0§27 030
Greece 032 | 0.26| 063] 074 064 044 048 0p3 050 (32

Source: Kaufmann, D., Kraay, A., Mastruzzi, M. (2010)

Notes: The governance indicator is measured in uaitging from about -2.5 to 2.5, with higher
values corresponding to better governance outcomes.
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Openness is an essential assumption of effectihavi@r of democratic governments.
Openness is based on information. We talk abouwrimdtion which governments
provide to voters. This information is a public doand yields positive externality.
However, governments can be motivated to provide fmiblic good than is its social
optimal level. There is a rent in the utility fuimt of politicians in addition to other
variables. This rent does not have to be paid imaeyolt is related to prestige of
political function and as such, it does not motvpbliticians to behave ineffectively.
On the other hand, the rent in the form of money dw@posite consequences. This rent
motivates politicians to abuse authority for thaiivate purpose. We call this behavior
rent-seeking activity or corruption. These actestiare synonyms of ineffective
behavior of politicians.

Democracy has at least two control mechanisms wtechprevent it from ineffective
behavior of politicians. The first control mechaniss freedom of press. The second
one is establishment of an independent civil sgcite talk about freedom of press if
the media are not formally (legislative regulatiar)informally (personal interest of
politicians or businessmen) restricted in offerimfjormation. The media acquire
information from initiative of governments or putegsure on governments to give
voters more information than they do. The mediaess information, verify it and call
attention to shortcomings. They only inform votebout ineffective behavior of
governments (either mistakes in public adminisbratir corruption). The punishment is
a matter of law enforcement authorities. Howevesters themselves can punish
governments for ineffective behavior in the nexicébn.

Development of civil society is the second contnaéchanism of democracy. The
independence of civil society indicates interesivofers to actively influence public

affairs. When civil society augments, voters arterested more in specific public
activities. They put pressure on governments tomoge effective because of their
private interest. There is a positive correlati@ween civil society and higher level of
power decentralization. When political responsdipils shifted to local governments,
voters are closer to allocation of public resourdasaddition, the agenda of central
government is smaller and it is easier to contenitial government. Civil society makes
distribution of public goods better and decisiorvofers in election more sophisticated.
However, the development of civil society is subgelcto higher level of information

from governments to voters.

Openness of a democracy is described with fourcatdrs in our sample of EU

countries. The first indicator - Freedom of thed8rindex - is published by international
organization Freedom House. The ratings of cousitiad tendency to stagnate or
increase in time with exception of Austria (Table Rustria’'s Freedom of the Press
Index worsened very much because of increasingigalipressures on the media. The
best ratings were achieved by Finland and the Mettds. The freedom of press was
accepted in Estonia or in the Czech Republic. Thestwconditions were in Romania.

There were strong regulations and pressures aksttgroups on the media.
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Table 2: The Indicator of Freedom of the Press (1932008)

13

21

16

Countries 199('3 1997] 1998 1999 2000] 2001{ 2002| 2003 2004{ 2005| 2006] 2007| 2008
Finland 15| 15| 15| 15 1§ 14 19 1D D D D 9
Netherlandg 14| 14 14 14 1 15 15 15 12 (11 (11 |13
Austria 12| 12| 12| 12 12 14 24 28 23 31 Pl P1
Estonia 241 22| 200 20 2( 20 1B 17 17 L7 [6 |16
Poland 211 27 25 2§ 19 19 1B 18 19 b0 P1 |22
Czech Rep.| 19 19 19 20 2D 34 25 3 p3  [22 (20 [18
Romania 49 47 39 44 44 44 3P I8 47 7 B4 |42
Greece 29| 271 30 3( 30 3p 30 28 P8 P8 [28 |25

24
18
44

Source: Freedom House (2010)

Notes: The indicator of Freedom of Press has thatiag: (F) Free: 0-30, Partly Free (PF) 31-
60 and Not Free (NF) 61-100.

27

The second indicator — The Corruption Perceptiatex is annually compiled by the

organization Transparency International. The besings were achieved again by
Finland and the Netherlands (Table 3). Estonia ttea best rating among post-
communistic countries. The Corruption Perceptiateof Poland has improved in last
five years. Unfortunately, the Czech Republic lahbehind these countries. The rating
of Greece worsened rapidly in reaction to the dl@mnomic crisis. The rating of

Greece was as low as the rating of Romania in 2009.

Table 3: The Corruption Perception Index (1997-2000

Countries 1997 1998 1999| 2000] 2001| 2002] 2003| 2004 2005] 2006] 2007| 2008] 2009
Finland 9.5 9.6/ 98 10pP99| 9.7] 9.7 9.7 949 96¢ 94 90 8
Netherlandd 9.0 9.0 9¢ 8P 88 90 §9 87 B6 [8F0]| 89| 8.9
Austria 76| 75| 76 7.4 7. 7.8 0O 84 §7 $6 B&1| 7.9
Estonia - 57/ 57 541 56 5p 55 60 44 6.7 p.56|66.6
Poland 51 46 43 41 4 40 36 35 B4 B7 |426] 5.0
CzechRep.[ 523 4. 4p 4B 319 37 39 #2 K3 |48 |5.2]| 49
Romania 34 34 33 29 2B 216 28 39 B0 B.1 |338]| 3.8
Greece 54 49 49 4p 4P 42 43 43 43 @Y4 |467 ] 3.8

Source: Transparency International (2010)

Notes: The Corruption Perception Index is measunedhiits ranging from about 0 to 10, with
higher values corresponding to better outcomes.

The civil society enforces its special interesteotigh non-profit organizations. The
development of non-profit organizations in the pashmunistic countries involves the
NGO Sustainability Index which presents the Uniftdtes Agency for International
Development (USAID). This NGO Sustainability Inderalyzes and assigns scores to
legal environment, organizational capacity, finaheiability, service provision, public
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image, etc. According to rating, the most succéssfm-profit organizations were in
Estonia and Poland (Table 4). The major shortcomsuffered Romania’s non-profit
organizations. In post-communistic countries, noofip organizations had typically
problems in areas of organizational capacity, fananviability and credibility. On the

other hand, the number of non-profit organizatiooréased in time, they polarized
activity and did not concentrate offices to the itapcity of the country. The same
review of quality nonprofit organizations was netable for old member countries of
the European Union. However, we suppose that thaility was higher (Zook, 2009).

Table 4: The NGO Sustainability Index (1997-2009)

Countries 1997 1998| 1999 2000| 2001] 2002| 2003| 2004| 2005{ 2006] 2007| 2008| 2009
Estonia - - - 24 214 22 2p 211 21 21 21 P00
Poland 18] 20 21 21 2§ 2|2 21 2323 P23 Pp3 |28B2] 2.2
Czech Rep. - - - 24 28 2pb 24 27 237 p7 R.T |2Z7
Romania 36] 39 41 41 4p 3j7r 38 3.7 B6 PB.6 [3B5] 3.5

Source: United States Agency for International Dgwaent (2010)

Notes: The NGO Sustainability index is measured its uanging from about 1 to 7, with lower
values corresponding to better outcomes.

A share of local government total expenditureseanegal government total expenditures
is the last indicator of openness. The higher vafiendicator corresponds to higher
level of decentralization. Table 5 shows that thegést share of power had local
governments in Finland. However, there was an ueetep low level of
decentralization in Austria. Austria lagged behaldpost-communistic countries. The
worst value of indicator can be seen in Greeceeksoentral government made almost
all political decisions.

Table 5: The indicator of decentralization of poliical power (1996-2008)

Countries 199& 1997| 1998 1999( 2000] 2001| 2002| 2003| 2004| 2005| 2006] 2007| 2008
Finland 34.00 35.1] 35.3| 35.2| 36.7| 37.7] 38.2] 38.5| 38.7| 39.2| 40.1{ 40.7]| 41.6
Netherlands | 33.832.933.7| 34.3| 35.5| 34.8| 35.2 35.7| 35.2]| 35.2| 33.6| 34.1| 34.2
Austria 18.417.6| 17.5( 17.7] 17.4] 15.3| 15.3] 15.1{ 14.1] 15.2| 15.2| 15.4| 15.6
Estonia 26.3 27.1] 25.0] 23.8] 23.4| 28.8] 28.9| 27.5| 28.2| 28.2| 27.6] 28.1| 27.7
Poland 31.422.3]22.1] 34.0| 32.5| 32.1| 30.5] 29.1] 30.2] 30.4| 31.2| 31.6{ 32.7
Czech Rep. 28.p22.8| 22.8| 21.7| 22.9] 22.9] 23.8] 28.1]| 27.9] 26.3| 27.5] 26.2| 26.6
Romania 13.412.3110.8(10.2) 11.3{17.8] 18.4] 20.1{ 20.9] 21.0{ 24.5| 26.4| 25.3
Greece 49 44 50 5p 53 56 58 %4 p9 [b.9 |67 ]| 5.7

Source: OECD (2010)

Notes: The indicator of decentralization of politip@wer is measured as a share of local
government total expenditures to general governnmat expenditures, with higher values
corresponding to higher decentralization of power.
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The survey of openness indicates that there adiffeawences in our sample of countries
in case of shared power. The indicator of polit&tability is more volatile and depends
on stability of party system and type of votingteyss. Voter’s willingness to be active
in politics is the most important condition of pial stability. The political parties
which suffer low level of membership are weak amdine to disintegration. They are a
threat to stability of governments or their coaliti cohesion. The openness of
democracy becomes the most important charactexigiiaelation to research of the
political-budget cycle. The ratings of opennessicatbrs differ significantly in our
sample of countries. If democracy is not suffichgrdpen, there is not free flow of
information from the media to voters. Political ggare on the media has only one task:
to cover ineffective behavior — corruption, for exge. The ineffective behavior of
politicians is also supported centralization of powWoters are far from real politics
and are not motivated to be active in public affair

The best results in all indicators of opennesssaemn in Finland. The Finnish media are
independent, society disapproves corruption belsuial voters are active in politics
due to high level of power decentralization. Wemge that Finnish politicians do not
manipulate fiscal policy and behave effectively.eThutch government also is not
prone to the political-budget cycle. The resultAaktria’s indicator are not very good
and show a tendency to decrease. There is the doel lof openness in the post-
communistic countries. However, the ratings of ashmunistic countries differ very
much when we compare the results of Estonia and dR@n The worst ratings of
indicators between old member countries of the ge@aa Union are seen for Greece.
We suppose that politicians will be motivated to kmaelectoral manipulation in
countries which have the lower level of openneske Tcontrol mechanisms of
democracy do not work very well and politician g¢aitiate the political-budget cycle.

2. Model set-up

We examine the political-budget cycle for eight mwies of the European Union in

period 1988-2008. This time period contains 21 olaens. The beginning of time

period is consistent with new democratic historytaf countries in Central and Eastern
Europe. The democratic political system is fundatialessssumption of our model of the
political-budget cycle. Finally, the period 19886®0is used only for Austria because
the data sets for remaining countries cover a shqgreriod. Shorter time periods are
typical for post-communistic countries and contééss than 13 observations. The
political and economic transformation prevented gbgernments of post-communistic
countries from electoral manipulation at the begigrof the 1990s. Romania has the
shortest time period. The defined time period doascontain year 2009 (except for
Romania) because of the global economic crisis.

Our research of the political-budget cycle folloggi, Svensson (2006) and Brender,
Drazen (2004). They used the Generalized Methddarhents developed by Arellano,
Bond (1991) to estimate the political-budget cydibey wanted to minimize possible
bias in using the Ordinary Least Squares Methods Bfas was brought about by a
country fixed effect. This explanatory variable fei€d in individual countries and
contained factors which were not a part of othetialdes of model but influenced
budget deficits (e. g. generosity of social systetnjcture of economy, international
liabilities, enhancing quality of environment). Si8vensson (2006) and Brender,
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Drazen (2004) estimated the fixed effects of caestfor large data sets. Our model of
the political-budget cycle does not contain thipleratory variable because of
individual analysis of EU countries. We use fotireating of our model the original
Ordinary Least Squares Method.

The model of the political-budget cycle is given by
ft:%bk fi« + 2cx, +dELEG + & , (1.1)

where f, is general government structural balance in yéar, is a vector of control
variables in period t, ELEQs an electoral dummy in period t agyl is an error in

period t. , ¢ a d are estimated regression coefficients. Sthtistical significance of
regression coefficient d refers to existence ofppbiical-budget cycle.

The dependent variable, finvolved data on central government balance, total
expenditure or total revenue in Svensson (200&né&er, Drazen (2004) and etc. Our
dependent variablg fs  general government structural balance whixtiueles the
incidence of business cycle on the government balakVe take these data from
databases of IMF (Finland, Austria, Greece), OEQDhe( Netherlands, Poland), the
European Commission (Estonia, Romania) and MinistfyFinance of the Czech
Republic.

The standard explanatory variable in models of fgbétical-budget cycle is general
government structural balance in the year t-1. kasures how much general
government structural balance tends to change when one year lagged general
government structural balancg, fchanges by one unit. If we use this explanatory
variable, we will shorten the time periods of oteri. We suppose that adoption of law
takes time to governments when they arrange ekctoanipulation. We will use the
notation struct_b_t-1 in empirical analysis when ngéer to one year lagged general
government structural balance.

We choose a set of fifteen explanatory variables<amine the political budget cycle in
the countries of the European Union. These variable based on competence of
governments. The governments have power to chang#loence them. At the same
time, they are (directly or indirectly) a part afters’ utility functions. On the side of tax
revenues, we compile the variable of cyclicallytestigd taxes on individual or
household income in millions of national currencyd|_adj_inc_tax_t) and cyclically-
adjusted taxes on individual or household incom@erncentage of GDP (tax_hdp_t).
We follow Brender, Drazen (2004). They found ouattiyjovernments in established
democracies had a tendency to cut taxes befordicglec They respond to fiscal
conservatism of voters. Voters have a long timeeerpce with behavior of
governments before elections and have aversioropulist politics. However, voters
consider reduction in taxes to be a form of motoratand expect a future increase of
income. Furthermore, we present the variables gfl@gment in public sector. They
have a form of the total number of employees inlipubector (public_emp_t) and
public wage expenditures (wage_t). We supposegbatrnment can influence public
employees before the election.
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We take into account the number of pensioner imyeeeuntry (pen_65+_t) and the
number of pensioners in percentage of whole pojpugpen_65+ pop_t). Almost all
countries of the European Union have problem wigkirg of their population. The
expenditures on old-age pensions increase and mjpkan essential part of public
expenditures. Pensioners are a relatively largeigraf voters and populist policies
which are targeted at them can worsen the budgititde On the side of public
expenditures, we also use the explanatory variadflesocial benefits (soc_benefit_t),
social transfers (soc_transfer_t), health experghtghealth_t), education expenditures
(edu_t), social protection expenditures (soc_ptaect) or family and child
expenditures (family_t) and unemployment expendiur(unemp_t). The last
explanatory variable of the model is public del¢iiasts to GDP (int_hdp_t). Many EU
countries amassed a large public debt and theytogpay it off.

We take the data for explanatory variables fronaldase of IMF, OECD, Eurostat, ILO
or Ministry of Finance and Statistic Office of tekemple countries. The time series have
a tendency to sustain upward or downward movem@fg. use the concept of
differencing to remove these trends and it shortiamss series about one item.

The electoral dummy has two forms in our modelhaf political-budget cycle. If time
period contains regular and preliminary parliamgntalections together, we use
notation elec_r+p_t for electoral dummy. On theeothand, if we take into account
only regular parliamentary election, we estimate tiegression coefficient of the
variable elec_r_t. The electoral dummy equals anrelection year and O otherwise no
matter when during the year parliamentary electamcturred. The parliamentary
elections are typically in our sample of countgeery four years. The countries differ
only in dates of elections (spring vs. autumn).

This definition of model helps us analyze the pditbudget cycle in the countries of
the European Union in period 1988-2008. The findahgut the political-budget cycle
will be the evidence about ineffective behavioEofopean governments.

3. Empirical evidence of the political-budget cycle

The models of the political-budget cycle have acHjmeformula for each country of our
sample. The models are compiled from explanatomyakiles which suit the best
changes of dependent variable. The estimates oéhnawd made for electoral dummies
elec_r+p_t and elec_r_t separately and the reamiscompared. The time series are
shorter due to the use of one year lagged generaérgment structural balance
(struct_b_t-1) and concept of differencing. We pregghe summary of our results in the
Table 6 and Table in the Appendix.

First of all, we estimated the political-budget ley:n Finland. The time series covers
the period 1991 — 2008 showing a total of five tagyarliamentary elections. There
were three strong political parties in Finland, bahe had a chance of getting to power
alone. Although these political parties had to faroalition governments, the political
system of Finland was very stable’ ®0.66 and P-value for the F-statistic of model
was smaller than 10 %. We can say that 66 % ofvén@tion in general government
structural balance can be explained by the varnatibchosen explanatory variables.
The explanatory variables had together statisticsifjnificant explanatory power for
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the dependent variable, but when we compare thessdts with other countries they are
the worst of all (except for Romania).

The model of the political-budget cycle of Finlamés estimated according to this
formula:

struct_b_t=g¢*cycl_adj_inc_tax_t+g'soc_benefit_t+¢pen_65_pop_t+d*elec_r+p_t+
£.(1.2)

The estimated regression model of Finland did rwttain the variable struct b t-1
unlike formula (1.1). The variable struct_b_t-1 madpredictive power of model higher
but it was not statistically significant itself. Véeppose that the growth of revenue from
cyclically-adjusted taxes on individual or househimicome improve structural balance
and vice versa. The estimated regression coefficgiEmariable cycl_adj_inc_tax_t had
wrong minus sign. We found out that the fasterease of public expenditures was not
offset by increase in income tax revenues and webestructural balance. However,
the variable cycl_adj_inc_tax_t was not statislcaignificant. The growth of social
benefits (soc_benef t) had a negative effect arcstral balance because of minus sign
of the regression coefficient. This explanatoryiafale was statistically significant at the
5 % level. Finland belongs to countries which suffem ageing of population. This
process started at the beginning of the millennititmee Finnish government actually
gives attention to retirement policy and preparesnes reforms. The regression
coefficient of pen_65+ pop_t had a plus sign st bimrise of pensioner in population
did not enlarge structural imbalance. On the otliée, we have to notice that Finnish
governments maintained old-age pension systemrpiusu

The regression coefficient of electoral dummy higtitrminus sign. But the decrease of
structural deficits/surpluses was not as larg® asake the electoral dummy statistically
significant. We argue that the Finnish governmeiidsnot have the tendency to initiate
the political-budget cycle. They behaved effectnial this respect.

The analysis of the political-budget cycle in thetierlands was based on the total of
thirteen observations. The data set was limitedabse of the short time series of
cyclically-adjusted taxes on individual or househaoicome to GDP (tax_hdp_t). The
four parliamentary elections took place in the Nednds in period 1995-2008.
Turbulent changes in the political system hit thetiérlands after the parliamentary
elections in 2002. The stability of the politicgstem was at risk. Politician Wilhelmus
S. P. Fortuijn was assassinated during the 200&i@bte campaign because of his
controversial views about immigrants and Islam. sfigall political party Pim Fortuyn
became unexpectedly the second most successfticpbparty in the elections. Pim
Fortuyn participated in forming of the coalitionwgonment. However, politicians of
Pin Fortuyn lacked experience and caused interaaflicts in their political party
which led to the fall of the government. This goveent became the shortest-ruling
Dutch cabinet since the WWII. Questions of natidpaind religion are still important
political topics in the Netherlands in these days.

The model of the political-budget cycle in The Nathnds was very statistically
significant. P-value for the F-statistic was srmaflean 1 %. R = 0.92, i. e. the
explanatory variables explained large part of clearig structural balance.
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The model of the political-budget cycle of the Nathnds was calculated as:
struct_b_t=b*struct_b_t-1+ttax_hdp_t+e*public_emp_t+d*elec_r+p_t£,, (1.3)

where the regression coefficient b of explanatasiable struct_b_t-1 had minus sign.
We suppose that this result was influenced by gprémm of parliamentary elections
which motivated governments to make electoral maaton the year before elections.
The decrease of structural balance in the peribdby- EUR 1 milliard worsened the
actual structural balance of the Netherlands by BUR million. This explanatory
variable was statistically significant at the 1 #vdl. The regression coefficient of
variable tax_hdp_t had minus sign and was notssiEily significant. We can use the
same explanation in this case as for analysis ofaRd. The growth of public
employment had tendency to worsen the structuri@inba by EUR 0.4 million. The
explanatory variable public_emp_t was statisticalignificant at the 1 % level. The
same level of significance was reached for thedaptanatory variable int_hdp_t. The
rise of public debt interests to GDP by 1 % enldrgéructural deficits (or reduce
structural surpluses) by EUR 1.9 milliard. Publiebtl of the Netherlands was about
70 % GDP in the mid-1990s. The Dutch governmentd twafulfill the Maastricht
criteria and succeed in the reduction of publictdel#5 % GDP in 2007.

The regression coefficient of electoral dummy etep_t had minus sign but we did not
find any statistical significance. The results dit change when we excluded the 2003
preliminary election from our sample. We found thdt there was not any political-
budget cycle in the Netherlands.

We used the longest time series to verify the igalitbudget cycle in Austria. In
addition to arguments in Chapter 2, the beginniiihe time series corresponded to the
change in Austrian party system which diverted froiartism to moderate pluralism.
There were two very strong political parties — &b&emocratic Party of Austria and
Austrian People’s Party — which governed separabelyn big coalitions. The other
political parties had marginal representation inligment. The political system of
Austria was considered to be very stable. The tsitmahanged at the beginning of the
1990s. Both of these political parties suffered fdile of membership and at the same
time the power of the other political parties wemt after elections. The coalition
governments were weak because of different ideoloigyolitical parties (HlouSek,
2008). There were seven parliamentary electiorthénperiod 1988-2008 and three of
them had preliminary character.

The model of the political-budget cycle of Austhiad this formula:
struct_b_t=¢*tax_hdp_t+g*soc_benefit_t+g¢public_emp_t+g*int_hdp_t+d*elec_r+p
_t+&,.(1.4)

The model of the political-budget cycle in Austvi@s very statistically significant. P-
value for the F-statistic was smaller than 1 % RAd 0.83. The regression coefficient
of explanatory variable tax_hdp_t had plus signisTplus sign corresponded to
assumptions of our model. The growth of tax burbgrl % had tendency to enlarge
structural deficits of Austria by EUR 2.5 milliardhis explanatory variable was
significant at the 99 % level. The Austrian goveemts made several income tax
reforms from the end of the 1980s. They wanteditoudate employees to work harder
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and deal with increasing competition on the intéamal labor market. The income tax
reforms were typically adopted the year beforet&las or in election year, i.e. 1989,
1994, 1999 and 2005. The income tax cuts reducedrégenues and worsened
structural balance of Austria (Schratzenstaller, géfeer, 2008). The explanatory
variable soc_benefit t had right minus sign but did not find any statistical
significance. There also was not any statistioghificance at the explanatory variable
public_emp_t. The public employment in Austria mdvim opposite direction to
structural balance. The Austrian governments madegel reform of public
administration in the 1990s which led to decredspublic employment. They wanted
to reduce pressure on the expenditure side of btadgets. But we found out that the
effect of reforms was smaller than governments etguebecause the problem of the
large structural deficits still persisted. Accuntida of public deficits made public debt
of Austria higher. The public debt to GDP was ab60t%. The rise of public debt
interests to GDP (int_hdp_t) by 1 % had tendencytosen structural balance of
Austria by EUR 7.8 milliard. The seriousness ofentkdness was confirmed by high
statistical significance of explanatory variable imdp_t.

The regression coefficient of electoral dummy hathus sigh. The variable was

statistically significant at the 1 % level. Theustiural deficits of Austria had tendency
to enlarge by EUR 2 milliard in year of electiorfhe result of regression analysis
changed only slightly when we excluded the prelamjnelections from our data set’ R

decreased to 78 % but the statistical significaofcenodel remained on the same level.
Recently, the explanatory variable soc_benefit_g statistically significant at the 10 %
level and the statistical significance of elec_tvent down at the 90 % level. Our
analysis of the political-budget cycle revealedceadency of Austrian governments to
make electoral manipulation in period 1988-2008.

We found out that there was no political budgetleyio Estonia. In addition, the

regression coefficient of electoral dummy elec_itHpad plus sign so that the structural
balance of Estonia had tendency to improve in tlearyof elections. Estonian
governments were able to draw up the state budigpetsurplus. They followed

successful public policy of governments in Finlaad the Netherlands. The good
condition of public finance confirmed indirectlyetiplus sign and statistical significance
of the explanatory variable tax_hdp_t, too. Thetigfaal significance of the

explanatory variable soc_benefit_t was at the 5e%&Il The growth of social benefits
caused the deterioration of structural balance.

The model of the political-budget cycle of Estowias given by:
struct_b_t=¢*tax_hdp_t+e¢*soc_benefit_t+g'public_emp_t+d*elec_r+p_t£, . (1.5)

According to B the variation in structural balance was explaibgdchanges of the
explanatory variables at the 78 % level. The modiéhe political-budget cycle was less
statistically significant because P-value for thet#tistic was smaller than 10 %. The
three parliamentary elections took place in Estomithe period 1997-2008. Estonian
political stability was negatively influenced in dwdirections. The winning political
parties did not automatically form governments rafp@rliamentary elections. The
government coalitions were weak and fell down dyrithe election period. Then
political parties entered new coalition governmemtswever, we should notice that
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polarization of the Estonian party system was aa ldw level and political parties
usually inclined to centre or to right part of tickeological spectrum (Strmiska, M., a
kol., 2005, Cabada, L., D¥ékova, V., a kol., 2004).

Estimating political-budget cycle of Poland revelakome interesting findings. The
electoral dummies elec_r+p_t and elec_r_t had k $igtistical significance. However,

the regression coefficient of electoral dummies pl sign so that structural balance
had tendency to improve by PLN 11.6 milliards (ele@ t) or 14.7 PLN (elec_r_t) in

the year of parliamentary elections. There were frarliamentary elections in Poland
in the period 1997-2008 and only one of them hadipinary character. The political

stability of Poland was threatened by ideologidéfiedences between political parties.
The coalition governments were heterogeneous amd m@ able to held the office in

unchanged composition for the whole electoral t€8itrmiska, M., a kol., 2005).

The model of the political-budget cycle of Polaradi tthis formula:
struct_b_t=¢*tax_hdp_t+g*soc_benefit_t+¢:pen_65_t+g*int_hdp_t+d
elec_r+p_t+,, (1.6)

where B=0.95 and P-value for the F-statistic of the mosas smaller than 1 %. The
results of explanatory variable tax_hdp_t deperatethcluding of preliminary election.
If the preliminary election was in the sample, thgression coefficient had a plus sign
and if there were only regular elections in the glemthe regression coefficient had a
minus sign. However, the explanatory variable ta i was not statistically
significant in either cases. The expected resultsl tthe explanatory variable
soc_benefit_t. The explanatory variable pen_654d hdt meet the model assumptions.
A number of pensioners had declining growth rat®datand in long-time. Finally, the
number of pensioners declined by 39 000 in year820@ was extraordinary
development in our sample of EU countries. The dhofjovernment fought against
amassing of public debt. The public debt was abtiut% GDP. The regression
coefficient of explanatory variable int_hdp_t waatistically significant at the 1 %
level. The rise of public debt interests by 1 % Haddency to increase structural
deficits of Poland by PLN 25.9 milliard.

The analysis of the political-budget cycle in thee€h Republic was based on the total
of eleven observations. The three parliamentarstieles took place in the period 1998-
2008. The first of them — in 1998 — was called ipr#lary. Czech governments were
weak and ideologically heterogeneous. The settingoting system together with no
coalition potential of Communist Party of BohemiaddVoravia had a negative impact
on political stability (PSeja, 2005). The statiatisignificance of model was lower and
R?=0.81. When we excluded the preliminary electiamfrour data set, there was not
any statistical significance of the model.

The model of the political-budget cycle of the dzdRepublic was estimated to the
formula:

struct_b_t=¢'tax_hdp_t+e¢*soc_benefit_t+g'public_emp_t+d*elec_r+p_t£, . (1.7)

We found out that the growth of tax burden by 148d h tendency to improve structural
deficits of the Czech Republic by CZK 5.3 milliatlwe added returns from cyclically
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adjusted social security contributions to the emptary variable tax_hdp_t, our findings
followed DoleZalova (2010). The income taxes wermain topic of 2006 election
campaign. The strongest opposition party suggasedoncept of flat income tax and
government followed this suggestion by cutting meotax for low-income workers (i.
e. potential voters of left-wing political party ipower). The income tax returns
declined that year. However, the explanatory védgiabx _hdp_t was not statistically
significant. Surprisingly, the regression coeffitief explanatory variable soc_benefit_t
had a plus sign. The fall of social benefits did imoprove structural deficits and vice
versa. The regression coefficient had the samewlmn we excluded the preliminary
election from our sample although social benefitsréased in growing rate in the
election years of 2002 and 2006. When we used letoeal dummy elec_r_t, the
statistic significance of explanatory variable dwenefit_t decreased at the 90 % level.
The explanatory variable public_emp_t was statifificsignificant at the 5 % level. The
growth of public employment had tendency to enlasgactural deficits by CZK 2.9
million. The number of public employees was inciegdn time and put pressure on
public expenditures.

The electoral dummy elec_r+t t confirmed that gstrcad deficits had tendency to
worsen by CZK 49.2 milliard in the year of elecsorThe regression coefficient of
electoral dummy elec_r+t_t was statistically sigmwiht at the 5 % level. The statistical
significance of model disappeared when we excludhed 1998 preliminary election
from our sample. These results indicated that iredax cuts, changes in maternity
allowances or children benefits, etc. did not haueh power to make the electoral
dummy elec_r_p statistically significant.

We estimated the political-budget cycle in Greet¢he period 1995-2008 when three
regular and one preliminary parliamentary electitmsk place. R=0.84 and and P-
value for the F-statistic of was smaller than 10 Ble statistical significance of the
model went up at the level 95 % when we excludedpieliminary election from our
data set.

The model of the political-budget cycle of Gree@swiven by:

struct_b_t=b*struct_b_tl+4tsoc_benefit_t+gpen_65 t+c*int_hdp_t+d*elect_r+p_t
+&,,(1.8)

where only two values of explanatory variables warasistent with the assumptions of
the model. The regression coefficient of the exalary variable struct b t-1 had a
wrong plus sign. The structural balances in yedoreeclection had a positive effect on
the structural balance in the election year. Thygassion coefficient of the explanatory
variable soc_benefit_t had a minus sign and watsttally significant at 95 % level.
The explanatory variables pen_65+_t and int_hdpd thdt meet assumptions of our
model. The explanatory variable pen_65+_t was @nfaed by declining growth rate of
pensioners in election years. The public debt ésisrto GDP had tendency to decrease
in election years. However, public debt of Greeas wabout 100 % GDP for a long
time.

The electoral dummy elec_r+t_t indicated that dtmat deficits had a tendency to
worsen by EUR 3.5 milliard in the year of electitmterm of statistical significance we
obtained better results of the model when we rethionly regular parliamentary
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elections in our sample. The electoral dummy eletcwas statistically significant at the
level of 5 % and structural deficits had tenderzyemlarge by EUR 4.9 milliard in the
year of election. We found out that there was tbktipal-budget cycle in Greece in
period 1995-2008.

Romania was the last country in our research. Wamaed an incidence of the
political-budget cycle only on seven observatiohise data set was limited because of
short time series of general government structioaddnce. The data was published by
Eurostat since 2001. The very short time seriesdidallow us to get robust results of
the model. The model did not have predictive powed was not statistically
significant. We included the analysis of the poéti budget cycle in Romania in our
research only to complete our sample of countrigth wifferent openness of
democracy.

The model of the political-budget cycle in Romalméal this short formula:
struct_b_t=b*struct_b_t-1+d*elec_r+p_&t. (1.9)

The political system of Romania was not stable @dab L., Dvéakova, V., a kol.,
2004, Kubéat, M., a kol., 2004). The party systerffiesed from a repeated splintering of
old political parties and emergences of new onéss process was based on unsatisfied
personnel ambitions of politicians who did not igeean adequate share of power in the
old political parties according to their beliefsomanian political parties — and
consequently governments — were connected to poliatérest groups that influenced
decisions of politicians. Romanian politics wad fufl clientelism and corruption. The
ineffective behavior of governments had an impatttleeir weak performance. The
credibility of politicians was on a low level andters did not believe them. They did
not have any motivation to become members of palitiparties or non-profit
organizations (to boost the control mechanismsenfiatracy). The transformation took
place in Romania later than in other post-commimiuntries. Public sector suffered
from a low level of transparency so that publictimions were not able to provide
international organizations with consistent dataubpublic finances. Therefore, we
suppose that there was a big motivation among igalis to make electoral
manipulation in Romania. Unfortunately, we could werify it because of limited data
set.

Our research of the political budget cycle was Hase specification of eighteen
explanatory variables. Finally, we used ten of themur empirical analysis of electoral
manipulation. The one year lagged structural baawas statistically significant in
regression analysis of the Netherlands and Grétmeever, only the first country met
assumptions of our model. The explanatory variabféscome tax revenues and public
expenditures by function indicated different resalhd statistical significance. We tried
to explain them in accordance with changes in Ffigualicies, reform afford of
governments or demographic development in eachtgoahour sample. We found the
political-budget cycle in three countries — Austtlae Czech Republic and Greece. The
electoral dummies were also statistically significen regression analysis of Poland but
the regression coefficients had a wrong plus sige.could not find the political-budget
cycle of Romania because of short time series.
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Conclusion

Our research of the political-budget cycle was dase the assumption that politicians
have a motivation to make electoral manipulatiomonntries which have a lower level
of openness. Accordingly with our expectations, die not find the political-budget
cycle in Finland and the Netherlands. They hadbtst rating of openness indicators in
our sample of countries. Their governments werpaesible and did not abuse fiscal
policy for electoral manipulation. The regressioalgsis did not indicate the incidence
of the political-budget cycle in Estonia. Estongovernments were able to draw up the
state budgets in surplus, thus differing in thispext from the remaining post-
communistic counties. The Estonian government aghesitively influenced the
institutional framework. Among the post-communistiountries that our sample
consisted of, Estonia had the best rating of Freedbthe Press Index, The Corruption
Perception Index and NGO Sustainability. It laggedy in the indicator of political
stability when we look at our three characteristitdemocracy.

We found out that Austrian governments had a tecyléa manipulate fiscal policy
before elections. When we made a decision to erdhcke preliminary elections from
our data set, the regression coefficient of elettdummy still remained statistically
significant. The electoral manipulation was faaii@d by centralization of political
power, increasing pressure of politicians on thelim@nd a loss of voters’ interest in
politics. Control mechanisms of democracy worsemedustria in the period 1988-
2008. The estimate of the political-budget cyclahe Czech Republic had ambiguous
results. We refer to some changes of fiscal poleeyg. income tax cuts, changes in
maternity allowances or children benefits) befdec#ons in years 2002 and 2006 but
the regression coefficient of electoral dummy etet was not statistically significant.
The model of the political-budget cycle of Greeodibited opposite results. The
regression coefficient of electoral dummy had ahaigstatistical significance when we
made the regression analysis only with regularigragntary elections. Greece had the
worst rating of openness in the sample of old merobantries of the European Union
and even lagged behind the new ones. There wassabmoabsolute centralization of
political power, a high level of corruption percept and government pressure on the
press.

We obtained the interesting results in our regogssinalysis of Poland. The electoral
dummies elec_r+p_t and elec_r_t were very staditfyicignificant, but their regression
coefficients had a plus sign. The structural batainad tendency to improve in Poland
in the year of elections. This result thus couldsbbkjected to future research. We could
not estimate the political-budget cycle in Romabiecause of short time series.
Romania only completed our sample of countries ditterent openness of democracy.

Our research of the political-budget cycle sugg#std the electoral manipulation is
used more broadly in countries with lower levelapfenness (except for Poland and
Romania). If the control mechanisms of democracykweell, governments are

discouraged from fiscal manipulation. They are vestrabout their reelection. When
they make populist politics (especially on publigenditure side), voters punish them
in elections. The openness of democracy encouriagesters personal concern over
effective behavior of governments.
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Governments which behave effectively have the lohsince to deal with negative

aspects of actual global economic crises becalwese ahe not subject to a short-time
temptation for electoral manipulation. They havepaential to draw up necessary
reforms and adopt them although effect of theselbmaseen in long-time perspective.
And the latest statistic data confirm our conclasioFinland is rated among European
countries which were able to quickly deal with riga aspects of global economic
crisis and started to implement necessary reforinublic sector. Situation of other

European economies is more complicated and dubious.
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Appendix

Table 6: The political-budget cycle and using of ektoral dummy elec_r+p_t

3

DEPENDENT COUNTRIES
VARIABLES Finland | Netherland$ Austria Estonia Poland | Czech RgRomania] Greece
struct_b_t-1 -0.0004*** 0.0667 0.4941
[-3.773] [0.203]]  [1.603]
cycl_adj_inc_tax_{ -0.0005
[-1.014]
tax_hdp_t -4.1249 2.5045*1 -2.1564% -1.2898 5.3486
[-1.575] [4.036] | [2.398]] [-0.685] [0.110]
public_emp_t 0.004**[ _ 0.0906 0.0662 -0.00281*
[-4.265] [0.728] | [1.045] [-2.779]
pen_65+_t 0.000061 0.0002
[2.209] [2.311]
pen_65+_pop_t 8.3686*]
[2.460]
soc_benefit_t -0.0013** -0.0001 -0.0005*% 0.0016*** | 0.0013*** -0.0015***
[-2.782] [0.420] | [-2.405]| [-7.166] [3.247] 3177
int_hdp_t -18.402***| -7.7673*** -25.276*** 3.7147
[-3.815] | [3.292] [-5.482] [1.349]
elec_r+p_t -0.8541 -0.3163 -2.0034** 1.2313 11.640***| -49.1546*4 -1.6754*| -3.515*
[-0.939] [-0.139] [2.768] | [1.414] [4.154] [2.514 | [2.049] | [-1.872]
R2 0.66 0.92 0.83 0.78 0.95 0.81 0.6 0.84]
F-Statistic 2.64 8.53 6.53 3.17 13.74 3.80 2.1 03.7
No. of Dep. Var. 4 5 5 4 5 4 2 5
Total Years 18 13 20 12 12 11 7 13
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Table 7: The political-budget cycle and using of ektoral dummy elec_r_t

DEPENDENT COUNTRIES
VARIABLES Netherlands Austria Poland Czech Rgp. Greed
struct_b_t-1 -0.0004*** 0.3910
[-3.922] [1.404]
cycl_adj_inc_tax_t
tax_hdp_t -3.8242 2.5016*** 1.6924 23.671
[-1.487] [3.630] [0.922] [0.402]
public_emp_t -0.0004%** 0.1539 -0.0021*
[-4.288] [1.010] [-1.624]
pen_65+ t 0.00006*
[1.924]
pen_65+ pop_t 0.0002**
[2.837]
soc_benefit_t -0.0005* -0.0017*9 0.0010* -0.00r9*
[-1.559] [-7.020] [0.210] [-4.038]
int_hdp_t -19.018*** | -7.6824** | -35.396*** 4.6031*
[-4.082] [-2.793] [-6.172] [1.748]
elec_r_t -2.0737 -1.7819* 14.685*4 -35.923 -4.8635
[-0.658] [-1.841] [4.008] [-1.225] [-2.373]
R? 0.92 0.78 0.95 0.69 0.86
F-Statistic 9.05 4.73 13.00 1.84 4.68
No. of Dep. Var. 5 5 5 4 5
Total Years 13 20 12 11 13
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Abstract: We empirically estimate the political-budget cyatethe member countries
of the European Union in period of 1988-2008. Wdirectly analyze the potential of
these countries to deal with increasing public sl@itich were augmented by the global
economic crisis. The selection of the EU countdepends on three characteristics of
democracy — shared power, openness and adaptabitiey openness of democracy is
the most important characteristics in relation flective behavior of governments. We
suppose that governments are motivated to makeoedananipulation in countries
which have lower level of openness. We choose Rihlahe Netherlands, Austria,
Estonia, Poland, the Czech Republic, Romania aege&rto include into our sample of
countries. The research of political-budget cydaftmed our assumption. We did not
find the political-budget cycle in Finland, the Netlands and Estonia. On the other
hand, we identified that Austrian, Czech and Gregmeernments had a tendency to
manipulate fiscal policy before elections. The eagion coefficients of Poland electoral
dummies were very statistically significant butythead a wrong sign. We could not
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