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Abstract

In contemporary political economy, it is often aeguhat multiparty government con-
tributes to sustainability problems in the publimeomy. This is because parties have
incentives to offer targeted policies to narrowdzhsoter groups while neglecting a
large share of the costs associated with suchieslidhe structure of the situation is
arguably similar to overconsumption and under-sayiroblems often encountered in
the management of natural resources, which ha® gise to the notion of the budget-
ary or fiscal common-pool problem. In this view, Itiparty government is associated
with increases in public spending, taxes and dehtell as persistent budget deficits;
such phenomena becoming clearer as the numbertapa government grows.

This work challenges the view by arguing that spotblems are not inherent fea-
tures of multiparty politics, but rather follow frothe combination of multiparty deci-
sion making and the breakdown of programmatic lijyglabetween voters and political
parties. In particular, when corruption and otlenfs of favouritism and partiality are
prevalent in the public sector, the credibilitypsbgrammatic goals and statements that
parties make decreases. This creates room for regrggmmatic, distributive objec-
tives and hence encourages the exploitation ofakdase, which becomes visible in
empirical associations between the number of gowent parties and fiscal policy
aggregates. In contrast, impartial and efficieatestinstitutions make it possible to
present and implement programmes with far-reachimd) universalistic implications,
whereby the programmatic stances rather than theben of government parties ex-
plain policy outcomes. This makes it possible toage the ‘budgetary commons’ in a
sustainable way.

These arguments are tested on data that covertrent 28 member states (as of
2017) of the European Union from the early 1970sa@-1990s to 2012. The results
are largely in line with the expectations, althoulé effects of political variables dif-
fer somewhat between the post-communist membersstaid the rest. The number of
parties in government explains fiscal policy outesnmainly in those post-communist
countries where favouritism and partiality in treewf state authority are most preva-
lent. However, in the post-communist area thesecteffdisappear when state institu-
tions are more impartial, whereby the effects afaldes capturing programmatic as-
pects of politics have explanatory power. Outsite post-communist area, political
variables generally have little effect on fiscalipp aggregates, especially since the
early 1990s. However, in that group of countriéese countries with most impartial
state institutions have been most likely to addphgent and encompassing fiscal
rules.

Keywords: budget, commons, corruption, Europeanolnfiscal policy, party sys-
tems, proportional representation, public finance






Tiivistelma

Nykyisessé poliittisen talouden tutkimuksessa ealista vaittaa, etta monipuoluehal-
linto on omiaan johtamaan julkistalouden kestavygmdmiin. Tama johtuu siitd, etta
puolueilla on kannustimia tarjota kohdennettujgeekapeapohjaisille aanestajaryhmil-
le ja jattda suuri osa toimenpiteiden kustannukdistomiotta. Rakenteeltaan tilanteen
vaitetddn usein muistuttavan luonnonvarojen halisa usein ilmenevia ylikulutus- ja
alisdastamisongelmia. Siksi budjettiyhteisvarantgedman kasite on tullut suosituksi.
Taméan ndkemyksen mukaan monipuoluehallinto on yesséa julkisten menojen,
sitd voimakkaammiksi, mitéa suurempi maara puolugtitgakamassa hallitusvaltaa.

Taman tutkimuksen mukaan edella mainitut ilmidi&eiole monipuoluehallinnon
valttamattdmia seurauksia. Pikemminkin ne seurasgiitét ettd monipuoluepolitiikkaa
tehdaan aanestgjien ja puolueiden valisten ohjéstal yhteyksien ollessa heikkoja
tai puuttuessa kokonaan. Erityisesti korruptiomjaiden puolueellisuuden muotojen
ollessa julkisella sektorilla yleisia puolueidentt@snien ohjelmallisten tavoitteiden ja
vaittdmien uskottavuus heikkenee. Tama luo tilaah@lmallisille jakopoliittisille
motiiveille ja kannustaa kayttamaan veropohjaa pakidtisten resurssien lahteena,
mika ilmenee hallituspuolueiden lukumaaran ja gtidoudellisten muuttujien valisina
empiirisind yhteyksind. Puolueettomat ja tehokkaadtioinstituutiot sen sijaan mah-
dollistavat laajojen ja pitkavaikutteisten ohjelmiesittdmisen ja toimeenpanemisen,
jolloin puolueiden esittamat ohjelmalliset linjallituspuolueiden lukumaaran sijaan,
selittavat politikkan lopputuloksia.

Naita vaittamia testataan aineistolla, joka ka&asoopan unionin nykyiset 28 ja-
senmaata (vuoden 2017 tilanteen mukaan) 1970-lalusta tai 1990-luvun puolivalis-
ta vuoteen 2012. Tulokset ovat pitkalti odotustarkaisia, joskin poliittisten muuttu-
jien vaikutukset poikkeavat toisistaan jalkikommatisissa ja muissa jasenmaissa.
Hallituspuolueiden lukumaara selittdd julkistaldlide lopputuloksia lahinnd niissa
jalkikommunistisissa maissa, joissa puolueelliguilldsen vallan kaytdssa on kaikkein
yleisinta. Jalkikommunistisella alueella nama iltrk@itenkin haviavat valtioinstituuti-
oiden kaydessa puolueettomammiksi, jolloin pol#ikohjelmallisia puolia kuvaavat
muuttujat saavat selitysvoimaa. Jalkikommunistiséuieen ulkopuolella poliittisilla
muuttujilla on vain vahan vaikutusta julkistaloudin mittareihin erityisesti tarkastel-
taessa 1990-luvun alun jalkeista ajanjaksoa. Kkitejilkikommunistisen alueen ul-
kopuolisista maista ne, joiden valtioinstituutiatad kaikkein puolueettomimmat, ovat
todennékaisimmin ottaneet kayttdon vahvoja ja kéthudjetointisdantoja.

Asiasanat: budjetti, Euroopan unioni, finanssifikkf, julkistalous, korruptio, puo-
luejarjestelmat, suhteellinen vaalitapa, yhteisvara






Contents

Tables and FIQUIES.......cooi i mmme e Vi
ACKNOWIEAGEIMENLS ....oeiiiiiiiiiiie e e e e e e iX
Chapter 1: Introduction: Sustaining and Exploitihg Tax Base Together................... 1
Tragedies of Natural and Budgetary COMMONS ......cc.ccoevvvveviveeeeeeeeeeneeennnnnnnnn, 2...
Representative Politics and the Quality of Govenmme................ccccvvvvvvviveeeiennee, 4
Rules and Popular INfIUENCE............uii e 7
The Cases Of ThIS WOIK ........u e 9
An Overview of Spending and Debt inthe EU ..., 2.1
Plan Of the BOOK .........ueiiiiiiiiiiiiit ettt e e e e 16
Chapter 2: The Perils of Fragmented POlIitiCS.............ooooeeiii . 19
The Role of the State: Some Starting Points........................., 19
Fragmented Decision Making and the Commons Problem............................... 20
Common-Pool Problems in Parliamentary DemocCracies............cccooovvvvveeeneenn. 24
Fiscal Rules and Procedural Fragmentation ............cccccoevviiiiiiiiieieeeeeenniiis 27
The EMPIriCal RECOI.........uuuiiiiiiiiiiitceeeeeeriiieiiriienrienea e e ssannsssrsnnnes 29
The Proportionalism vs. Majoritarianism DebatEu....ccooeeeveieiiieiiiiiiiieieeeeenn, 31.
Quality of Government: What It Is and What [t AQVBS ...............cooovvvviiiiiiiiiinnnee, 32
LO0] o Td 1813 [ o 1P 38
Chapter 3: The Notion of the Budgetary COMMONS e .vvveeeeeiiiiiiiiiiiiiieee e 39.
Common-Pool Resources, Situations and DilemMmMas ...u.......ceeevriiiiiiiiieneeeenn. 40
Subtractability of the Common Pool of TaX FuNdS...........cccccoiin, 42
Appropriators in the Budgetary COMMONS.....coeeeiiiiiiiieiieii e 43
‘The Commons’ and Other Consequences of Joint Beckaking....................... 45
Representative Management.............uuieiaeccccmiiiiiiiie e mnneee s 47
Questions Of OPLIMAIILY .......c.vvveiiiieii e 49
(0] o Td 1013 (o o 1P 52
Chapter 4: Analysing the Budgetary COMMONS weeeeeeeeeeeeeeeeiiiiieeiieiiieeeeenn... 05
Operationalisations of Political Variables ....ccee....ccooiiiiiiiiiiiie, 56
Describing the HErders ..o, 67
Fiscal POlICY VariabIes ..............eiiiiii it 70
[ Yot | I 10 1Y = o - 73



CONIOl VaATTADIES. . ..o et ettt et e e e e e e e 76

Regression in Time and SPacCe..........ooo e, 78
Big Ifs: Analysing Conditional Effects ......cceeo e, 83
(070 (o1 11153 o] o FR P UUPPPTIORt 86
Y o] 0= o [ PSSP PPPTPPPPPPN 88
Chapter 5: Why (and How) the Quality of Governmidatiters in the Budgetary
107011111 410 o 1S T PSS SPSRPPRPIN 93
Post-Communist Countries VS. OthErS.........coueeieiiiiiiiiiieeeee e eissiiieeeeeaeas 94
Why Quality of Government Conditions Political Effs...........................c 97
A NOLE ON the ANAIYSES ....uuiiiuiiiiiiiiiiieieeeeeeeeeeeeeeeeeeseeeereeerrrr e eeees 105
RESUILS ..t e e e e e et e e e e e e e eraa s 106
(0] T3 [81=3 1o o 1S 123
Y o] 0= o [ PSP PP PP PPPPPPPP 126
Chapter 6: The Dispersion of Power: A Neglectedetspf Fragmentation............. 141
What IS VOtING POWEI? ..ot 142
Prior Uses 0fA Priori INAICES .......coviiiiiiiiiiiiiiieee e e e e e e e 144

A Priori Power and Bargaining in the Fiscal CommOoNS .. ccooviiiivvvveenen..... 146

EMPINiCal SIrategy ... ..eeveeeeiiieeieii et e e 149
RESUIS ... 151
The Role of Competitiveness and MONItONNG . ceeeeeieeeieieieiieeeieeeeeeeeeeee 416
(@20 0 Tox (11T o P UEEP P PPRRRP 165
APPENAIX ... 167
Chapter 7: Budgetary Commons in Context: Statetitisins, Popular Influence and
ENdOQENOUS RUIES ... e 175
Democratic Responsiveness: The Power of the Madd@r .................coeeeeeennn. 177
Western Europe before the Fall of CommuniSM e ee.vvvvvviieeiiiiiiiiiiiiiieeeeee.... 185
The Potential Endogeneity of Fiscal Rules............ccccoovviiviiiiiiiiiiiiiiiiiiiiiiins 189
Quality of Government and TEChNOCIaCY ......cccceeeieeieeiiiieiiiiiiii, 195
(O] 0 Tox (11T o PSRRI PPRRRP 196
Chapter 8: CONCIUSION .......coiiiiiiiiiiiieeeeee e e e e e 199
Summary of FINAINGS .....ccuviiiiiiiiiiee e 200
The Applicability of the Framework ...........cccceuvviiiiiiiiiiee e 203
USING the RESUILS ......uuiiieiiice oot enne e e e e eeeeees 204
Avenues for Further RESEArCH ...........uviieeeeeece e 206
=] (=T 1] [P 209

Vi



Tables and Figures

Tables

3.1. A typology Of QOOUS .....ceeiiiiiiiiit et e e 40
5.1. Regression results. Dependent variable: arahaaige in total general government
SPENAiNG, %0 OF GDP ... ..uuiiiiie e nnnanesreaerree 107
5.2. Regression results. Dependent variable: aruhaaige in total general government
FEVENUE, U0 OF GDP ...t e e et e e e e e e e e 115
5.3. Regression results. Dependent variable: arahaalge in government debt, % of
] I 119
5.4. Regression results. Dependent variable: ndtig (+) or net borrowing (-), % of
G et ———————— e e e e et e e e e e aaar—— et e aaeeeeeannnnaees 120
6.1. Regression results. Dependent variable: aruhaaige in total general government
SPENAiNG, %0 OF GDP ......uuiiice e nananrsreaerree 152
6.2. Regression results. Dependent variable: arahaalge in total general government
FTEVENUE, Y0 OF GDP ...t eeeee ettt e e s e e e e e e e e e e s e e naass 156
6.3. Regression results. Dependent variable: aranaaige of government debt, % of
LT PSR 159
6.4. Regression results. Dependent variable: neing (+) or borrowing (), % of

LT PSR 162
7.1. Regression results. Dependent variable: arahaaige in total general government
SPENAING, %0 OF GDP ....oiiiiiiiiiii e e 181
7.2. Regression results. Dependent variable: neidg (+) or borrowing (-), % of

G ettt ————————— e e e e e ettt e e e e e aaar——r e e e e e e e e e e nnneees 183
7.3. Regression results. 14 EU countries from 387AM89 ................ccoeevvvevveeeeee, 187
7.4. Average values of the fiscal rule indicesS@RINtIY ..........ccccoeeeeiieiiiieeieenennn. 191
7.5. The impact of the quality of government ogdiSules ...........ccccvvveviiiniiincinnns 193
Figures

1.1. Total general government spending in the EeainJnion member states, 1970—

20 L2 e ———— 1ttt e e e e e e et ———teeaaaaa———atataaeeeeaannrrrres 13
1.2. Government debt in the European Union mentages 1970-2012 .................. 14
1.3. The average levels of spending and debt plaitginst the average number of
government parties in the EU COUNTIES ........coooiviiiiiiiiiiiieee e 15
4.1. The number of government parties in the EUhtrees from 1970 to 2012......... 68

Vii



4.2. The programmatic centre of masses of the eabirthe EU countries from 1970

L0 1220 1 OO PERPRR 69
4.3. The quality of government in the EU countfresn 1984 to 2012...................... 70
5.1. The marginal effect of the number of governnpamties on the annual change of
government spending in the post-communist COUNtries.................ccccceeeveveeeneen, 110
5.2. The marginal effect of the right-left positiohthe cabinet on the annual change of
government spending in the post-communist COUNtres.............cccccevvvvveveveeeneeen, 111
5.3. The marginal effect of the quality of govermen the annual change of govern-
ment spending in the post-COMMUNISt COUNLHES...ccciivviiiiiiiiiiieieeeiieeiireeieenieens 112
5.4. The marginal effect of the number of governnpamties on the annual change of
government revenue in the EU member StateS...uuueuiiviiiiiiiiiiiiiieeceeeeeeenn, 116
5.5. The marginal effect of the number of governnpemties on the annual change of
government revenue in the post-communist COUNEHES............uevvveeviiieriinniinnnnnnns 117
5.6. The marginal effect of the right-left positiohthe cabinet on net lending (+) or
borrowing (=) in the post-COMMUNISt COUNLMHES. ceeeeuvvviviiiiiiiiiiccece e 121
5.7. The marginal effect of quality of governmentreet lending (+) or borrowing (=)

in the POSt-COMMUNISE COUNLIIES............commmeeenreiiiieeiee e e e e e s e e e e e e e e e e e eeeeeannnns 122
6.1. The relationship between the dispersion ahgagpower and the number of gov-
EINMENT PANTIES ....evviiiiieeee e i ittt mmee et e et e e e e e e s e b e e e e e e e eenrnr e e e e e e e e e aanes 150

6.2. The marginal effect of the number of cabiratips on government spending in
the post-communist countries, conditional on tlepelision of power and quality of
JOVEIMMENT ...ceiiiiiii e e e e 154
6.3. The marginal effect of the number of governnpemties on government spending
in the post-communist parties, conditional on dyalf government and the dispersion

(0] 1 0T 111 TS U PP TP PP PPPPPPPR 155
6.4. The marginal effect of the number of governnpemties on government revenue
in the POSt-COMMUNISE COUNLIIES............commmmrrennniitieeiees e e e e s e e e e e e e e e e e eeeeeannnns 158
6.5. The marginal effect of the number of governnpamties on the annual change of
government debt in the old member states, Cyprddviaita...................ccccceeeeee. 160
6.6. The marginal effect of the number of governnpemties on the primary balance in
TE BEU COUNTIIES .eeeiiiiiiiiiieiet e e e e e e e e e e e e e e e e e enn e e e s e aa s e ea e e s 163
7.1. The marginal effect of the median voter’s Filgtit position on government spend-
ing in the post-COMMUNISt COUNLIIES........commeeeeee e, 182
7.2. The marginal effect of the median voter’s Filgtit position on government net
lending or borrowing in the post-COMMUNISt COUIBIIE............cvvveeiiireeirriieerinnnnnnn 418
7.3. The relationship between the quality of gowsgnt and fiscal rule indices....... 192
7.4. The effect of the quality of government ormcdilsrule indices............ccccvveeeeeeen. 193

viii



Acknowledgements

Writing this book has taught me many things, am@pe that this can be seen on the
pages that follow. One of the most important lesstiowever, would not receive the
attention it deserves unless it is explicitly men#d. That lesson is the fact that aca-
demic research is never an individual performarath@ugh it sometimes certainly
looks and feels like it) but a collective effottetefore, | am most indebted to a host of
people.

First of all, | would like to express my gratituttlemy supervisors, professor Maija
Setald and professor emeritus Hannu Nurmi. | haenlucky to have supervisors
who have not shied away from pointing out issued tfeed to be revised, but who
have also been encouraging as well as willing toestheir extensive knowledge of the
discipline and the academic world. | also wishexpress my gratitude to the pre-
examiners of this thesis, professor Madeleine GsliHand professor Mikko Mattila,
whose detailed remarks were of invaluable help wheas preparing the final manu-
script.

Professor Matti Wiberg has expressed ceaselegmdufor my project since the
beginning. | am also indebted for his valuable eglvin how to write funding applica-
tions. Professor Peter Esaiasson hosted me duringvisit to the University of
Gothenburg in 2016. | wish to thank him as weleasryone else at the Department of
Political Science, especially Andreas Bagenholnin Baurin and Erik Vestin, for
fascinating conversations and a very receptive spimere.

Practically all material that became part of thimk (alongside material that de-
servedly didnot become part of this book) was first presentedhatpolitical science
research seminar at the University of Turku. Pdesienri Vogt and professor Juha
Vuori, alongside the aforementioned Maija Setald Blannu Nurmi, have had a cen-
tral role in establishing the tradition of livelgrinars that the political science unit is
fortunate to have. Special thanks for honest fegdbdifficult questions, suggestions
for improvements and discussions on and off tdpidth during and after seminar ses-
sions, go to Hannu Autto, Saila Heinikoski, Maijiske, Annina Karkkainen, Elias
Laitinen, Mikko Leino, Kimmo Makkonen, Marjaana Mig&a, Sami Pirkkala, Teemu
Rantanen, Ville Sinkkonen, Sami Torssonen, Millah&al.eena Vastapuu and every-
one else. More or less formal discussions with yeme at the political science unit,
including Mikael Mattlin, Rauli Mickelsson, HeinoyMssdnen and Antti Pajala, have
also contributed, directly or indirectly, to therfmation of this book.

Another venue for presenting early drafts was weekly seminar of the Public
Choice Research Centre (PCRC). Hence, | would tikeexpress my gratitude to
Manfred Holler, Kaisa Herne, Mika Hamalainen, Qlappalainen, Maria Maunula,

iX



Vesa Makinen, Stefan Napel, Arvi Pakaslahti, M&ftilava, Hannu Salonen, Katri
Sieberg and everyone else involved in the Centriéxokllence and the research net-
work that has succeeded it.

Several parts of this work have received feedlmdke annual conference of the
Finnish Political Science Association. A numbersoholars, including Elina Kestila-
Kekkonen, Peter Séderlund and Hanna Wass, haveasdimes provided valuable
comments on my empirical work as well as ideas @w to clarify my arguments. |
would also like to thank Bo Rothstein, Dominik Saffir Nadine ChlaRR and the partici-
pants of the Clientelism and the Quality of Puldliicy workshop at the ECPR Joint
Sessions of Workshops in Salamanca in 2014 for thdensive comments on what
eventually became Chapter 5 of this book. | alsprepate the feedback | have re-
ceived from presentations at various conferencestings and workshops, including
the Institutions in Context workshops at the Unsitgrof Tampere in 2011 and 2012,
the IPSA World Congress in 2012, the ECPR Genemféence in 2014 and the
MPSA Conference in 2015. The months spent as a surtrainee with Mari K. Nie-
mi, Ville Pernaa, Ville Pitkanen, Erkka Railo anthers at the Centre for Parliamen-
tary Studies were crucial for my initial decisiangmbark on doctoral studies.

The expertise (and unbreakable patience) of Kiammelin, Auli Kultanen-Leino
and Marja Heinonen has been of invaluable help etenl have encountered admin-
istrative issues.

Generous funding from the Varsinais-Suomi Regiétadd and the Central Fund of
the Finnish Cultural Foundation, the Academy ofld&i (via the Centre of Excellence
in Public Choice Research and the ‘Democratic R@ago Deliberation, Accountabil-
ity and Trust in Representative Democracies’ ptojgcant number 274305) and the
Antti and Eini Opas Science and Culture Fund &ejully acknowledged. Attending
conferences, workshops and courses in Finland lreéd would not have been possi-
ble without travel grants from the Turku Universigundation, the National Graduate
School of Political Studies (POLITU) and the patiti science unit at the University of
Turku.

Finally, | would like to thank my family and fries for luring me out of the re-
searcher’s chamber, every now and then at least.



Chapter 1
Introduction: Sustaining and Exploiting the Tax Bad®gether

According to a popular saying, known in some forrséveral languages, too many
cooks spoil the broth. Each cook comes with hiserown idea of what is good and
what would improve the final product, but if no-otaes on the task of coordinating
the master chefs’ efforts, the guests are servedidandish mixture of ingredients that
is unlikely to please anyone.

The appeal of such sayings and metaphors comestfre fact that they seem to
capture something universal and compress it iffmmawords. One setting where the
saying appears to apply is decision making by mlelfpolitical parties. It often seems
to be the case that a number of parties, eachtiadih own demands they have propa-
gated before going to the bargaining table, erternegotiating room and eventually
come out with a policy package that no-one had eabenl, at least not in public. In-
stead, each party has secured some victories butlba been obliged to give up some
of its demands in return. What the balance of veind losses looks like for a given
party depends not only on the content of its Ifspidorities but also on its ability to
make or break winning coalitions and to blackmailetoquently persuade others to
support its cause. It is easy to believe that & lhArgaining table, partisan interests
trump general interests as everyone seeks to s#@ir@wn priorities while expecting
that someone else takes care of those of the g@tirge.

Far from being a satirical illustration of how papolitics is analysed in letters to
the editor in popular newspapers, the sketch @frgdining process depicted above has
strong foundations in contemporary approaches tigdinance, political economy
and party system research. Political parties coimpédor votes are assumed to target
their efforts at specific segments of the socigtying rise to a process that resembles
the exploitation of natural and physical resoureasnly in this case, the ‘appropria-
tors’ are electorally accountable politicians arattips and the resource base being
appropriated consists of taxable resources of deeety. This, in turn, produces out-
comes that are akin to those that follow from thel@tation of physical resources: the
scope of activity tends to exceed the sustainablel| and over time the resource dete-
riorates and produces diminishing amounts of b&négfore it is, in the worst-case
scenario, completely destroyed. Is multiparty psiteally like this? As will be argued
later, this question is somewhat misplaced. Howevas useful to begin by briefly
thinking about the implications of this analogy amestiewing some possible signs of
the over-exploitation of the ‘budgetary commonsthie European Union.



Tragedies of Natural and Budgetary Commons

In contemporary literature on public finance, pasygtems and comparative political
economy, it has become popular to draw an analetwyden the management of the
public economy and the management of common-paalurees (Raudla 2010). Spe-
cifically, it is often claimed that decision makiong the allocation of taxable resources
and the utilisation of certain kinds of goods aable to similar overconsumption and
under-saving problems. Those goods, known as conpuohresources, are basically
characterised by two features: it is impossibl#iadilt or at least non-trivial to exclude
others from using them, and resource units consuiyazhe actor are not fully availa-
ble to others (Ostrom 2003). The traditional waythohking about such resources is
such that once multiple actors gain access to sl ®nsuming them, overexploita-
tion follows, and the resource ultimately ceaseprvide the benefits it originally
provided.

A classical formulation of the problem is provideg Garrett Hardin (1968) in a
famous article titled ‘The Tragedy of the Commondardin's argument proceeds by
means of an example involving herders who faced#wsion of how many animals to
bring to an unfenced pasture. Each individual hrecdenpares the changes in benefits
and costs associated with each additional animadlcaéases bringing additional ani-
mals once cost increases are as large as bengfifases — in other words, a herder
maximises net benefit by bringing animals to thstpae up to the point where margin-
al benefit equals marginal cost. But while an iidlial herder internalises the entire
benefit increase coming from an animal, he or gilg mternalises a fraction of the
cost — after all, the cost is borne by all her@ershey all face the same erosion and the
same congestion of the pasture. Therefore, agja feaction of costs remain external-
ised, the herders end up bringing excessive amafnémimals to the pasture. The
tragedy is the fact that individually, rational ters end up producing a collectively
irrational outcome and destroying the pasture.

While Hardin’s argument is probably best knowntfue example he uses for mak-
ing his point, his ultimate aim is to highlight ticauses of a major global problem,
overpopulation, and to argue for limitations ofiindual freedom that, in his view,
underlie the problem. The overpopulation problera hat been solved since the late
1960s when Hardin’s article was published. Instéaid,accompanied by other global
problems that are characterised by individualloral decisions leading to collective-
ly irrational outcomes, the global climate changénb probably the most notable ex-
ample. Other examples include the fact that ocaaméncreasingly polluted by plastic
waste that firms, individuals and communities fpprdfitable to dump into the nature
instead of processing it. Tropical rainforests als®o being cut down at an alarming
pace, contributing not only to the disappearancspeties but also to climate change
as carbon sinks are destroyed.

In the beginning of the 21century, we indeed seem to be living in the midafie
crises that have already materialised, are maitariglat the moment or whose threat is



imminent. To the problems associated with the dipleof natural resources, one
could add the problems of public finance that headdled Europe, as well as other
parts of the world. In the aftermath of the so@@lGreat Recession of the late 2000s,
which in turn was ignited by financial turmoil thaffected almost all parts of the
world, a number of European Union member statesgeld into an outright fiscal cri-
sis and had to rely on financial assistance fromeiotountries and international organ-
isations. However, debt levels were already rising difficulties were encountered in
keeping budgets balanced in a host of countries before the economic crises at the
turn of the decade.

Did the dynamics of multiparty government conttéto this development? More
generally, does the participation of several partiethe formulation of policies with
budgetary implications lead to the waste of resesignd unsustainable deficits? After
all, it is easy to perceive politicians as behaJikg the herders in Hardinian com-
mons. Jirgen von Hagen (2006, 465) summarisesi¢aein a way that is easily recon-
cilable with many people’s everyday experiencegadalitical events: ‘[tthhe common-
pool problem arises when politicians can spend mdimen a general tax fund on tar-
geted public policies.” As political parties do mivaw support from the public at large
but from segments of the public, they are encoutagédeep their target groups happy
even if it imposes costs on the rest of the sodiBawn and Rosenbluth 2006). The
smaller the segments relative to the society due,stronger are the incentives that
parties face to spend sub-optimally large amountthe policy priorities of their con-
stituencies (see Weingaat al 1981). Consequently, the larger the number dfigsar
participating in policymaking — government partiesng especially relevant in parlia-
mentary systems — the more closely the politicatesy resembles an unfenced com-
mons that the herders end up overexploiting.

This work focusses on a set of explanations fffeiding fiscal policies, drawing on
the number of decision makers able to affect thelJecomposition and temporal pro-
file of public spending and revenue. Such explamati however, are relevant not only
with an eye on improving our understanding of thetdrs affecting the state of a pub-
lic economy. Another reason for the relevance chsexplanations lies in the fact that
they make more or less implicit claims about theureof representative democracy.
In particular, works analysing connections betwdmnnumber of decision makers and
fiscal policy outcomes seek to make general statesrebout how representative sys-
tems work and seldom acknowledge the possibil&y sich systems may work differ-
ently in different settings. For example, the Damsulti-party system is likely to work
differently from the Romanian multi-party systeitisl not self-evident that tendencies
to over-exploit the taxable resources of a soctythe same in both cases. Further-
more, if the strength of such tendencies varietesyatically with some other varia-
bles, it is also not evident that those tenderaiesan inherent feature of representative
politics, but rather of some other factors thagiiatt with specific features of the party
system.

The notion of the budgetary common-pool problenappealing in its simplicity.



After all, models are purpose-related simplificatioof reality (Clarke and Primo
2012), and the fact that they make it feasiblenalyse the complex empirical world is
why we use models in the first place. However, lsoE and Vincent Ostrom (2014,
67) note, ‘{m]odels are useful in policy analysisem they are well tailored to the par-
ticular problem at hand’ but ‘when applied to thedy of problematic situations that
do not closely fit the assumptions of the modedytitan be used inappropriately. The
apparent diversity of practices that are encoudtareepresentative democracies, that
may look similar when it comes to formal rules anstitutions and the quantifiable
features of party systems, makes one wonder wh#tbestory about the appropriation
of the budgetary commons evolves similarly in alltical systems.

Models of fragmented decision making — fragmearatiere refers to the fact that
decision makers do not internalise the costs af #etions in full (Perotti and Kon-
topoulos 2002) — focus on the distribution of mialdsenefits and on the factors affect-
ing distributive pressures. Politics is undoubtedhout ‘who gets what, when and
how’, as the title of Harold Lasswell's (1951 [19B6lassic says, but it is also about
ideas, universal programmes, public goods and elreldpment of the society over the
long term — that is, what is good, right and waathisuing. Ideally, multiparty politics
is about the settlement of opinion differences uedsearch for the best outcome based
on different viewpoints represented in the decisimaking arena, and electoral compe-
tition is competition of ideas rather than auctiafigargeted benefits (see Gutmann
and Thompson 1996; Powell 2000). Both aspectsprEeentative politics undoubted-
ly co-exist in any political system, but their tdla weights are likely to vary. Hence,
models that draw on the notion of the common-peooblem shed light on one part of
political life, but it is not certain that that pas equally dominant in all societies.
Hence, understanding the conditions that are falmearo the development of overex-
ploitation problems is essential before imposinggad solutions intended to rectify
such problems.

Representative Politics and the Quality of Govennime

Simplistic ways of thinking about common-pool res@umanagement have long been
deemed outdated in the burgeoning literature onraband physical common-pool
resources. A seminal work in the field @verning the Common4d990) by Elinor
Ostrom, who vehemently opposed imposing one-stgeafil models on situations that
in the end are not similar and warned against tinesl of ‘blueprint solutions’. The
notion of the common-pool problem has been eagmlypted in contemporary re-
search, but in many respects the ways in whichtti®n is used resembles the situa-
tion in the literature on physical common-pool eses before the publication of
Ostrom'’s path-breaking work. To put it shortly, plems are assumed to follow from
the fact that multiple appropriators have access tiepletable resource, not from the
specific ways in which the interactions between dippropriators are ordered. The



blueprint solution that has come to dominate acédemd especially political dis-
course is the imposition of more and more strindescl rules, with the assumption
that they function similarly in all kinds of sodies.

The literature on the consequences of fragmergeidn making has been primar-
ily concerned with formal institutions and quaratifle features of party systems. How-
ever, the wider context in which the managementhef budgetary commons takes
place has received less attention — the concepsoidtyandstateare seldom encoun-
tered in this literature despite their obvious caity to the political and social scienc-
es, including economics from which a large parthe literature in question stems.
However, the fact that the management of the badgeommons is both representa-
tive and collective, these points being elaborategreater detail in Chapter 3, means
that a host of issues not directly related to fdrimstitutions needs to be considered.
Importantly, one has to ask which actors are algtuabolved in the formulation of
policy, what those actors expect from each other laow credible and trustworthy
actors are in the eyes of each other.

Policymaking in a representative system takeseglac several stages (e.g. Norris
2012, 34-39). To begin with, in what can be calleglagenda-setting stage, issues are
brought to the decision making arena, and thenepfikcies are formulated and deci-
sions are made on their approval or rejection. Asbe highlighted in the following
chapter, the literature on the budgetary conseasent multiparty government has
tended to restrict its attention to these stagestla@ players that are relevant therein,
like political parties. However, the policy procadmes not end there as policies also
need to be implemented before they can affect sodrirthermore, implementation
and the realisation of policy outcomes are followgdeedback loops that again affect
agenda setting. These latter phases of the progiesgside the institutions involved,
have come under increased scrutiny.

The quality of government has been given seveeammgs. It is tempting to define
guality in terms of outcomes, so that a good gavemt is a government that produces
good things. The quality of government is here, éasv, understood in procedural
terms, more specifically as impartiality in the mige of government authority (Roth-
stein and Teorell 2008). This means that when impling laws and policies, offi-
cials do not take into consideration anything edaio the case in question or the per-
sons involved that is not prescribed by the laydaicy. A high quality of government
understood in this way rules out a host of prasticeluding corruption, clientelism
and nepotism. It is related to the implementatiothe output side of the political sys-
tem, to evoke the familiar Eastonian notion, areftdfore its relationship to the input
side of the system is not self-evident. However,irapartial and competent public
administration that is capable of implementing ¢éasgale policy programmes is a pre-
condition for the credibility of such programmendahat credibility is also backed by
the trust in public institutions, and other peoiplggeneral, that such an administration
fosters. Moreover, public policy in developed stiegis not only about the actions of
citizens and elected politicians. In a complex @pthe input of competent administra-



tive officials responsible for much of policy pregton is essential. A competent bu-
reaucracy that is sufficiently independent of eleaity accountable politicians is likely
to bring to the policy process not only expertisat tfacilitates the recognising of ap-
propriate solutions to difficult problems. It issallikely to bring a longer time horizon
akin to that of a stable community of approprigt@s important ingredient for the
successful governance of physical common-pool ressu(Raudla 2010; Rothstein
2012).

Budgetary common-pool problems, like other sodilBmmas, are greatly alleviat-
ed by the perceived trustworthiness of the actovslved (Ostrom 2010; Rothstein
2005). The lack of high-quality government institns paves way for a variety of
particularist practices that in turn breed distraisti hence contribute to the develop-
ment of overexploitation problems in the use ofata® resources. Coupled with a
weak civil society and historical experiences floater cynicism and distrust, the con-
nection between multiparty government and fiscdicpamutcomes should be especial-
ly clear in those post-communist countries thatehawt been able to build impartial
state administrations.

Exact mechanisms that may bring about such arciasem between low-quality
state institutions paving the way for particulagsictices and party politics resembling
the exploitation of common-pool resources are gty many, and they may exist in
different mixtures in different societies at di#et times. Plausible mechanisms are
reviewed in greater detail in Chapter 5 that aésast the claim that the effects that the
number of government parties and the programmatilbak of the cabinet have on
fiscal policy outcomes indeed depend on the qualftyyovernment. The argument
does not, however, depend on a specific mechamshtheerefore its empirical tests do
not apply variables that would expectedly captummes particular mechanism. To put
it in more eloquent terms, it is worth recallingetbpening of Leo Tolstoy's (1998
[1875-1877])Anna Kareninaaccording to whicl{h]appy families are all alike; every
unhappy family is unhappy in its own way.’

High-quality state institutions rule out a hosipoéctices and, in this sense, make all
political systems characterised by high institutiioguality alike. In the absence of
high institutional quality, diverse practices rargfrom elite-level bribery to nepotism
in recruitments to public agencies and furtherdtewbuying at the level of city blocks
and villages may co-exist. For the present purpdsisrelevant to establish a connec-
tion between governance institutions, party pdaitiad fiscal policy outcomes. As with
common-pool resource management in general, findingkable solutions requires
information on local-level practices and tailoriaglution proposals to the particular
case, which is outside the scope of this work. Harethe role of state institutions and
historical contexts — such as post-communist hgita points to the conclusion that
electoral accountability as such is not behindabgerved associations between multi-
party government and fiscal problems, but ratheombination of factors of which
electoral politics is only one part.

The quality of government literature has expanc@usiderably since the control of



corruption entered the agenda of major internationganisations, most notably the
World Bank, in the 1990s. The ‘QoG factor’ has beeacentral to attempts to explain
differences in economic and social developmentelsas in diverse aspects of human
welfare. At present, however, relatively littleksown about how the quality of gov-
ernment is related to representative politics, esfig when it comes to the effects of
variables related to the government of the day,thaglocation of the cabinet between
the extreme right and extreme left, instead ofmeglevel variables such as the place-
ment of a country on the free—not free continuuimswork therefore contributes to
the quality of government literature by arguingttee quality of state institutions also
affects the extent to which politics is programmati non-programmatic, hence also
affecting the prospects of managing public funds isustainable way. As far as the
prevalence of programmatic aspects is taken asdstjek of a well-functioning repre-
sentative democracy, a strong state machinery iismpaortant precondition.

Even high-quality state institutions, well rootadil societies and other factors that
should be conducive of well-functioning represemeatlemocracy do not guarantee
that outcomes are ‘optimal.” From an economic pointiew, a society may deliber-
ately choose inefficient or unsustainable policiemm the perspective of democracy,
politics may decline into the bureaucratic managenw public affairs. The im-
portance of high-quality state institutions andilcbociety lies rather in the fact that
they facilitate combining meaningfully democratmvgrnment with sustainable policy
outcomes. Not only is political will required, batso the institutional environment
needs to enable the public sector to stick to pnognes that have been adopted in the
political process. In contrast, even an apparesghtralised decision-making structure
is unlikely to foster so-called fiscal disciplinethe polity is permeated by clientelist
networks, widespread bribery and other forms ofigpaarism.

Rules and Popular Influence

The approach drawing on the quality of governmeartt programmatic politics is ra-
ther unconventional as it runs, in a sense, couatprevailing views stressing the role
of electoral accountability and the inherent vioé®pen political processes; openness
being the flip side of fragmentation as both pertm the number of actors that can
influence policy outcomes. It is also a potentidhystrating approach from the per-
spective of policy makers concerned with the soataility of public finances. There is
no quick and watertight way of establishing higlakity government or ensuring that
programmes adopted in the political process areuiable to fiscal sustainability. In
fact, since a completely satisfactory theory of dhigins of impartial and meritocratic
public administration is lacking in the first pladgeis not very well known how so-
called best practices could be transferred from seiting to another. Fiscal rules,
however, have received considerable attention @®iping solutions to overexploita-
tion tendencies.



This is visible in the work of major supranatiomagjanisations, such as the Euro-
pean Commission and the International Monetary KUvi&), that for some time have
collected detailed data on fiscal rules in placaational states and also provide rec-
ommendations on fiscal governance — and in the aiad® Commission closely moni-
tor national fiscal policies. Since the signingloé Maastricht Treaty, or more formally
the Treaty on European Union, in 1992, rules comable debt and deficit levels have
existed at the level of basic treaties in the EaappUnion. The rules have been revised
a few times, and in 2012 the member states (witBwaexceptions) signed the so-
called Fiscal Compact that contains new, stricégulations on allowable imbalances
and their rectification.

Despite these kinds of commitments made by the lmeerstates, the data provided
by the Commission and the IMF point to consideratalgation in the rules countries
have actually adopted. According to some accowasntries have also engaged in
gimmickry and creative accounting in order to gilre appearance of complying with
fiscal rules without actually doing so (Adt al. 2014). Moreover, while a number of
studies have concluded that fiscal rules indeed temmitigate budget imbalances and
other assumedly problematic developments like spgridcreases, some recent works
have questioned the extent to which rules can beidered truly exogenous (Heine-
mannet al, forthcoming; Rommerskirchen 2015). In short, &d®ption of rules that
appear to be conducive of so-called fiscal diseglinay just reflect political commit-
ment to fiscal discipline instead of causing it.

The approach to fiscal governance that has beepted in the European Union
relies heavily on numerical rules that specify latanes of allowable deficits and debt.
Such restrictions, if effective, plausibly impabetspending and revenue sides of the
budget as well, as the avoidance of deficits foppaicy-makers to restrict spending
and raise more revenue. Hence, they may have iatigits also for the allocation of
resources between the public and private sectatsonly the temporal profile of
spending.

The reliance on fiscal rules faces a risk analegotthe one that has materialised in
numerous anti-corruption programmes: after the ademf ambitious policies sup-
posed to curb corruption, often accompanied byetstablishment of anti-corruption
agencies, it has turned out that there is no dbtaris beyond the corrupt political,
economic and social system that could credibly @nmnt the policies (Perssenal.
2012). Similarly, if everyone in the political feklis playing a game of short-sighted
distributive politicking, no-one may take chargeseking that seemingly strict fiscal
rules are obeyed. Moreover, external rules may rneca scapegoat for national deci-
sion makers pushing for unpopular reforms, whicly fpa risky given that the legiti-
macy of the EU is weak in the eyes of a large shiE citizens (see Molander 2001,
37). Consequently, the anti-EU populist movemehtt have risen especially in the
2010s have actively utilised the image of the ElUeasessively restricting political
choices, one culmination of this style of politlmsing the so-called Brexit referendum
in the United Kingdom in 2016.



Fiscal rules should not be condemned as restietam democracy although they
evidently place restrictions on the choices of teléaecision makers. One might sup-
pose that the less rigid the rules guiding colectill-formation are, the better the
outcome reflects the ‘will of the people.” From ttheory of social choice, however,
we know that the aggregation of individual prefeesidoes not generally produce a
logical preference ordering unless basic fairnesslitions are violated (Arrow 1970),
and the outcomes of preference aggregation arerajgne®pen to manipulation
(McKelvey 1976). Hence, appeals to the popular ai#t not very convincing. Rules
may in contrast be argued to improve the qualitg@ocracy in so far as they en-
courage the adoption of a long-term perspectivacédaking future interests into ac-
count, reduce political instability by compressihg inherently multidimensional na-
ture of budgeting into fewer dimensions, improve t&asibility of collectively benefi-
cial outcomes, enhance the use of information wisittn making and encourage the
reconciliation of competing demands by means afudision (Molander 2001). In this
sense, fiscal rules may be akin to the rules thgragpiators of a common-pool re-
source adopt. Choosing and enforcing rules, howésexr second-order problem that
also needs to be solved (see Ostrom 2010).

It is plausible that high-quality state institutgfacilitate the adoption of the kinds
of beneficial fiscal rules Per Molander (2001) lasmind. Molander discusses the
Swedish case, where the budgetary procedures wbstastially revised after serious
budget imbalances in the early 1990s, so that theegs transformed from one of the
least regulated to one of the most stringently latgd in Europe. But the effects of
rules as such do not suffice to explain why Swenterdle such a revision, whereas
other countries, such as Italy and Greece that baperienced almost constant deficits
for decades, have been much less enthusiastiojtiag the kinds of reforms Sweden
did. While all differences are not likely to go kao the quality of government, it can
be noted that Sweden largely succeeded in creatirighpartial public administration
recruited on a meritocratic basis already in th# &éntury (Rothstein and Teorell
2015; Teorell and Rothstein 2015), while that pssceas never completely finished in
Greece and (large parts of) Italy (Fukuyama 2014).

In so far as the quality of government explaires aldoption of fiscal rules, the ar-
gument concerning the relationship between thetutisinal structure of the state and
representative democracy being advocated in thi& igcstrengthened: high quality of
government does not guarantee that optimal oriefficpolicies are chosen, but it
greatly improves their odds.

The Cases of This Work
This work focusses on the current (as of 2017) neerskates of the European Union.

The empirical material hence comes from 28 cousitrésd covers the time period
extending from the early 1970s, for the so-calletmember states, or the mid-1990s,



for the so-called new member states, to 2012. ‘@Gidmber states here refer to the
EU15 or the countries that joined the Union in 1@9%arlier. ‘New' member states
are those that became EU members in 2004 or later.

The focus on EU countries stems, first, from thacfical fact that the sustainability
of the public economy is constantly on the agenfdeW institutions. Already in the
Maastricht Treaty of 1992, basic rules on allowatsdicits and debt levels were laid
down — those rules subsequently being routinehadited by a number of member
states. Since their introduction, the rules in tjoashave been modified several times,
and nowadays the European Commission closely mmsnite fiscal standing of na-
tional governments. The reliance on rules and rmaniy has caused legitimate con-
cerns about the quality of democracy in the EU, tuadefore it deserves to be asked
what the role of political variables has been ia trevelopment of public finances in
the area.

Another justification for focussing on EU counsrigoes back to questions of com-
parability. Membership in the Union implies thattsts have ceded some of their sov-
ereignty — not least in economic matters — to aangtional organisation. The set of
European democracies, another natural referenaggodb EU member states, is of
course larger and includes highly developed armahgty established democracies like
Iceland, Norway and Switzerland. Despite havingdkst not to join the EU, they are
heavily affected by what the EU does. However, theynot bound by the fiscal gov-
ernance framework of the Union, and hence analyiam side by side with a much
larger group of EU members in matters of fiscalqyolvould not be completely un-
problematic. The new member states joined the Unédatively recently, but even
before that they were required to meet the so-d@ibmvergence criteria, and accession
was a lengthy process with budgetary implicatiovsnebefore the actual date of ac-
cession. It is here fully acknowledged that even Bl does not constitute a homoge-
neous set of countries; as will be discussed ajtefater, historical experiences of
communism and capitalism are important dividingdes, despite the disappearance of
the former from the European landscape a quartarcehtury ago.

Thirdly, despite its at times faltering progressiowards deeper integration — the
so-called Brexit referendum of 2016 being a horoaisdshock to federalists through-
out the continent — the EU has developed into aiqadlunit in its own right. From that
perspective, studying the politics of its constituparts is a study of its domestic poli-
tics, like studying the politics of US states istady of American politics.

The start of the time-series for the old membatest— the early 1970s — coincides
with the end of what has become known as the ‘golige of capitalism’ in the then-
industrialised world. From the Second World Wartthie energy crises of the 1970s,
Western economies were largely characterised bypgteconomic growth, low unem-
ployment, decreasing income inequality and Keymepialicies that sought to manage
business cycles and capital movements. Public defitits and the curbing of spend-
ing increases became widely shared concerns iiafiBs; this was accompanied by
changes in intellectual winds that marked the driti@Keynesian doctrines justifying
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an active state (e.g. Buchanan and Wagner 197 Wettr, as Tanzi (2011, 94) notes,

the decades from the 1960s to the 1990s saw theskaincreases in the economic ac-
tivities of governments. However, reliable data amost of relevant variables (re-

viewed in Chapter 4) is not available before th@QE9 Moreover, for a large part, the

analyses in this work can only use data from thet- 18i80s onward as data on the qual-
ity of government and fiscal rules — both essemtidhe present study — become avail-
able after that time.

The formerly communist countries of Eastern andté Europe transitioned to an
electoral democracy and market economy in the émideo1980s and the beginning of
the 1990s. There is, however, a gap between thig potime and 1995 when the
countries enter the dataset used in this work. &hisecause almost no comparable
data on fiscal and economic variables is avail&miéhose countries before the mid-
1990s. The same applies to the two Mediterraneantdes, Cyprus and Malta, that
accessed the EU in 2004.

The period covered in this study ends in 2012,y when the so-called Fiscal
Compact was adopted. The Fiscal Compact is a setles and targets to which most
member states committed themselves in the afterofatie global financial crisis and
the associated European fiscal crises. The ead@<@lso saw changes in party sys-
tems and political cleavages as populist and ddthrtbvements started to gain promi-
nence in a number of European countries, in masgscafter living for some time in
the margins of political systems. Hence, the ye¥i22is a natural end point of the
study period.

All member states of the European Union use sama bf the parliamentary sys-
tem of government, which sets them apart from rmosérican and post-Soviet coun-
tries. The political systems considered here stimalefining feature of parliamentari-
anism that in order to survive, the cabinet haanjoy the confidence of the parliamen-
tary majority. This is so even in those countribattare often labelled as semi-
presidential to account for the role of the headtate that is more visible and less
ceremonial than in the rest of the republics antsttutional monarchies of the area.

Despite similarities in the basic structures dittpolitical systems, the member
states of the EU vary considerably when it comethédr historical backgrounds. Eu-
ropean integration was for long a project of tiadilly capitalist countries, most of
which had also been democracies at least sincBabend World War, Greece, Portu-
gal and Spain being exceptions in the latter raspethey were ruled by military re-
gimes until the 1970s. In 2004, ten countries jdittee Union, eight of them being so-
called transition countries that used to be unaenrounist rule until the turn of the
1990s. The set of post-communist EU member stathsegiuently grew as Bulgaria
and Romania joined in 2007 and Croatia in 2013hAt point, it is worth pointing out
that the political institutions in those post-commisl member states that subsequently
joined the EU were largely crafted after Westermogaan models. The constitutional
choices those countries made differed from mostrgblost-communist countries, par-
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ticularly those that now form the Commonwealth mdépendent States, that most of-
ten chose presidential institutions.

Most of the formerly communist countries that havade their way to the Europe-
an Union did not adopt market institutions withamty previous experience. In those
countries, communist regimes came to power in ftermaath of the Second World
War and the communist period lasted about 45 y&afore that, economic life was
organised on a capitalist basis with the accompaniyistitutions, albeit the instability
of political life and government institutions thlay modern standards were, for the
most part, of relatively low quality meant that kets did not have an entirely solid
backing of public institutions. Experience of reggntative democracy even before the
instalment of communist regimes was generally wigathe area. Hence, given the
overarching argument of this work, that the manag@nof the ‘budgetary commons’
is heavily affected not only by formal institutioaad quantifiable features of the party
system but also by the historical context, the Buntries are analysed both together
and by differentiating between post-communist amie-post-communist countries.

Analysing quantitative data that covers a reldjivestricted number of cases over
an extended period of time is nowadays common mpewative political economy.
The present work applies methods of so-called 8em@es cross-sectional analysis (see
Chapter 4), observations being country-years. Eiteruse is also made of the analy-
sis of interactions and conditional effects, givle®m emphasis this work gives on identi-
fying factors and circumstances that affect thati@hships between political and
budgetary variables.

An Overview of Spending and Debt in the EU

At this point, it is useful to take a preliminagok at what some key fiscal policy indi-
cators look like in the EU countries and how thayérdeveloped over time. The no-
tion of the budgetary common-pool problem suggtsis government spending is the
primary driver of sustainability problems: as pestidistribute taxable funds to their
target populations, the level of spending risesraa#les it necessary to either increase
revenue or incur debt, or both. The labels of tbeat policy aggregates reviewed here
are quite self-explanatory. For more detailed didins the reader is advised to consult
Chapter 4.

Figure 1.1 shows the development of general gorem spending from the early
1970s (in the ‘old’ member states) or 1995 (in‘tresv’ member states) to 2012. Total
spending is here measured as a percentage ofdpossstic product. If total spending
is used as an indicator of the size of the pulditar, there appears to be no evidence
of monotonic ‘growth of government’. Relatively aletrends from the beginning to
the end of the period are only visible in a handfutountries, such as Cyprus, France,
Greece and Portugal. In some countries, such as@é&n Finland, Italy and Spain, the
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Figure 1.1. Total general government spendingénBbropean Union member states, 1970-
2012.

difference between the start and end levels is ¢laathere are considerable ups and
downs in the curve. The early 1990s is marked lakpén all of these countries, which
suggests that developments in the macroeconomicoamyent are a major source of
variation. Especially the Nordic countries werdledt time hit by an economic crisis,
which is also visible in the Swedish data. Thehldsta exhibits the importance of the
macroeconomic environment particularly well as siiem peaked during and after the
financial crisis of the late 2000s. In some cowsriincluding Belgium, the Nether-
lands and Sweden, there is a peak visible in ttee1870s and 1980s. This may be
partly due to the energy crisis and the prolongadreation of the 1970s, but the ex-
pansion of spending during the growth years of 1880s may indicate that tax-
financed programmes increased in an economicaltyuiable environment.

In the post-communist countries, the time ser@sl tto start with a drop reflecting
the retrenching of the state from the economy. H@wethe decrease of government
spending has not been continuous, and spendingssiehave settled on levels that
differ across countries. Whereas the spending delvale ended up on relatively high
levels in Hungary and Slovenia, for example, they @nsiderably lower in Estonia
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Figure 1.2. Government debt in the European Uniember states, 1970-2012.

and Romania. Finally, two countries exclusivelyatmost exclusively ruled by single-
party cabinets, Malta and the United Kingdom, sliainly stable spending levels. As
noted, this is not the case for all countries tiete predominantly been ruled by sin-
gle-party cabinets, such as Greece.

The political discourse on the state of the publionomy in the European Union is
not so much centred on the level of spending budedst and deficits. As for govern-
ment debt, trends toward higher levels are mordilsediscernible than in the case of
spending. This is visible in Figure 1.2 which shdie ratio of government debt to the
gross domestic product in the EU countries. Delglehave been on the rise almost
monotonously since the 1970s in Austria, Germansee€e, Italy and Portugal. In
France, steep increases and plateaus have taken ltunas to be noted, however, that
the slope of the (imaginary) trend line differs aax countries and is, for example,
much smaller in Germany than in Greece. Some cegnincluding Belgium, Ireland,
Spain and Sweden, have made notable reductionskinlevels, albeit in almost all
countries the financial crisis of the late 2000gissble in rising debt levels at the end
of the time-series. In the new member states, dekts tend to be lower than in the
old member states. The clearest reduction of debthlappened in Bulgaria, and some

14



Spending Debt
BE
100 m
a0 - GR
o IEHu
% T FT -
%5 60 SE o < AT FR CY
o
Ch AT .FEBEH“L ye sy fl UK E 2K
BEer oz =R HR
40 pa EE LTCF)EJ L
FI
tz sV
20 1 RO LV
LU EE LT
1.0 2.0 30 4.0 1.0 2.0 3.0 4.0

Mo. of gov't parties

Mo. of gov't parties

Figure 1.3. The average levels of spending and gletied against the average number of gov-
ernment parties in the EU countries.

countries like Estonia and Lithuania have remaivedially debtless throughout the
period. However, the Czech Republic shows an uptvardl and in Hungary debt has,
despite a period of considerable reduction arobedurn of the millennium, remained
at a comparably high level.

There is hence considerable variation in key figadicy variables both across
countries and over time. In addition, there iddigvidence of a uniform ‘growth of
government’, at least as far as spending levelsaibpugh spending has increased
guite considerably in some countries. Debt levalgehalso generally risen since the
1970s, but even in this respect countries exhdisierable differences.

At this poaint, it is also useful to make a prelwaiy assessment of the plausibility of
the claim that the number of cabinet parties i®aased with the ‘growth of govern-
ment’ and the accumulation of debt. The averagel$esf spending (i.e. averaged over
time) and debt in the EU countries are plotted regjahe number of parties in govern-
ment in Figure 1.3. Based on the existing litemtar positive correlation ought to be
discernible in both panels. The panel on the leftyever, shows practically no con-
nection as the linear trend line is almost horiabnthe message conveyed by the fig-
ure would not change even if post-communist coastand the rest of the countries
were examined separately. In the panel on the,rigbtcorrelation between the num-
ber of cabinet parties and debt is actually slightgative. Moreover, if Belgium and
Italy, located in the upper corner on the rightreveemoved, the trend line would be-
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come more clearly negative. However, why countaieslocated as they are is perhaps
a more relevant, and more difficult, question teveer than what sign the empirical
relationship has in the entire set of countries.

Merely looking at the level of spending reveatdiabout how efficiently or ineffi-
ciently the resources are actually used or whylgkiel of spending is what it is. The
rest of this book seeks to assess whether and & &uient the differences reflect
overexploitation problems connected to multipabyeynment, and what the explana-
tory power of this set of explanations tells abdamocracy in the European Union
member states.

Plan of the Book

The contributions of this work to political scienaed political economy lie in the fact

that it discusses the notion of the budgetary comanavhich has been used rather
loosely in previous research, and highlights thed@@ons in which the management of
taxable funds is likely to resemble Hardinian commorhe chapter-by-chapter con-
tent of the work is as follows.

This chapter has taken a cursory look at the dsran literature that are relevant for
understanding the fiscal policy implications of tipdrty government. Chapter 2 pro-
vides a more extensive discussion on the poligcanomy literature on ‘fragmented’
decision making and the measures that have begroged as a means of achieving
‘centralisation’, or decision-making patterns, whepsts and benefits are both consid-
ered in full. In this literature, potentially seu® shortcomings stem from the fact that
both theoretical and empirical analyses have terndegperate on the level of party
systems, while the wider societal and historicahtert of party politics has been
downplayed. Consequently, much emphasis has bemedlon formal fiscal rules,
although the genuinely independent effects of sutds are debatable. Chapter 2 also
provides an overview of literature on quality ofvgmnment and its consequences.

Chapter 3 focusses on the notion of budgetarysoalf commons. While a popular
metaphor, the presuppositions on which it buildd ameed its entire applicability
have remained largely uncharted. In particular, #@malytical distinction between
common-pool resource situations that may or mayrgiroblematic, on the one hand,
and common-pool resource dilemmas, on the other,seéddom been evoked. It is
pointed out that while the taxable resources ofsthaety can be seen as a ‘budgetary
commons’, the budgetary commons also differs froastnphysical and natural com-
mon-pool resources in that its management is reptagve and necessarily collective.
It is also not entirely unproblematic to define timum from which outcomes devi-
ate in a commons dilemma. The optimum can hardlgidfmed objectively as long as
one subscribes to the view that in a democracyiops legitimately differ and there is
no indisputably correct answer to a host of sotcigastions, such as those pertaining
to the distribution of income or the scope of thblx sector vis-a-vis markets. Hence,
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in assessing the existence of dilemmas, one needsrisider not only measurable
outcomes but also the preferences prevailing irptiical process — which in turn is
a complicated task.

Chapter 4 is methodological. It presents the djmralisations of the key variables
used in the later chapters as well as the sourcdata. Special emphasis is given to
operationalising programmatic tendencies in pditiSuch tendencies tend to be
downplayed in works where the focus is on fragnaidkecision making. Consequent-
ly, some indicator of political actors’ programntatir ideological positions is routinely
included in empirical analyses, but its effectsseilelom discussed at any length. How-
ever, as a key argument in this work goes, reptagea politics is likely to take on
features of resource exploitation when the creithbilf programmatic statements col-
lapses, and therefore it is important to carefttiynk about the ways in which pro-
grammatic orientations are operationalised. Theptelnaalso presents the analytical
techniques used in the empirical chapters. The-$ienges cross-sectional nature of the
data as well as the need to test conditional hysath poses some methodological
challenges that render standard statistical teclesiglesigned for cross-sectional data
potentially inappropriate.

The role of state institutions was already allutteth this chapter. In Chapter 5, the
issue is discussed more thoroughly. The chaptetsshy highlighting the ways in
which the environment of party politics plausibliffers between post-communist
countries and the rest. The chapter then goes distoss several ways in which the
guality of government may affect the relationshHipsveen the number of parties, pro-
grammatic pledges and policy outcomes. The anabfsiEuropean data suggests that
the spending side of the budget tends to react diozetly than the revenue side or the
budget balance to changes in political variabled,ia general political variables have
clearer effects in the post-communist member stdtes results point to a trade-off
between programme-driven policymaking styles and-mmgrammatic ones that de-
pend on the quality of government, at least ingihgt-communist countries.

Chapter 6 considers the notion of fragmentatiamfia new angle that draws on
bargaining power. The management of the budgetarmnmons is not only representa-
tive but also collective in the sense that pairitiea coalition cabinet cannot just grab
funds as they please. Instead, they need at leagatit consent of other parties, and
the extent to which they are able to withdraw futasheir partisan ends depends on
their ability to put pressure on their coalitionrtpars. In a nutshell, the number of
parties should affect policy outcomes if bargainirogver is evenly distributed, where-
as the number of parties should be largely incamsepl if bargaining power is cen-
tred in the hands of one party or a small subsehdies. Given the role of the quality
of government in the emergence of common-pool-@mkike situations that was
highlighted in the preceding chapter, the numbepasties should have the strongest
effects on fiscal policy outcomes when power isatigudistributed and the quality of
government is low. This can also be interpretethabwhen the society is pervaded by
particularism, policy outcomes depend on the distion of resources with which to
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pressurise others to cede confessions in bargamiag material benefits, rather than
on programmatic outlooks. The chapter makes usa afidex ofa priori voting power
that can also be interpreted as a measure of bamgapower, given that bargaining
outcomes are subject to approval by a body whejerityavoting is applied. Hence,
when the fragmentation of decision-making settiisgsoncerned, not only the number
of decision makers and procedural rules but aledlistribution of bargaining strength
ought to be taken into account.

It was alluded to above that the notion of thedaidry common-pool problem also
contains statements about the functioning of repregive democracy. Hence, the
notion has important normative implications. Thasplications are highlighted along
the way but are returned to in a more systemasibida in Chapter 7. Previous litera-
ture has tended to consider the liability to comsonl problems as an inherent fea-
ture of representative politics, with electoral @aatability as its basis. The argument
in this work, in contrast, is such that not all negentative systems follow the same
logic, as the extent to which universalism andipaldrism govern the allocation of
resources and the implementation of laws and paligiaries. Hence, common-pool
problems are likely when the accountability of podl decision makers takes specific
forms that are, in the light of most normative agus, undesirable and in a sense rep-
resent ‘degenerate’ forms of democracy. A high itpuaf government, creating condi-
tions in which the number of government partieseiss likely to affect policy out-
comes, instead strengthens the connection betwsiey putcomes and the position of
the median voter, the position towards which gowemt policies should gravitate
according to both normative and empirical accouhte quality of government is also
connected to the adoption of fiscal rules espgc@ltside the post-communist area, so
that countries exhibiting a higher quality of gawaent tend to adopt more stringent
and comprehensive rules. These connections betveg@bles imply that scholars and
policymakers alike should not rely too much on disaules in solving problems of
public finance.

The strings are pulled together in a concise forrthe concluding Chapter 8. It
summarises the main findings, how the results pbsdieviated from expectations and
what the plausible reasons for these deviations @irections that future research
could profitably take are also commented on.
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Chapter 2
The Perils of Fragmented Politics

This work draws on veins of literature between Wihibere has been relatively little
interaction thus far. Fragmented decision making tbeen the topic of one category of
literature, questions of representation of anottwhile the quality of government, for
the most part, has been discussed separately frese two — not to mention the litera-
ture on the management of common-pool resourceésh#saprovided some basic ter-
minology to the political economy of fiscal policyhile otherwise remaining almost
without impact on the ways in which the ‘budgetapmmons’ is analysed. Yet all
these strands of research are relevant for unaeiata what might cause representa-
tive politics to resemble the exploitation of searesources.

The review of the literature starts with the poéit economy of fragmented decision
making, alongside the increasingly popular themésofal rules and institutions that
have become the standard solution to budgetary @mpool problems. This litera-
ture has obvious connections to the literature toasiders the effects of the propor-
tionality and majority principles and party systéragmentation on a more general
level, i.e. outside the realm of fiscal policy. lden how the two literatures relate to
each other is also briefly discussed, followed lepacise review of the quality of gov-
ernment literature, bearing in mind that the thewilebe picked up in greater detail in
Chapter 5.

The Role of the State: Some Starting Points

As was highlighted in the previous chapter, thigkvmcusses on the notion of the
budgetary common-pool problem that draws connestimiween the number of inter-
ests with access to decision-making arenas andetarygoutcomes This is done by
evoking an analogy between the management of thkcperonomy and the manage-
ment of certain kinds of physical resources.

At least on a superficial level, the developmédrthe economic role of the state and
that of the utilisation of natural resources resienglach other. The intrusion of human
intentionality into the nature (Autto 2014) haserigo unpreceded levels since the start
of the industrial revolution. Similarly, especially the industrialised world, the eco-
nomic role of the state, which could also be thawugtin terms of the intrusion of po-
litical intentionality into the economy, has becomere pervasive than ever before in
human history. The two developments are connedtdehat in light of the so-called
Wagner’'s Law. The German economist Adolph Wagn&B8) noted already in the
late 19" century how the modernisation of society, obviguslated to industrialisa-
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tion and the increasingly intensive use of nattgaburces, increased the demand for a
more active state with larger amounts of econoesgources at its disposal.

Later historical events, such as the world ward emanges in intellectual winds,
served to increase the economic role of the stata &urther. An important develop-
ment was the emergence of Keynesian economic destiin the aftermath of the
Great Depression. The new economic ideas tendsdddahe national economy as a
system or even as a machinery that can be rajomalhaged and regulated. James M.
Buchanan and Richard E. Wagner (1977) point toirthgortance of ideas and doc-
trines by claiming that Keynesian doctrines — raygétting the ways in which those
doctrines transformed in political and administratpractice — contributed strongly to
the normalisation of deficits and the accumulabbdebt.

Attempting to depict changes in prevailing idead doctrines is risky because one
can mistakenly create the impression that at avgngiime people were happily unan-
imous, which is certainly not the case when it certeeeconomics and politics. How-
ever, while acknowledging this risk, one can arthat for decades, economic think-
ing, especially in the Anglo-Saxon world, tendedyiee much weight to the ways in
which markets can fail. Normative public financeg(eMusgrave 1959) shows that the
state has a role in rectifying such shortcomingtheadailure of private markets to pro-
vide public goods or an acceptable distributionnagbme. Normative theories of this
sort, however, can be seen as advice given by &xperulers, whereby it is on the
rulers’ responsibility to make use of the advicetHe latter half of the 20century, a
renewed interest in the interplay between politiosl the economy led to a body of
research according to which governments do natr @, make choices that are ra-
tional or optimal in the light of normative themiésee Tanzi 2011 for an overview).
This is also the body of research in which modélfragmented’ fiscal policy have
their roots.

Fragmented Decision Making and the Commons Problem

Despite — or perhaps exactly because of — the pdpubf the notion of the budgetary
or fiscal common-pool problem, it is not possilbettack the first user of the concept
with any certainty. It is in any case evident ttiat problems of the differential treat-
ment of benefits and costs in political decisiorkimg have long been on the agenda of
political economy. James M. Buchanan and Gordotockils (1962) influential book
The Calculus of Consers one of the founding works of the public choégroach to
political research and economics. One set of moBatshanan and Tullock analyse
pertain to logrolling or vote trading in decisioraking bodies where the majority rule
applies. Buchanan and Tullock show that in therggttthey analyse, the majority rule
generally produces outcomes that deviate from wieat label as the Kantian solution
— the solution that would follow if everyone indepently thought about the generally
desirable level of provision of goods and basei ttecisions on internal deliberation.
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The authors conclude that

[m]ajority voting will, under the assumptions abaudividual behaviour postulated
[i.e. that people maximise individual utility, J]Ytend to result in an overinvest-
ment in the public sector when the investment ptsjerovide differential benefits
or are financed from differential taxation. Thesenothing in the operation of ma-
jority rule to insure that public investment is mdiproductive” than alternative
employment of resources, that is, nothing that esssthat the games be positive-
sum. (Buchanan and Tullock 1962, 169.)

Credit for the first formalisation of the commongbgroblem of budgeting is usually
given to Barry R. Weingast, Kenneth A. Shepsle @hdstopher Johnsen (1981) and
their widely cited article published in tdeurnal of Political EconomyVeingaskt al.

do not explicitly use the concept of the commonigwoblem or any of its synonyms
or affiliated concepts. Their work has, howevespined much research and applica-
tions to different kinds of problems in differenstitutional contexts — something that
may have led to some misleading conclusions asdehu®veloped in one context has
been transferred to another.

Weingastt al's model is concerned with distributive politicsdrlegislature whose
members are elected from single-member districte well-defined geographical in-
terests. Specifically, Weingast al. seek to provide explanation for the apparently
excessive provision of pork-barrel projects, i.@ographically targeted spending
whose benefits are restricted to the recipientidistrojects are financed from a pool
of tax funds collected from society as a wholeWringastet al's model, overprovi-
sion occurs because the way in which politiciarattbenefits and costs differs from
their economic definitions. Moreover, representdiwnly consider a fraction of the
cost of projects provided in their districts.

To begin with, politicians consider part of thestof a project as a benefit. This
follows from the fact that resources spent on tiog a project are income for some
other actors, and from the perspective of the smative of those actors, that income
is beneficial. Therefore, the mere fact that decdision the provision of projects are
made in a political process shifts the level atolhprojects are provided above the
economically optimal level, i.e. the level that wabbe chosen if benefits were com-
pared to true costs. The mismatch becomes moreipeaimas the number of repre-
sented districts grows, which conversely means ti@tsegment of the society that
each politician represents becomes narrower. litiaddo considering some costs as
benefits, the representative of a given districtewes that most of the costs associat-
ed with a project in the district are borne by desits of other districts. Weingasttal
assume that what they call the norm of universak@plies in the legislature, so that
all districts are entitled to tax-financed projeiftsheir representatives so wish. The
assumption stems from Weingast's (1979) earliekvimmhich he argues that legisla-
tors adopt universalism as an insurance againsingiability of winning coalitions.
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One of the corollaries of Weingast al's (1981) model is the ‘law of &7, according

to which the inefficiency of project provision imases witn, the number of electoral
districts. Somewhat more formally, while distridbearsl /nth of the cost, the bene-
fit it receives from project;, or B(x;), is larger, and therefore the representative @f th
district seeks the level of provision whe#&x;) = %C’(xl-). The socially optimal lev-
el, in contrast, is given b®'(x;) = C'(x;), which is simply the provision level where
marginal benefit equals marginal cost. Weingasal. consider projects whose social
net benefit is larger than zero. Shepsle and Wein@®81), however, generalise the
model so that it also covers projects with negadiveial net benefit, i.e. projects whose
provision is a waste of resources in any case.

The institutional environment in which Weingastal. develop their argument is
distinctively American. Although empirical tests tife argument on American data
have produced somewhat differing results, they gdiyesupport the conclusion that
public spending tends to increase with the numbéggislators, especially as far as the
upper chamber of bicameral legislatures is concef@lligan and Matsusaka 1995,
2001; Primo 2006). Weingast al's model has also provided inspiration for a large
number of studies focussing on different instiméibsettings and seeking to explain
different phenomena, to which we will return shartl

The metaphor of the budgetary common-pool proldberars close resemblance to
Mancur Olson’s (1971) theory of collective actiamdaheoretical constructions based
thereon, theories of institutional sclerosis (Ol4@82) and market-augmenting gov-
ernment (Olson 2000). Ifhe Logic of Collective ActiofOlson 1971), Olson high-
lights the difficulties of providing collective gds. In Olson’s view, the goal of organ-
ising a group is the provision of a collective ggodhe members of the group, none of
whom can be excluded from benefitting from the gonde it is provided. This creates
free-riding incentives as it is tempting for potehtnembers to refrain from contrib-
uting resources and instead to wait that othersriboe and provide the good. Conse-
guently, it is not at all obvious that the googbisvided even if group members clearly
benefitted from it. Selective incentives or berseffiat can be provided to individuals
on the condition that they contribute can allevide problem of collective action, as
well as the presence of ‘large’ actors who haveang interest in providing the good
and may provide some of it unilaterally. Conversealyarge number of potential mem-
bers makes the problem more difficult to overcohtence, the distribution of interests
in a society cannot be inferred from the consteltabf organised interests.

In The Rise and Decline of NatiorBlson (1982) provides an explanation for dif-
fering rates of economic growth based on the lofjicollective action. In stable socie-
ties, Olson argues, more and more groups succeagkicoming the problems of col-
lective action and organise. However, groups thatsenall relative to the entire socie-
ty only internalise a fraction of the potential toef their actions while they enjoy the
entire benefits. It may hence be more profitabledimups to distribute resources to
themselves, despite the costs this inflicts, irbt@aengaging in productive activities —
in other words, they may seek to secure pieces @xisting cake instead of making
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the cake larger. Over time, the proliferation aftdbutive coalitions leads to more and
more resources being diverted to distributive didly instead of productive ones; one
of the main consequences of this ‘institutionaksssis’ being the stagnation of the

economy. However, encompassing interests intemalirge fraction of the benefits

as well as the costs associated with their actilmiesto the large ratio of their member-
ship base to the size of the society. These kifidgearests counteract the development
— Swedish labour market parties being one of Osewamples of such interests (see
also Olson 1990).

Olson’s posthumously publish&bwer and ProsperityOlson 2000; see also Olson
1993 and 1995) seeks to tackle the puzzle of wieyftinmer fascist dictatorships
achieved significant growth rates after they werfedted in World War Il and became
liberal market economies, while the former commuo@intries faced severe econom-
ic problems after the transition to democracy arsdtket economy. Olson argues that
the stable communist societies provided a platftmma dense network of distributive
coalitions to emerge. Communist regimes, in coht@ashe fascist ones, disintegrated
relatively peacefully and there were no upheavaispgarable to the military defeat of
the fascist regimes which wiped out distributivaal@@mns in those countries. On the
contrary, freed from the communist regimes thatregged political action, distributive
coalitions were able to more freely and more opeelgk the distribution of resources
to themselves, which in turn gave rise to econdmaiciship.

What is common between the metaphor of the budge@mmon-pool problem
and what could be called ‘an Olsonian setting’his idea that a society governed by
minorities with narrow interests is not likely teahaeve efficient outcomes, even if
those minorities together contained a large shhadl andividuals in the society. In-
stead, resources are misallocated between distsgband productive uses and, in the
long term, the society runs into growing probleaissent societal upheavals, improved
outcomes may be achieved by encouraging the enargehencompassing interests
(see Olson 1986). Olson paid little attention amdikact mechanisms by which distrib-
utive coalitions exert influence on the laws antigies the society adopts. The budg-
etary common-pool problem can be seen as a speas@ of an Olsonian setting,
where distributive sectional interests operate ughoelectoral politics in generating
sub-optimal outcomes.

To apply the terminology that has become estaddish the literature, the problem
is one of fragmentation. By fragmented decision imgkKontopoulos and Perotti
(1999; see also Perotti and Kontopoulos 2002) teféne fact that decision makers do
not fully internalise the costs associated withirtdecisions. The opposite of fragmen-
tation is centralised decision making, where castsinternalised, and efficient deci-
sions require that centralisation is achieved hyesaneans. Perotti and Kontopoulos
furthermore distinguish between ‘size fragmentdtemd ‘procedural fragmentation’.
The former is related to the number of decision enskthe latter to the properties of
the decision-making process. Size fragmentatioreases with the number of decision
makers, procedural fragmentation with the numbexrocokss points the process gives to
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different actors. Before turning to procedural fregptation and rules that are intended
to mitigate the consequences of fragmentation, svarkalysing size fragmentation in
parliamentary systems are briefly reviewed.

Common-Pool Problems in Parliamentary Democracies

Above, a reference was made to the impact of thengstet al. (1981) model on
studies of various institutional settings, and @ésvalso pointed out that the model in its
original form pertains to a rather clearly delinditenstitutional environment where
specific norms are in force and where decisionsapeto specific kinds of policies.
However, the basic message — inefficiency incrgasgiith fragmentation — has been
extended to parliamentary systems as well; systgenerally characterised by party
discipline and the central role of the executivepdticy formulation. In these studies,
fragmentation has typically been understood andsored in terms of the number of
parties, not the number of legislators or electdrstricts with which the original mod-
el operates.

In a widely cited working paper, Carlos G. Scaritaisand W. Mark Crain (2002)
start with the assumption that the norm of univiésg in the sense Weingast al.
use the term, applies in parliamentary systemsaodll parties are entitled to spend-
ing. Consequently, Scartascini and Crain argueabagiolitical parties channel funds to
their constituencies, the volume of government dpentends to grow with the frac-
tionalisation of the parliamentary party system.

Others have argued that the partisan composifidheocabinet, rather than that of
the parliament, is of primary importance in parlentary systems. This also seems to
have become the dominant view in the literaturehke@n Bawn and Frances Rosen-
bluth (2006) argue that in inter-party bargainingsts of policies targeted at parties’
constituencies are not fully internalised and ttet mismatch between internalised
costs and benefits grows as the number of partigicipating in the bargaining pro-
cess increases. This leads to the expansion ofcpsinding or, to apply the termi-
nology especially popular in public choice literauthe growth of government with
the number of government parties. In a similar y@iorsten Persson, Gerard Roland
and Guido Tabellini (2007) argue that in a multitpaystem, electoral accountability
encourages parties to provide distributive goods tienefit specific recipients instead
of public goods whose benefits are diffused actbessociety. This, in turn, is visible
in the higher spending levels of countries withighhincidence of coalition cabinets,
compared to countries that tend to be ruled bygarer governments.

Bawn and Rosenbluth’s article was published in ohthe most highly esteemed
journals in the discipline, th&merican Journal of Political Sciencérom where it
turned out to be quite influential. Subsequent waukiblished in other distinguished
journals such ashe Journal of PoliticgMartin and Vanberg 2013) afublic Choice
(Back et al. 2017) have built on Bawn and Rosehidutvork by accepting its basic
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argument and looking at how formal rules and coim@nsive coalition agreements,
respectively, may help solve the common-pool prohilgherent in decision making by
coalitions of parties. What Bawn and Rosenbluttssaeell as Perssoat al's argu-
ments have in common is that they see electoraluentability asthe source of the
association between the number of parties and smetelels, which in turn signifies
a process that is akin to the overconsumption géighl resources. It is useful to con-
sider Bawn and Rosenbluth’s argument in somewlegitgr detail.

Bawn and Rosenbluth (2006) assume that sociedivided into groups, and each
party draws its electoral support from specificugr® and is electorally accountable to
them. Groups, moreover, prioritise certain issaesl, policies based on those priorities
have both benefits and costs. Importantly, benafiésenjoyed by the members of the
group, whereas costs are diffused across the ga@sget whole, much like in Weingast
et al's (1981) model of pork-barrel politics. Therefovehat members of a group per-
ceive as optimal differs from what a benevolenialgdanner would consider optimal,
and how close a political party is to either ofsthelepends on the number of groups to
which it is accountable.

A somewhat more formal presentation helps intredilne idea in a concise form.
Denote byk the number of groups in the society, each witholicy dimension or a
‘project’ it is concerned withx; being a policy parameter on dimensigrn; can be
interpreted as the amount of funds allocated tarfie a programme associated with
that dimensionB(x;) is a benefit function with the standard properi##s> 0 and
B" < 0, i.e. the benefit increases with the funds alledab the programme at a de-
creasing rateC(x;) is a cost function whose value increases wijtlat a constant or
increasing rate, so that > 0 andC"’ > 0. Together the assumptions made about the
forms of the benefit and cost functions imply tpbatferences are finite, i.e. no actor
wants to have infinite amounts of his or her projpovided. As costs are diffused
across alk groups, the net benefiB;(x;) the recipient group obtains from the pro-

gramme isB(x;) — %C(xi). From the society’s point of view, however, thé benefit

is simplyNBsoc = B(x;) — C(x;), the subscripfOC indicating the social net benefit.
If m is the number of the party’s target groups, théypseeks to maximise

m m m m m
NBp= )  NBi(x))= ) B(x) _EZ- € _EZ- ()
-1 =1 i=1 J#l

L L

where subscripP denotes the net benefit of a political party grdknotes the target
groups of other parties. Hence, the maximisatiablem of a party can be expressed
as the benefits its target groups receive fromsitees on policy dimensions they prior-
itise, minus the share of costs of those decisthas the target groups have to bear,
minus their share of decisions prioritised by #rget groups of other parties.

Assuming that the benefit and cost functions ae#-lbehaved, the provision levels
x; on whichNB;, NBso andNBp are maximised can be found by setting the deriva-
tive of the respective net benefit function to zdtas straightforward to show that the
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level ofx; a party prefers is more deviant from the efficilewel as the segment of the
society it represents becomes smaller. The endtrekipint decision making then
becomes increasingly inefficient as the numberasfigs increases. Note that the last
term in the expression above makes the expressifametit from Bawn and Rosen-
bluth’s model as they do not assume that the maxaitioin problem of a party includes
the decisions intended to serve the target grofipsher parties. The exclusion of the
last term appears to follow from the fact that Baamal Rosenbluth assume a specific
form of cabinet decision making where the party noasicerned with a policy dimen-
sion sets the policy on that dimension. Parties tannot control each other’s actions
and the decision-making situation is essentiallgiatheoretic, not interactive like
the one implied by the expression above. Polititadision making is not necessarily
only about securing benefits but also about préwgndamages to oneself or one’s
target groups. Hence it would be sensible to asghatein so far as they can, parties
seek to guard the interests of their target grdaypeestricting the costs that others in-
flict. This observation will be central to the angent developed in Chapter 6, where
the distribution of bargaining power is argued tmdition the effect of coalition size
on fiscal policy, especially spending.

Thus, an important assumption that underlies Bamch Rosenbluth’s (2006) argu-
ment is that the bargaining outcome is efficiiantthe parties themselvégsf. Schwartz
1994): they let the party with the highest prioffity a given policy dimension set on
that dimension. Parties, of course, choose theypgplrameters so that the sum of net
benefits as they perceive it is maximised. Spending depends on the number of
parties taking part in the policy-setting procé8ased on an analysis of data from 17
Western European countries from the early 1970988, Bawn and Rosenbluth con-
clude that total government spending indeed ineeasth the number of government
parties. Given the theoretical construction undegytheir empirical analysis, they
interpret this as evidence for inefficiencies imjalecision making which is due to the
mismatch between internalised costs and benefits.

What was said above about the budgetary consegsiasfcmulti-party decision
making pertains to the level of spending. Assuntived budgets must be balanced, the
level of government revenue must change with thel lef spending. However, budg-
ets generally need not be balanced as governmantinance spending by borrowing.
An argument resembling the one presented abovealsanbe formulated in inter-
temporal terms to show that access to public fumdsn number of interest groups
gives rise not only to increased transfers but sdeficits and, over time, higher lev-
els of public debt. Andrés Velasco (2000) presantsodel in which the society con-
tains a number of interest groups, denote that eurafain withk, with access to tax
funds. As property rights to the tax funds areasstigned, each interest group uses the
entire pool of tax funds as the basis of spendiegjsibns, not a fraction &/of the
pool as they would if property rights were assigaed divided among the groups.
Moreover, when making saving decisions, interegtigs consider not only the rate of
return but also what other groups extract. Thismadhat incentives to save are weak-
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ened by the fact that most of what one group sexesd be spent by the others in the
future. Accordingly, those with access to tax fuads encouraged to spend more than
the socially optimal level specifies, and moreaeespend sooner rather than later.

Velasco considers the problem as one of decesgrhliecision making. Combined
to what was said above about the features of @ecisiaking by coalitions of parties,
the weight of interest groups’ demands should emeewith the number of parties, as
each party has stronger incentives to cater foromabased interests. The ‘spending
bias’ of coalition cabinets should therefore bepted with a ‘deficit bias’, contrib-
uting to increased debt levels over time. Henoe apenness of the political system to
competing interests should not only encourage neéicient allocation of resources
between private and state controlled uses, buttmtgeen time periods. Indeed, Ales-
sandro Lizzeri and Nicola Persico (2005) argue Haatiers of entry to the political
arena, such as disproportional electoral rulesedectoral thresholds, have an efficien-
cy justification as they restrict the particularisrh party platforms and enhance the
possibilities of goods with diffuse benefits beprgvided.

Fiscal Rules and Procedural Fragmentation

Budgetary rules have had a prominent place on dkearch agenda since the early
1990s, which is also when formal rules startedreak through in real-world politics.
Not only did fiscal rules become more popular om iational and sub-national levels.
The Treaty on European Union, more colloquially Meastricht Treaty, signed in
1992 contained limitations on allowable deficitslatebt levels. The basic rules, ac-
cording to which government debt must not exceedo@0 cent of gross domestic
product and the annual budget deficit must remalow 3 per cent of gross domestic
product, are still in force, although later revisoof the basic treaties have introduced
some changes in the definitions of deficits as wasltlauses pertaining to special cir-
cumstances and situations in which the limits Haaen exceeded.

In the late 1990s, in the introduction to an etlidelume orFiscal Institutions and
Fiscal PerformanceJames M. Poterba and Jirgen von Hagen (1999r3narised
the prevalent view that ‘budgeting decisions urateunmitigated common-pool prob-
lem are inefficient in the sense that all actormoined would choose lower levels of
spending and deficits if they took the full costriaccount’ and ‘that fiscal rules that
lead participants in the budgeting process to iatiére the costs of budget deficits will
lead to smaller budget deficits.” The contributionghe aforementioned volume gen-
erally support the claim that stringent rules temihcrease ‘fiscal discipline’ which is
visible in smaller frequencies of budget deficitayer debt levels and smaller spend-
ing increases.

Rules governing the crafting of budgets are netried to targets and other nu-
merical rules that can be said to form the backhlfescal governance in the Europe-
an Union. They may also pertain to the structuréhefbudgetary process, regulating,
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to name a few features of the decision-making @®cagenda setting, negotiations
preceding the introduction of the budget bill aradlipmentary amendment powers. In
their influential book on budgetary rules in EurapeUnion member stateBjscal
Governance in EuropeMark Hallerberg, Rolf Rainer Strauch and Jurgen tHagen
(2009) argue that in order to be effective in suvunderlying common-pool prob-
lems, procedural rules must fit into the genersfiintional structure of a country. Spe-
cifically, countries with institutions exhibitindi¢ norm of proportionality, e.g. multi-
party systems and coalition cabinets, should optaf@ontracting approach’ whereby
limits on fiscal choices are set in contracts betwpolitical actors. For countries con-
forming to the principles of majoritarian democraeyemplified e.g. by cohesive par-
liamentary majorities and single-party majority icegdhs, a ‘delegation approach’ where
a central role in the formulation of budgets isegelted to a strong prime minister or
minister of finance is suitable. In proportionak®ms where the number of parties is
large and coalition cabinets the rule, a delegasipproach would not be feasible as
other parties could not be confident that the fagaminister or another applicable cen-
tral figure would refrain from setting policies lealson his or her partisan preferences.
Based on an analysis of European data, Hallersteaty conclude that countries indeed
tend to adopt rules that suit their other politizadtitutions and moreover that rules
serve to constrain debt and deficits.

Recently, increased attention has been giventésactions between size and pro-
cedural fragmentation, especially whether rulesditm the fiscal consequences of
size fragmentation. Lanny W. Martin and Georg Vagh@013) argue that procedural
rules of the kind analysed by Hallerbaagal. also dampen the effect that the number
of cabinet parties has on public spending. BuildingBawn and Rosenbluth’s (2006)
analysis, Martin and Vanberg argue that in a sarplé5 European countries, the
marginal effect of coalition size becomes weakeprasedural rules reduce the possi-
bilities of individual parties to push for incredsgpending in the areas they prioritise,
on the one hand, and create opportunities forgsatt resist spending increases de-
manded by other parties, on the other. Joachim \afe2010b) argues that large coali-
tions, especially when measured in terms of thebmunof ministers, are associated
with higher spending and larger deficits. Howevee, effect is dampened if procedural
rules limit the amendment power of the parliamdakob de Haan, Richard Jong-A-
Pin and Jochen O. Mierau (2013) conclude that phaeé rules, independently of
whether they fall into the delegation or contragttategory (Hallerbergt al. 2009),
help reduce budget deficits in the presence ohgtideological differences between
parties.

It has also been pointed out that rules and prgedchorms need not be strictly
budgetary in order to condition the relationshipamen coalition size and policy out-
comes. Hanna Back, Wolfgang C. Miller and BenjaMyblade (2017) argue that
comprehensive coalition agreements reduce thetaffdbe number of cabinet parties
on government spending, especially in the abseheestrong prime minister. This is
because coalition agreements limit the room for aeanre of individual parties and
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help parties commit to pre-set goals and targets.

The aforementioned studies rely on detailed infiom on the features of decision-
making processes in national cabinets and parlisn@ountries have also introduced
targets and restrictions on fiscal outcomes, sgdbadanced budget rules or limitations
on allowable expenditure increases. As was merdiah®ve, the fiscal governance in
the European Union relies largely on numerical guded targets. Accordingly, the
European Commission monitors the fiscal rules actelin the member states and pro-
vides annual data on the strength of numericahfisdes through the fiscal rule index
(see Chapter 4 for details). Wim Marneffeal!s (2011) empirical results based on
relatively short panel data suggest that higheneglof the index, indicating stronger
rules, are associated with lower government spgndimaller deficits and smaller
increases in public debt. Other international oigmtions, notably the International
Monetary Fund, have also started to show increaerkest in fiscal rules. In practice,
procedural and numerical rules have common compensuch as those pertaining to
the enforcement of the rules. However, it is imaottto keep the two conceptually
distinct; the difference could be summarised byirgayhat whereas numerical rules
pertain directly to outcomes, procedural rules grto the processes in which out-
comes are attained. The distinction between the daro naturally blur in empirical
reality, as procedural norms can be reformed sb ribenerical targets could be at-
tained.

Procedural fragmentation is thus to be understoagrms of the details of deci-
sion-making processes, or what different actorsdmim different phases of the pro-
cess and in what order decisions are made. Whatdiagtracted much attention is the
fact that although the crafting of a budget, or ather piece of legislation, is a process
of multiple phases, the end result must surviveadiggnentary vote. Hence, parties’
abilities to affect the level and distribution gfemding and revenue may not only de-
pend on their roles in the formal decision-makimggess but also on their ability to
affect voting outcomes. Fragmentation in this semeald also be a function of the
distribution of power that decisiveness in majontgting yields. This approach is
elaborated in Chapter 6.

The Empirical Record

In the previous sections, allusions have alreadynbvade to some of the central em-
pirical findings. According to the existing liteuse, what can by now be considered
the received wisdom can be summarised so thatrlaedgnets — cabinet size measured
either in terms of the number of parties or the hemof ministers — tend to spend
more than smaller or more compact cabinets, ang #teo find it harder to avoid
budget deficits and prevent public debt from acdatmg (Bawn and Rosenbluth
2006; Dahl 2014; Harrinvirta and Mattila 2001; Rerset al. 2007; Roubini and Sachs
1989a, 1989b; Wehner 2010a). This is so espedfdiere are no fiscal or procedural
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rules in place or if those rules are too weak &vent elected decision makers from
behaving profligately. In sum, the empirical receatms to be in line with the law of
1/n that Weingaset al.(1981) specified with reference to pork-barreliied in Amer-
ican legislatures.

What has been said above pertains to decisionngaki the national level. Com-
mon-pool problems have also been traced on regemuilocal levels of government.
Examples include Baskaran (2013) on German st&@esye (2005) on Norwegian
municipalities, Egger and Koethenbuerger (2010Bawarian municipalities as well as
Hansen (2014) and Saarimaa and Tukiainen (2015yworicipal mergers in Denmark
and Finland, respectively. Berry (2008) analysesrlapping levels of government in
American counties and concludes that such an qvedads to create spending in-
creases. Sub-national data often allows controfiimga host of unobservable country-
specific effects that potentially confound crossiaraal analysis, and sometimes sub-
national data also makes it possible to utiliséitinsonal reforms or other events that
resemble natural experiments. Results are not aisiplsupportive of the standard
argument about the consequences of fragmentediateaisaking. Per Pettersson-
Lidbom (2012) looks at the variation in the sizésnminicipal councils in Sweden and
Finland, municipalities in those countries, witleigrtain limits, being free to determine
the number of councillors independently of the Z2e¢he municipality. Pettersson-
Lidbom'’s results do not, however, support the ldvt/a: instead of leading to spend-
ing increases, increases in the number of coungitlend to suppress spending. Pet-
tersson-Lidbom argues that this is because lamanails are better equipped to moni-
tor bureaucracies seeking to maximise their budgets Niskanen 1994).

The applicability of models of fragmented decisinaking in different contexts has
scarcely been explicitly studied. Robert Elgie daith McMenamin (2008) find that
the effect of size fragmentation on the budgetdazaais only visible when regimes
with long democratic traditions are considered, foit when newer democracies are
analysed; which operationalisation of size fragragon turns out to have a statistical-
ly significant effect varies across model spectfmas. Elgie and McMenamin argue
that this is because measures of the fragmentafitime party system are only mean-
ingful in established democracies where the paysgesn is institutionalised, not be-
cause fragmented decision making in the sense aindalanced internalisation of
benefits and costs is only a feature of establisteadocracies. This claim can be, how-
ever, contrasted with Torben Iversen and David 8e&k(2006) argument, according
to which the embeddedness of political partieshi@ $ociety is likely to encourage
them to adopt a long time-perspective and avoidgdesimg macroeconomic objectives
by engaging in excessive deficit spending, foranse.

The empirical record is thus somewhat mixed attie vork has been done on the
applicability of the standard argument in differeontexts. Moreover, in those cases
where the connections between policy outcomes atitical variables differ from
expectations, explanations tend to haveadrhocflavour and are subject to plausible
counter-arguments. Another aspect that has remainedplored is the relationship
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between spending and deficit pressures assumediingdrom fragmented party sys-

tems, on the one hand, and programmatic aspeptdit€s, on the other. In the empir-

ical works referred to in this and the precedingtisas, with only a few exceptions,

some indicator of the programmatic tendencies fliegdn the set of decision makers
is included in the set of regressors. Most oftet thdicator pertains to the orientation
of the decision makers on the right-left dimensiamg often that indicator is found to
have statistically significant effects. Howevermdh results are most often effectively
disregarded, even though programmatic orientattwagelated to policymaking styles
that are quite different from those that make omes depending on the number of
decision makers. One could expect that some uridgrfactors affect the predictive

power of programmatic orientations and measurdsagimentation, so that there is a
trade-off between the two; that possibility seembave escaped scholars’ attention.

The Proportionalism vs. Majoritarianism Debate

G. Bingham Powell (2000) draws a distinction betwé&&o major visions of repre-
sentative democracy. What he calls the majoritaviaion sees democracy fundamen-
tally as competition that should produce clear wisnwhich is the case in the arche-
typal setting where two parties compete for majasifatus in first-past-the-post elec-
tions. Thanks to clear responsibility for policytcames and the challenge coming
from the opposition, the winner of the electioreicouraged to act in the interests of
the public. In the proportional vision, in contrasbpular rule is based on representa-
tiveness. That is, different opinions and inters$iguld gain representation in propor-
tion to their support in the electorate, and irfagoas electoral majorities do not exist,
policies are set in inter-party negotiations andyaiming.

The two visions have their roots deep in intellattistory. For example, iGon-
siderations on Representative Governnmimttn Stuart Mill (1962 [1861]) criticises the
British majoritarian electoral system from the pextive of the quality of democracy.
Specifically, Mill argues that the electoral systeyads to the under-representation of
minorities and makes genuine choices impossible. dpposing view is exemplified
by the arguments A. Lawrence Lowell (1896, 69—#&)spnts in favour of the majori-
tarian vision inGovernments and Parties in Continental EurojpeLowell’s view, in
order to function effectively and consistently, arl@mmentary system requires that
governments are one-party majorities challenged byitary opposition. The prolifer-
ation of parties, in contrast, would make it pokesior a party to wield ‘great power,
without feeling the restraint that comes from asseaf responsibility’ (Lowell 1896,
82).

Normative discussions on the relative virtues wionds of majoritarian and propor-
tional institutions often operate with fairly geaknotions, such as responsibility, rep-
resentativeness and fairness. However, the literatn the budgetary consequences of
multiparty government seems to provide an argunieriavour of the majoritarian
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vision. This is so at least in so far as majorarinstitutions, such as disproportional
electoral rules, limit the number of parties anddeincrease the likelihood of cohe-
sive one-party majorities. Moreover, the ‘ungovdiliy’ inherent in joint decision
making by multiple electorally accountable act@gdeck 2013) makes it necessary to
have rules that limit the excessive responsivepnéske political system to demands
arising from the electorate, insofar as the ‘reegiwisdom’ about fragmented decision
making is taken seriously.

As a rule, the literature reviewed above makesagsimption that party politics is
fundamentally similar everywhere and that releveatiation is in the quantifiable
features of the party system, in rules pertaininfiscal choices, or both. However, less
attention has been given to the possibility thaiat@n in other aspects of the political
system may be relevant as well. Regularities inratthoices and expectations about
other actions’ behaviour do not always go backatonfl institutions. The quality of
government is quite distinct from the features alftigal systems that were considered
central in the works reviewed above. However, basedarlier research it is plausible
that the ways in which the public sector operates affect how party politics works,
and neglecting that possibility may lead to a sedip skewed picture of the possibili-
ties of sustainable management of the ‘budgetamnoons’.

Quality of Government: What It Is and What It Aches

The introductory chapter already alluded to theevesd interest in state institutions in
the social sciences, as well as to the fact thatrnterest has had little influence on the
works on the fiscal consequences of multipartytjosli As will be pointed out below,
‘institutional quality’ has occasionally entered mintal analyses, but its potential
theoretical importance has scarcely received aventhe following sections make an
overview on the concept of the guality of governiand on the consequences of
high- and low-quality government.

The Notion of the Quality of Government

It was argued earlier that a high-quality governtmaay alleviate common-pool prob-
lems encountered in budgetary politics. One midaint that this is trivial because
surely a government that succeeds in avoiding ahlihg problems is of high quality.
Such a tautology is indeed a risk if one buildscontes into the definition of the quali-
ty of government. ‘Quality’ is obviously a valuedien term that can invite users of the
concept to include a host of desirable objectivie the definition, leading to what
Norris (2012) calls a ‘kitchen-sink approach’. Tamgument, however, becomes much
less trivial if one defines quality of governmenmtthin, procedural terms.

Rothstein (2011; see also Rothstein and TeordélBR@efines quality of govern-
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ment in terms of impartiality: ‘When implementingws and policies, government
officials shall not take into consideration anythiabout the citizen/case that is not
stipulated beforehand in the policy or the law’ {Rein 2011, 13). This definition

remains silent about the content of laws or pddidieing implemented; it is not ruled
out that they are intended to favour some spedifaup, for example. Impartiality

does, however, rule out favouritism based on brifasily ties, membership in clien-

telist networks, and so forth. Quality of governinienthis view is distinctly connected

to the output-side of the political system, to evake familiar Eastonian model. The
concept does not apply to the input side of théipal system where many of the rele-
vant actors are by definition partial, such astwali parties. Quality of government

does, of course, imply that laws regulating acéass political decision-making are-

nas, such as electoral laws, are impartially agplie

Norris (2012) criticises the definition of qualibf government as impatrtiality on
the basis that it elevates an important principlé,only one such principle, as the de-
fining feature. In her work on the implications @émocracy and administration on
well-being, Norris uses the notion of governanceMich she primarily refers to state
capacity, or the extent to whicheggime authorities can achieve their goals and per-
form functions essential for collective well-béifigorris 2012, 44, original emphasis).
Rothstein (2011; 2014), however, argues that itima terms, impartiality implies
meritocratic recruitment (see also Dahlstrétral. 2012) and hence is conducive to a
competent and efficient state administration. h eéso be argued that impartial im-
plementation presupposes sufficient autonomy frofitipal pressures (see Fukuyama
2014). Hence, it is difficult to see a fundamemtahtradiction between these concep-
tions of what defines a high-quality government.

Quality of government is related to the prevailimgms in the exercise of govern-
ment authority. An important feature in contempgrauality of government literature
is the distinction between systemic and non-systeaspects. That is, non-systemic
deviations from the norm of impartiality are jubit: deviations or exceptions. This
implies that the norm of impatrtiality is the presat rule that is expected to be general-
ly respected. It may be the case, however, thantiie is not even expected to be
respected and hence deviations are systemic.

For example, research on corruption or the abf@igeildic power for private gain
was long dominated by the notion that the phenomean be analysed using the tools
of agency theory (for a more thorough discussiopalitical applications of that theo-
ry, see Besley 2006). In this view, corruption baby follows from a conflict of inter-
est and information asymmetry between two typesctdrs, principals and agents. The
basic setting in agency theory is such that a pai@mpowers an agent to act on her
behalf, the problem being that the agent may haterdsts of his own that deviate
from those of the principal while the principal canh fully monitor what the agent
does. When it comes to corruption, principals tratoften conceptualised as embodi-
ments of public interest, such as voters or elempdesentatives, cannot fully monitor
their agents, the public officials, while the latpmssess information that their princi-
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pals do not. Moreover, the agents are assumed apbertunistic and use the public
resources at their disposal for their own benetier than that of the society if an op-
portunity opens. If corruption is a problem, it daa tackled by improved monitoring
and more suitable schemes of rewards and sanctions.

Perssoret al. (2012) see systemic corruption as a collectivamagiroblem rather
than a principal-agent problem. The nature of tteblem follows from the fact that as
people expect that others are engaged in corryptiey realise that refusing to ‘play
along’ would only leave them worse off as othersilddoenefit at their cost. There-
fore, there is no principal assumed by agency-#tenapproaches and hence no actor
that could be trusted to enforce the rules andtgarscincluded in anti-corruption
schemes.

The view of corruption as an agency problem is atdated to another theme rele-
vant to the present study, the size of the puldies. According to an influential ar-
gument, large public sectors are conducive of @iion because they create more
opportunities for officials to extract resources foeir own benefit (e.g. Alesina and
Angeletos 2005; Goel and Nelson 1998). Howevercantemporary literature this
view has been questioned by pointing out that global scale, the least corrupt coun-
tries tend to have the largest public sectors.g8erand Rothstein (2015) argue that a
large public sector creates a sense of ownershim@itihe public and encourages peo-
ple to monitor their officials more carefully, whiceduces rather than creates possibil-
ities for misusing public resources.

Corruption is a major issue but not the only pmeanon ruled out by the quality of
government. For example, using the public sectaa asurce of patronage, like jobs
and housing, for the political supporters of ruleras counter to the notion of impar-
tiality. The same applies to racism and discrimorabn ethnic grounds. The impartial
implementation of electoral laws was already memibas one implication of high-
guality government. However, when this is not thee; clientelist practices such as
more or less open vote buying, whereby campaigratitums from firms expecting a
privileged status in public procurements may playoke (Gherghina and Volintiru
2017), can often thrive.

Although the number of ambitious programmes airaed@urbing corruption and
strengthening public bureaucracies is large, theicess rate has been somewhat un-
impressive. This is probably related to the facttthuch programmes have largely
drawn on agency-theoretic solution proposals and tlave not been able to address
systemic aspects of low-quality government. Howeseme countries do exhibit high
performance on almost any measure related to thkityjof government. For example,
in the annual rankings published by the anti-cdiomporganisation Transparency In-
ternational, the countries of North-Western Eurggstematically come to the top —
whereas many of the former communist countries erfit@al Europe and the Balkans
fall far behind.

Mungiu-Pippidi (2015) argues that government basmethe norm of universality is
actually an unnatural state of affairs as people lmnatural tendency to favour those
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of their own kind, i.e. to behave contrary to thieggriptions of impartial government.
Hence, it is impartial rather than partial governtrihat requires explanation.

Often the development of such institutions hagadtis far back in history. Ace-
moglu and Robinson (2013) argue that small diffeesnin countries’ institutional
structures in the distant past may develop intalsietvariations due to path-dependent
processes. In some cases, the switch from tradltiparticularist forms of administra-
tion to modern, impartial and meritocratic admiraion was, in turn, abrupt (e.g.
Rothstein and Teorell 2015; Teorell and Rothst@h5). Generally speaking, the order
in which democratisation and state building tookcel seems to matter. Clientelist
party systems and politicised administrations haften emerged in countries where
democratisation preceded the establishment of doprmantly meritocratic public
administration (Fukuyama 2014). In contrast, in ynafthose countries that are today
characterised by high-quality state institutiose public administration was already
there when the country democratised. In those ci@snadministrations often enjoyed
autonomy from political influences and they were a® likely to fall prey to attempts
to fill administrative offices on partisan ground$e origins of high-quality state insti-
tutions cannot be discussed here in detail. ltic@gfto conclude that the variation in
the quality of government is largely historicallgtdrmined and hence exogenous to
the politics of the day.

What Quality of Government Yields

One of the major consequences of impartial puldimiaistration is allegedly the fact
that it creates trust, which in turn has been reisggl as an important facilitator of
overcoming problems of collective action (Ostron®8p That is, in societies with
high-quality government, people more often perceivblic officials and other people
in general as trustworthy, compared to societiesre/tiavouritism in the use of gov-
ernment power is prevalent. Rothstein (2011; 2@tddies that people make inferences
based on the behaviour of public officials, thesiattions of other people with public
officials, and their own behaviour. That is, thei@ts of public officials provide in-
formation about the functioning of the society, goabple use that information when
forming expectations. If people perceive publicicifiis as partial and corrupt and
other people as participants in favouritist pragijchey have evidence that other peo-
ple, including public officials, are untrustworthiyeople may also be introspective in
the sense that if they themselves engage in caoruphd related phenomena, they can
infer that other people are likely to do so as widiknce, perceptions of partial gov-
ernment may create a low-trust equilibrium thahdsd to escape. Rothstein’s argu-
ment highlights the importance of government initins, rather than culture or civic
activity (cf. Putnam 1993; de Tocqueville 2006 [283840]) in creating generalised
trust and social capital.

In line with Rothstein’s claim that impartial gonenent institutions foster trust,
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Gronlund and Setéla (2012) conclude that perceptdpublic officials’ honesty tend
to increase people’s trust in public institutionse, parliaments and the legal system.
These effects are visible in cross-country datavels as in individual-level survey
data. Trust in institutions also tends to increafib social trust and satisfaction with
policy outputs. Moreover, Gronlund and Setald'siitsssupport the claim that the de-
mand for impartial public officials is virtually iwersal, rather than culturally bound.
According to a related argument, the lack of tthstt corruption breeds tends to de-
crease turnout in elections (Stockeraeal.2013).

In the literature, the quality of democracy ane tluality of government have often
been presented as rival explanations for policg@ues, policies related to different
aspects of development and welfare being oftenhenagenda (e.g. Hallerdat al.
2013; Holmberget al. 2009). Similarly, democratic responsiveness aralityuof gov-
ernment have been presented as alternative exjplasidor popular satisfaction with
democracy (Dahlberg and Holmberg 2014). HoweveMaking Democratic Govern-
ance WorkPippa Norris (2012) argues that the combinatiomigh-quality democracy
and high-quality government is most conducive toneenic growth, various aspects of
human well-being, such as health, and peace. Noatis such regimes ‘bureaucratic
democracies’ where people are able to influence shwthorities by democratic means,
on the one hand, and state capacity is high sdltbauthorities are capable of achiev-
ing their goals and performing functions that odile well-being requires, on the
other. Francis Fukuyama (2014) also sees politieaklopment as a three-dimensional
phenomenon, whereby quality of government neetie taccompanied by state capaci-
ty and democratic accountability.

Norris operates with regime-level concepts likatescapacity and liberal democra-
cy. How the quality of government is related to pgwicy consequences of variables
that pertain to the political actors and institaavithin the regime, such as parties,
parliaments or cabinets, has been the topic oflaively small number of works.
Hence, the amount of ‘received wisdom’ is at présglite modest. What the existing
literature points to, however, is that the quatifygovernment affects the extent to
which policy choices are driven by programmaticsiderations.

As for observational research using time-seriesesectional data, Bo Rothstein,
Marcus Samanni and Jan Teorell (2012) argue thmigthality of government is an
important qualifier for the so-called power res@utbeory of the welfare state. The
well-known theory states that where actors whorftise extensive social policies, e.g.
leftist parties and trade unions, have been stsingige role of the state in providing
social security has expanded most dramatically. él@n, Rothsteiret al. argue that
this has happened only in so far as institutionseHzeen of sufficiently high quality,
i.e. characterised by low levels of corruption, meeratic and autonomous public bu-
reaucracy and a strong rule of law. Where this timmdhas not been met, the actors
concerned with extensive welfare-state policiesshast been able to use the state as a
means to their ends and hence the connection betihe strength and the extensive-
ness of the welfare state has not materialised.dimilar vein, Carl Dahlstrom, Johan-
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nes Lindvall and Bo Rothstein (2013) argue thategoments are unwilling to allocate
funds to social policies giving considerable disoreto implementing officials if the
bureaucracy is characterised by corruption andlkadécompetence.

Works based on survey and experimental data pwitite same conclusion. Stefan
Svallfors (2013) argues, based on European Sodiale$ data, that the trust people
have in government institutions, conditions theiltimgness to entrust politicians with
the resources needed to attain the outcomes ppigikr. That is, trust affects whether
preferences for outcomes translate into supportpédicies. Specifically, those who
prefer the levelling of income differences are wil to support government policies
intended to tackle inequalities only if they trpsblic officials. Svallfors uses a subjec-
tive, survey-based measure of trust but showsittieatrelates with the quality of gov-
ernment indicator used in the later parts of thiskn(see Chapter 4). Alan M. Jacobs
and J. Scott Matthews (2017) provide experimentalemce for the claim that people
are more willing to give resources to officialsyhmerceive as trustworthy. In particu-
lar, results from an online survey show that reseaubjects’ willingness to pay for an
infrastructure project is affected by the ways imch the officials responsible for the
implementation of the project are described: ifcdipsions suggest that the officials
have incentives to renege on their promises, p&opidingness to pay decreases.

While state institutions have not had a centratelin the literature on fiscal policy
outcomes, it would be an exaggeration to claim thattheme has been entirely ne-
glected. In an extensive empirical analysis oflthekground factors of budget deficits,
Jaejoon Woo (2003) also considers the effects measure of the quality of govern-
ment institutions that takes into account differappects of institutional quality, in-
cluding corruption, rule of law and the risk thiaé tgovernment repudiates contracts or
expropriates property. Woo concludes that highstitutional quality is associated
with larger surpluses (or smaller deficits) and gans fiscally adverse consequences
of conflicts between socio-economic groups. HoweVéoo does not provide a sys-
tematic discussion on the reasons why institutiguallity should be expected to have
those kinds of beneficial effects, but does mensiome plausible reasons, such as the
efficiency of tax collection and spending monitgrithat accompanies high institution-
al quality.

In sum, based on theoretical and empirical wor& can conclude that the quality
of government affects the extent to which peoplistteach other and public institu-
tions, what kinds of strategies they expect to h#itable when dealing with other
people and actors of the public sphere, how theyeetxto be treated by the public
sector and how likely they are to expect that prognatic goals can be attained with
political action. Therefore, it appears importamtake the implementation phase of the
political process into account also when analy$iivegfiscal consequences of multipar-
ty government.
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Conclusion

The metaphor of the budgetary common-pool probleesgoack to influential neo-
classical models of distributive pork-barrel palitin American-style legislatures, alt-
hough the first uses of the concept as such cammtiacked with certainty. However,
the metaphor has become very popular and it has &geglied in analyses of a vast
array of policy outcomes in a variety of institutéd contexts.

The existing literature is primarily concerned wjiarty systems and electoral ac-
countability as well as with fiscal and procedungles. There has been a strong ten-
dency to assume that party politics is fundamengithilar everywhere. Accordingly,
there have been few attempts to introduce widdotiégl and societal contexts into
the analysis, except in the form of control vamasbthat enter regression models but
eventually remain undiscussed. Recent works dostigage interactions between fea-
tures of party systems and institutional arrangemediiowever, such analyses are still
centred on representative institutions and thesrgteverning their activities, as if those
institutions existed virtually apart from the sdgiand the wider institutional environ-
ment of the state.

The literature on the quality of government, imtifocusses on the implementation
side of the political system, i.e. the bureaucratarhinery of the state that is responsi-
ble for the implementation of laws and policies.ality of government can be defined
as the impartiality of public officials, but accord to a large body of evidence, its
consequences reach far beyond the implementationdofidual policies. Impartial,
high-quality state bureaucracies are associateu g levels of trust in the society,
attainment of development and well-being goals degly when combined with a
high quality of democracy) and programme-drivernitjpsl. It has to be noted that the
evidence on the latter aspect is still fairly liest However, it gives credence to the
claim put forward in the introductory chapter, tigtthat a high quality of government
may help avoid and solve budgetary common-poollprob by creating room for pro-
grammatic policymaking styles. Therefore, the dualf government should affect the
extent to which the conclusions derived from moddlpork-barrel politics travel to
budgetary politics in parliamentary systems.
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Chapter 3
The Notion of the Budgetary Commons

A common-pool problem logically presupposes a comimool resource that is either
exploited or otherwise taken care of insufficienfline notion of the budgetary com-
mon-pool problem is popular in the literature, desphe fact that the resource, the
common pool, around which the problem develops dwscely been defined. The
sensibility of the notion has thus not been chaated it faces the risk of standing on
feet of clay. The purpose of this chaptisrto delve deeper into the notion, beyond its
conventional uses as a shorthand way of makingtermeent about the background
factors of outcomes that are perceived as problenais pointed out that considering
the characteristics of the ‘fiscal commons’ helpsognise not only the limits of the
metaphor but also connections between political lamdgetary variables that have
scarcely received attention so far.

It can be argued that despite its popularity,rthion of the common-pool problem
has not been taken very seriously in the politerinomy literature on fiscal policy.
This conclusion is motivated by the fact that theyé and growing body of work on
the management of common-pool resources outsidspifiere of fiscal policy has sel-
dom been referred to. Against this backgrounds perhaps not surprising that fiscal
commons literature has stuck to ways of thinkinguilthe prospects of successful
common-pool resource management that have largain kiscredited as outdated in
research on natural and physical commons. Traditigpnthe standard view used to
emphasise the lack of well-defined ownership riginid the ensuing overexploitation
(see Gordon 1954; Scott 1955). The introductoryptdraalready alluded to more re-
cent work pointing to many ways in which commondp@sources can be and actually
are sustainably managed, even in the absence pényaights that are well-defined in
a standard economic sense (e.g. Ostrom 1990).

Given the meagre amount of communication betwheget veins of research, the
purpose of this chapter is to draw a closer conmedietween them. Ringa Raudla
(2010) has a somewhat similar emphasis as shevaskisfiscal commons literature
could learn from the work of Elinor Ostrom on salyiand avoiding common-pool
problems. Raudla’s article appears to be uniqueanit explicitly reflects on the les-
sons that can be learnt from the management ofiggdiysommons with respect to fis-
cal policy. The present chapter is intended to dempnt rather than challenge Raud-

! Parts of this chapter, especially in sections ‘@Gam-Pool Resources, Situations and Dilem-
mas,’ ‘Subtractability of the Common Pool of Taxnés,’ ‘Appropriators in the Budgetary
Commons’ and ‘Representative Management’ are difaswn an article originally published in
Homo Economicuéylisalo 2015).
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la’s article by focussing on the common-pool reseumot so much on the ways of
governing it.

The chapter first asks what a common-pool resoisrée the first place and what
could be its analogue in fiscal policymaking. Thisfollowed by distinguishing be-
tween common-pool resource situations and commaoh-Esource dilemmas; it is
also pointed out that while the distinction is edisé yet conceptually clear, telling
dilemmas and non-dilemmas apart in budgetary pslis not simple given the demo-
cratic principle of the legitimacy of opinion difiences. The chapter ends with a dis-
cussion on the implications of the aforementionggkeats for the interpretation of em-
pirical findings.

Common-Pool Resources, Situations and Dilemmas

Without a common-pool resource around which actiares taken, it hardly makes
sense to speak about common-pool problems. ‘Thigslgmowith many names’ or the
failure of mutually beneficial collaboration (Rotem 2013) may materialise in diverse
settings, such as collective action (Olson 197@),itois important to keep those set-
tings analytically distinct. A simple classificatimf goods that draws on two dimen-
sions is sufficient for the present purposes dwlps distinguish between common-
pool resources and other kinds of goods that maghbipects of competition, consump-
tion and joint management efforts. The dimensiagedabelledexclusionandsubtrac-
tability, to follow Ostromet al. (1994; see also Ostrom 2003). Exclusion refeithéo
ease with which actors can be prevented from uiagyood. Subtractability, in turn,
refers to the degree to which one unit used byamter decreases the amount available
to others. A familiar typology presented in Tablé & obtained by combining these
dimensions.

Table3. 1. A typology of good:

Exclusior
Eas) Difficult
Low Club (toll) Public goods
. good:
Subtractabilit
y High Private goods Common-pool
resource

Note: Modified from Ostrorret al (1994)

The four resource categories must be understoadieas types as most real-world
goods are located on continuums whose endpoint®eaied in the cells of the table.
For example, the ease with which actors can baidgd from using a given good may
vary with the available technology. However, th#éofwing characterisations can be
given to the different type®rivate goodexhibit high subtractability and easy or low-
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cost exclusion. Physical consumption goods sudio@s and clothing are typical ex-
amples, but many services also have these chasticrincluding many services
often provided by the public sector like healthecalub or toll goods are non-
subtractable but potential users can be easilyudrd. An example is a fenced park:
the access to the area can be controlled but s@tseenjoyment of the park does not
diminish others’ ability to enjoy it — provided ttthe park is not overly crowded.

Public goodsare non-excludable and non-subtractable, andein plurest form they
must be consumed in equal amounts by everyone thiecgood is provided. A given
amount of national defence is ‘consumed’ by eveeyiorthe territory of the country in
question and that amount remains the same regardigbe number of people in the
territory. Public goods are often provided by thubljz sector as the difficulty of creat-
ing markets for such goods means that private aobary have no incentives to provide
them, even if they were considered beneficial;dbnition of public goods does not,
however, depend on who provides them. Finalyymmon-pool resourcesre charac-
terised, first, by subtractability and, second,difficult, costly or at least non-trivial
exclusion. Fisheries and groundwater basins assick examples of such goods. The
amount of fish drawn by one fisherman or firm dases the amount available to oth-
ers, as does the amount of water pumped from andveater basin. Without any insti-
tutional and technological devices suitable forvprging potential users from extract-
ing units from such resources, they are open toenous actors. If no limits are placed
on the utilisation of a fishery or if those limis are not enforced, anyone can sail to
the fishery and start catching fish, and everyorw -at least everyone owning land
above a groundwater basin — can dig wells and ataituming groundwater.

The placement of a good in this typology does adidress the number of actors
actually using the good. According to Gardméral. (1990; see also Ostroet al.
1994), acommon-pool resource situatidras two characteristics. The first one is re-
source unit substractability or the condition thatinit of resource consumed by one
actor is not fully available to others. The seccohdracteristic is the presence of multi-
ple appropriators. That is, even if a resource v@etemmon-pool resource in the light
of the preceding typology, it might be used by aotor or by no-one; a common-pool
resource situation emerges only when two or mot@swcitilise the resource. Note that
the definition of the common-pool resource situatsays nothing about the desirabil-
ity of the outcomes reached by the appropriatarstead, acommon-pool resource
dilemmarequires that two additional conditions are mete@ the fact that outcomes
are sub-optimal and the other that alternativescarestitutionally feasible. In other
words, outcomes would be better if actors adoptfdrdnt strategies and at least one
set of such strategies were possible under exigtistgutional arrangements. Even if
an outcome was bad, objectively speaking, it cawdt be considered a dilemma if
other feasible alternatives were even worse ooibther outcome could be possibly
attained. This is essentially the generic definitid a social dilemma (Rothstein 2005),
which is combined to the definition of a generientonon-pool resource situation.

Another important set of distinctions pertainsthie issues that the appropriators
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have to overcome in order to manage the resoustaisably. Ostrom and colleagues
have repeatedly pointed out that instead of ‘tleehmon-pool problem, appropriators
face several kinds of problems (see also Raudl@,2B112—214) Appropriation prob-
lemsinclude decisions about the allocation of the mdtable flow of resource units as
well as appropriation externalities, where one rEstappropriation activities diminish
the yield available to others (Ostrahal. 1994, 10)Provision problemsin turn, ‘are
related to creating a resource, maintaining or owimg the production capabilities of
the resource, or avoiding the destruction of ausss (Ostromet al. 1994, 9), and
they can be further divided into demand- and supfilg provision problems. The
former are about devising appropriation activitiest alter the productive capacity of
the resource, the latter about contributing resssifor the provision or maintenance of
the resource.

In the realm of economic and fiscal policy, prémisproblems can be understood
as contributing resources to strengthening thebtese so that larger amounts of units
can be ‘harvested’ without endangering the sudhilibaof the tax base or, alterna-
tively, so that a harvest can remain the same w@dindhe potential yield increases.
These issues cover not only the incentives to almesources between productive and
purely distributive or non-productive uses (Raw2itd0, 214) but also the creation of
the tax base itself, as it does not exist beforast been defined. Provision problems of
this latter type can materialise, for example,ispdtes about the incidence of tax bur-
dens make the creation of an adequate tax basesgibpm

Subtractability of the Common Pool of Tax Funds

A distinction should hence be made between comnomh{@sources common-pool
resourcesituationsand common-pool resourakélemmas A fiscal common-pool re-
source can be thought of as (monetary) resourcats ate collected from various
sources and allocated to various purposes. Yli€045) proposes a general frame-
work for analysing budgetary common-pool resouitgations, whereby the produc-
tive capacity of the society is seen as analogoughat Ostronet al. (1994, 8) call the
common-pool resource facility that ‘creates theditions for the existence of resource
units,” where thestockof resource units is the tax base from whidtow of resource
units can be drawn by the appropriators or theigiaaints of the collective decision-
making process. The notions of collective decisiaking and appropriators are inter-
linked in ways that distinguish the budgetary comsfrom most physical commons,
this aspect being elaborated later in this chapter.

Collective decision making pertains to the ‘difficexclusion’ dimension, but the
subtractability dimension deserves some commentwedls especially as different
policy instruments affect economic activity and ¢tethe resource base of policymak-
ing in different ways. There are considerable soki®n the exact consequences of
diverse instruments and attempts to solve thermatrenade here. However, to high-
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light some opinion differences, neo-classical tiigkends to consider lump-sum taxa-

tion Pareto efficient in that it does not chandatiee prices determined by the market
mechanism. From Keynesian economics, in turn, dffien possible to derive the rec-

ommendation to redistribute income from the richh® poor because the latter have a
higher marginal propensity to consume — i.e. th@mysame a larger share of each euro
they receive — and thus redistribution increasgseggate demand and economic activi-
ty. There is also no unanimity on the risks asdediavith government debt: some

claim that it displaces private investments whitbeos do not see this as a serious
problem.

Government spending can be consumptive, purelistrdmitive or outright coun-
terproductive, on the on hand, or productive, om ather. Productive spending here
refers to policy investments whereby resourcesifgamt today are expected to bring
net benefits in the future (Jacobs 2011). In thiedacase, whether the subtractability
criterion is met depends on the temporal dimensioa considers. In the short run,
even productive spending decreases funds availalméher purposes, although in the
long term the opposite is true. Moreover, the dgdion between productive and non-
productive spending is not always clear when it €srto actual spending items, as
both aspects are often present. Consider a patythmarily draws support from blue-
collar workers and advocates public investment @ntstruction works. Such invest-
ments may be beneficial over the long term, bwy thay also bring additional income
to blue-collar workers and enhance the electordpmcts of the party.

Appropriators in the Budgetary Commons

Any common-pool resource situation presupposesipieilappropriators, and the ef-
fects that the number of appropriators has on palidcomes are central to the fiscal
commons literature. The actors or collective bodiestified as ‘appropriators’ have
varied from individuals to legislative committeazdacabinet parties, and even layers
of government. Their number has also been countedrious ways, i.e. in raw num-
bers or using some more sophisticated indicesdlsat take sizes or voting weights
into account. A more fundamental question, howeiganho counts as an appropriator
— capable of withdrawing resource units for themnands.

The classical tragedy of the commons, as deployddardin (1968), is a phenome-
non associated with unmanaged commons (Hardin 199Bastures to which any
herder can bring animals, a fishery that anyoneesguoit or an atmosphere to which
anyone can emit pollutants. In contrast, the caniins of parliamentary countries
typically state that decisions on the budget ardentsy the parliament on the basis of a
government proposal. Nominally, decision-making pove hence already centralised
into the hands of the parliament or, more exattlg,parliamentary majority. This is of
course an idealisation, but it points to an imparfeature of the fiscal commons: it is
obviously not an open-access resource, as the #ebse making decisions on its use
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is limited to those that have gained authorise@gsgcin a representative system, this
set is much smaller than the entire populations Tact, however, raises the question
about the groups and factions of the society thaetaccess ‘via' the representatives.

There are institutional arrangements for the mamagnt of physical commons that
require collective decisions to be made. Howevéignoit would be possible for the
appropriators to ignore the requirement and exploét resource unilaterally, albeit
subject to potential sanctions. In the budgetaimroons, such unilateral action is not
possible, assuming that outright kleptocracy amibge forms of corruption like large-
scale embezzlement of public property are ruled mstead, appropriation requires
coalition building as decisions must ultimatelydweepted by a legislative majority.

This is relevant in light of the ‘difficult exclimn’ criterion defining a common-
pool resource. At most, exclusion is difficult withspect to the members of a decisive
coalition, whereas access to the resource can tiecd&om others. Even within the
decisive coalition, individual members cannot ecttnaesources however they please.
The decision-making structure must be such that meesncan be treated ‘as if’ they
were appropriators, and this depends on the paeasnef the bargaining or voting
situations taking place within the structure. Thatthere must be a number of actors
capable of influencing the policy package adoptbbctively.

As the focus in this work is on multiparty polgjat ought to be justified why par-
ties, which in multiparty systems seldom can forecigsive majorities on their own,
can be counted as appropriators and why their numiagters. If votes on the policy
priorities of a set of minority parties were takame by one, each proposal would pre-
sumably be defeated if no agreements on mutuafipating each other’s proposals
are made. However, at the same time as the reqemteof collective management
makes decision making nominally centralised, iexdfan arena where bargaining and
vote trading can take place. The existence of sicarena does not necessarily imply
that each party is equally capable of affectingontes.

The norm of universalism in the sense that Weingaal. (1981) use the term can
be considered a special or an extreme case. Rhaallniversalism implies that each
geographical unit represented in the legislatureniitled to pork-barrel spending. In
the absence of such a norm, the position of a pargpalition building plausibly af-
fects the extent to which it can be consideredagpropriator’. Actors’ possibilities to
affect outcomes as members of coalitions have bgtmnsively analysed in coopera-
tive game theory and especially in the literatunepower indices (e.g. Felsenthal and
Machover 1998). In this literature, an actor’s povgebasically thought of in terms of
the actor’s ability to turn losing coalitions imbanning ones and vice versa: the more
often an actor is able to do this, the more therdtas power. The number of alterna-
tive measures of voting power is large and differapasures do not produce equiva-
lent results, but according to a recurring concnsill actors are generally not equally
powerful and power is not always proportional tes voting weights.

In short, the assumption underlying the ‘law af laccording to which each of the
n actors is equally capable of affecting policy ames, is only one possible pattern of
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joint decision making. How relevant an actor is a0 depend on the context, includ-
ing both formal and informal institutions, and d@rcvary over time. Parties may, of
course, also negotiate in a more issue- or progexaninen fashion, in which argu-
ments for specific choices rather than the barggistrengths matter for the negotia-
tion outcome. Hence, when assessing the fulfilneéihe criterion of multiple appro-
priators, and when estimating the consequenceseohimber of appropriators, these
aspects should be considered as well.

‘The Commons’ and Other Consequences of Joint ineciaking

One can also ask what the appropriators do in tidgdtary commons. Overconsump-
tion and underinvestment problems do not exhausptssible consequences of joint
decision making by multiple actors. It is usefulbidefly explicate the relationship of
what can be called common-pool effects and othexces that for the sake of brevity
are here labelled multi-actor effects. The clasatfon of multi-actor effects discussed
here is based on Franzese’s (2010) account to vehiahely recognised problem cate-
gory, anti-commons problems, is added. While d#iferes between multi-actor effects
are analytically clear, it is not always possildddll them apart in empirical research —
in fact, the distinction can also become blurreth&oretical constructions.

By common-pool effectd-ranzese (2010) refers to the kinds of collectieéon
problems that are familiar from the seminal Weingdsal. (1981) model: as decision
makers only consider a fraction of the cost assediavith policies benefitting their
target populations, the demand for such policiezeds the socially optimal level and
therefore the decision-making body is likely to rpesub-optimally large amounts of
resources on targeted policies. Drawing on Olstmesry of collective action (Olson
1971, 1982), Franzese argues that ‘large’ actaord te counteract this tendency as
they internalise a larger share of the costs.hbrtsas some actors are larger than 1/
they internalise a larger share than'tty of costs and therefore have stronger incen-
tives to curb the inefficiency of policy outcomes.

Another set of multi-actor effects that Franzaedentifies stems from the presence
and number ofreto playerqTsebelis 2002). Veto players are actors whoseeamns
needed for policy changes, and they may be eitisitutional or partisan. The basic
message of veto player theory is such that the mete players there are and the
stronger the disagreement between them is, thdikesg and the more gradual policy
changes are expected to be. Hence, whereas conwobrefiects pertain to policy
levels, veto player effects rather pertain to polihanges. Franzese argues that the
difference between the two also has consequencabdaounting of actors, as com-
mon-pool effects require size-weighted numbers \&td player effects require raw
numbers (i.e. all actors are weighted equally) sTaint will be returned to in Chapter
4 when discussing the operationalisation of the bemof decision makers.

Bargaining effectdollow from the fact that a policy or an outcomanconly be
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adopted if actors with different preferences agned. Franzese (2010) points out that
while there are numerous bargaining models (e.gorBand Ferejohn 1989; Rubin-
stein 1982) that differ in many important respetttsy all tend to point towards a gen-
eral conclusion. If actors’ ideal policies are pm®d as points in a policy space, the
bargaining outcome is a convex combination of thpemts, i.e. a point that lies
somewhere in the area demarcated by the idealspdihe weighted average of actors’
ideal points is one possible convex combinationenetthe weights represent actors’
bargaining strengths or the ability to draw thecoute towards their own ideal.

Anti-commons problenferm a category of phenomena associated with raattr
decision making that have gained very little aitemtwvhen it comes to fiscal policy.
As the name suggests, an anti-commons problemiisvarse of a classical common-
pool problem in which a resource is over-exploide to the joint effects of multiple
actors’ choices. An anti-commons problem, in castiramplies that a resource us-
der-utilised because of multiple actors having rigivith respect to the resource. As
with classical common-pool problems, the root cdigsein property rights that are ill-
defined in a standard economic sense. Whereaseapdoitation problems arguably
arise when exclusion is difficult or infeasible lmuhumber of actors have the right to
use the resource (Gordon 1954; Scott 1955), anthoans problems are potential
features of situations where a number of actord katlusion rights but no rights to
use the resource unilaterally. Consequently, ressuthat could have been put to bene-
ficial use remain idle.

The notion of the anti-commons was popularisedlighael A. Heller (1998) who
argued that property rights bundles peculiar tot-Sowiet systems led to under-
utilisation of productive assets. In Heller's vieanti-commons are characterised by
the ability of several actors to exclude each otrem using a resource (‘privileges of
exclusion’) while no-one has effective ‘privilegebuse’. Heller uses as an example
the myriad of kiosks that appeared in the streetsant of empty stores in Moscow
after the fall of the Soviet system as the owngrsifi real estates was fragmented
among diverse actors unable to agree on the ugbeiofproperty. The central feature
that anti-commons problems share with veto plajiercts is that the participation of
multiple actors can stall changes to the status Hoavever, anti-commons problems
differ from veto player effects in their inherenbrmatively problematic nature.
Whereas veto player effects may hinder benefigidl @amaging policy changes alike,
anti-commons problems are problems exactly becnesehinder the beneficial use of
resources. When it comes to budgetary choicesnglisshing between the two is not
entirely straightforward. For example, governmeangs/ not be able to finance socially
beneficial programmes because they are not albiaite the needed revenue as some
actor is withholding its consent, and consequergiources remain in less beneficial
uses.

Veto player effects, common-pool problems and-emthmons problems share a
host of features. However, whereas normative imafitiis are built into the definition
of commons and anti-commons problems, the sametitrue for veto player effects.
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They may prevent beneficial as well as damaginghgéa to the status quo. Confi-
dence in their ability to prevent bad outcome®ftected in the constitutions of several
countries, such as the United States and the Hafepaiblic of Germany, that require
the consent of several actors — not only legigatihajorities in the lower chamber of
the federal legislature but also upper chambedgréd states and the judiciary — for
far-reaching policy changes. The flip side is thetio player effects may also prevent
the abolition of outdated policies and adjustmerttanging circumstances.

Because of the different normative implicationglifferent multi-actor effects, it is
important to keep them analytically distinct. Howewkeeping some things analytical-
ly distinct does not necessarily imply that they t& neatly separated in specific ap-
plications. To anticipate the central argument bafter 6, the ability of parties in a
parliamentary system to exploit the tax base iateel to their ability to veto the for-
mation of coalitions needed to pass decisions ere#traction and distribution of tax-
able funds. Policy outcomes in such settings maydst explained by the ways in
which actors’ veto power translates into abilityappropriate units from a common
pool in a bargaining process. This is because theagement of the budgetary com-
mons is necessarily collective and the appropsatoust make explicit or implicit
deals about using the resource base, unless adecome appropriator is able to make
decisions unilaterally.

Representative Management

Most applications of the fiscal commons metapheramcerned with budgetary poli-
tics in legislatures and governments. When ththéscase, processes of representation
should be considered alongside the requiremenbltgative decisions. Factors stem-
ming from relationships between representatives thedrepresented can affect the
dynamics of bargaining between decision makers\aogl versa. Moreover, taking
representation into account is necessary in omledtress a normatively important
issue, that is, whether the preferences of theipobldistortions arising in the demo-
cratic chain of command are at the root of fisctiiadilties.

Representative processes are very complex astmgin chains of delegation and
accountability. Instead of a set of appropriatbeg tan be relatively easily demarcated
(such as the users of a groundwater basin), refsie politics involves voters (both
as individuals and as members of various orgaraseldunorganised groups), pressure
groups, political parties, bureaucracies, variogges of state as well as international
and supranational organisations that are intertvinecomplex webs of interaction.
The question is, then, which subset of actors shbal focussed on. This has conse-
guences not only for the derivation of empiricapbsheses but also for the interpreta-
tion of results from empirical analyses. An impattaspect of such interpretations
pertains to the success or failure of democraticgsses.

Depending on the specific formalisation of theisgt the root cause of problems
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can be either in citizens’ preferences as such tre distortionary effects that suppos-
edly democratic institutions have — relatively daninstitutions can thus either ampli-
fy or dampen the problematic consequences of bligivie pressures. For example,
take the chain of representation that is familfaparliamentary democracies. Voters
choose from a more or less wide array of polit@aties, and once seats in parliament
are allocated to parties, some subset of them fahmsgovernment that in practice
formulates most policies and is able to pass ip@sals by means of its parliamentary
majority. A common-pool problem of budgeting caisaribecause of two basic mech-
anisms.

One is compatible with the one presented by Bamth Rosenbluth (2006). In this
scenario, different groups of voters seek to kdejr representatives — the parties that
prioritise their ‘projects’ in order to gain elecab support — accountable for outcomes
on different policy dimensions so that no partyatkountable for the overall policy
package. In this setting, representative decisiakimg can only dampen distributive
pressures arising from the society, assuming tlntumber of parties is smaller than
that of societal interest groups. Electoral intitos that restrict the number of parties
can be seen as partial solutions to problems thnatrge at the level of the electorate.
This can be the case when the society can be rdigitied into groups with material
interests, as together they may want to use régg&imstitutions to ensure mutual re-
straint.

Another possible mechanism is based on distortidosg the way from people’s
preferences to policy outcomes. That is, voters tmayconcerned with achieving an
outcome that is socially optimal, or they may bemarily interested in non-
distributive, universalistic programmes. Howevdrmiay be impossible for them to
induce good outcomes from their representativesussrthe spending preferences of
the representatives differ from those of the vot€mnsequently, agency problems may
materialise (Besley 2006; Kiss 2009): informatioaynbe limited, the dynamics of
electoral competition may allow bad representatieeget elected (adverse selection)
or it may not be possible for voters to set cradétcountability schemes, making ex
post sanctioning ineffective (moral hazard). Howeas was alluded to in the previous
chapter, when discussing the consequences of fitigouin the public sector, people
may be alienated from politics to the extent thaytexpect little from their representa-
tives, which plausibly paves the way for the infloe of special interests. This notion
brings to the fore the fact that not all actorsmuch parties may be responsive exert
influence through elections. The distinction betwesystemic and non-systemic as-
pects of favouritism that was also made in the gutay chapter is a reminder of the
fact that the tools of agency theory may not béabie in all cases, including cases
where those with public power appear to make damssthat are at odds with the (pre-
sumed) interests of the public.

To summarise, it appears that the setting wittctithis work is concerned — fiscal
policymaking in parliamentary systems with multiplarties — conforms to the general
characteristics of common-pool resource situatidms, resource unit subtractability
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and multiple appropriators, although it was highlegl that the budgetary commons
has its special features. The subtractability ebuece units is, among other things, a
guestion of the time perspective one adopts as agetif the uses to which tax funds
are put. The number of appropriators, in turn, dug#snecessarily equal the number of
(government) parties as parties may be more orclgsable of affecting the collective-
ly adopted policy package. Moreover, the appropriaare connected to a host of other
actors, which makes it necessary to carefully tldbkut whetheelectoralaccounta-
bility brings problems about.

Resource unit subtractability and the presencmulfiple appropriators do not yet
constitute a common-pool resource dilemma, whido akquires that outcomes are
sub-optimal, even though better alternatives aasilide. Neither does sub-optimality
necessarily follow from the criteria of a commorspresource situation. What consti-
tutes an optimal or a sub-optimal outcome in theégetary commons is, however, far
from self-evident.

Questions of Optimality

Theoretical accounts of common-pool problems inkthdgetary sphere routinely op-
erate with concepts like optimality and efficienahereas empirical analyses intended
to test those accounts use data on observableymltputs like spending and deficits.
Consider the relationship between the number okguowent spending, for example.
Suppose that careful regression analysis showssgieatding increases with the num-
ber of parties in government. What should one db thie result? Data seldom ‘speaks
for itself’ as data is interrogated by constructargpirical models which, like theoreti-
cal models, are purpose-related simplificationgeaaflity and therefore not ‘true’ or
‘false’ (Clarke and Primo 2012). The results mustinterpreted somehow, and this is
done with the help of the theoretical constructimaerlying the empirical analysis. If
one starts with the assumption that budgetingaisidi to common-pool problems and
that those problems become more serious as theemuofitparties increases, one is
likely to interpret the positive regression cod#itt as a sign of an acute problem.

The question is whether the data actually supparts reasoning. It would be pos-
sible to construct a theoretical model with an tamh empirical implication concern-
ing the relationship between the number of pardied spending but very different
normative implications. For the sake of illustratia possible alternative model can be
sketched as follows (see also Ylisalo 2015, 348).3A8e starting point could be the
assumption that the government has an inhereneteydo underspend. That assump-
tion may appear out of place given the fact thamimdern democracies the ratio of
government spending to gross domestic product somaetexceeds 50 per cent. It is
not completely implausible, however, as Anthony Dew(1960) has argued. In
Downs'’s view, budgets tend to be too small becaesple are more sensitive to taxes
that interfere in their private incomes than theg # benefits that flow from tax-
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financed goods and programmes. Downs thus consideese that is opposite to the
logic of concentrated benefits and diffused cobtt underlie the by now familiar

models of fragmented fiscal policymaking. From thigtial assumption, one could

proceed by assuming that when a large number tiepararticipates in decision mak-
ing, responsibility for tax increases that publerqeives as undesirable is diffused,
which in turn allows the government to bring thevision of tax-financed goods and
programmes to the socially optimal level.

Another possible mechanism linking the numberartips to the level of spending
would draw on the representativeness of the palisgstem. When few parties are in
government, only a few legitimate interests areraggnted in the decision-making
tables and hence the level of spending remaindoiwcand normatively undesirable.
When more parties are in the ruling coalition, aydst number of interests are given
their due, which is reflected in a higher spendewg!.

These examples of imaginable theoretical constmetproducing identical empiri-
cal predictions about relationships between obd&devaariables show that one empiri-
cal phenomenon or regularity can be given diffeexglanations that, however, have
conflicting normative implications. Whether somethiought to be done about the
level of spending depends crucially on which me@ranis at play. Those starting
from the budgetary commons metaphor tend to intérihre relationship between the
number of parties and public spending, where suaadionship is discernible, as an
indication of inefficiency and sub-optimality.

Those working with other theoretical frameworksénarrived at conclusions that
are very different in the normative sense. Nish&iMujee (2013) analyses the effects
of party systems on human well-being, measurecimg of infant mortality, child
mortality and life expectancy. Mukherjee argued flyagtems with many parties, meas-
ured as the effective number of parliamentary esftiare both representative and
competitive. Therefore, multiple interests are mk&o account in political decision
making, and parties are encouraged to enact effipi@icies as well as to seek support
from several groups. According to Mukherjee’s elgpir results that are based on
time-series cross-sectional data from 68 demoasigstems with more parties are
associated with lower infant and child mortalityvesll as a somewhat higher life ex-
pectancy, although the evidence for the latterceéffenot as robust. Mukherjee’s view
of decision making in multi-party systems resonatéh the view that is common in
the political economy literature on fragmented dieci making, with small but appar-
ently consequential differences: ‘Multiparty systeare characterized by participation,
deliberation, consensus and compromise among gnajgoesenting diverse interests,
which leads to the formulation of comprehensivaqoes that incorporate the welfare
needs of multiple segments of the society, therebulting in welfare-enhancing out-
comes for the society as a whole’ (Mukherjee 2@IBl). Whereas the literature on

2 The effective number of parties here refers to lthakso-Taagepera (1979) index of party
system fractionalisation that takes into accountigs seat shares. See Chapter 4 for further
details.
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fragmented decision making assumes interest-bdsagaining among parties,
Mukherjee assumedeliberationthat implies argument-based reasoning whose aim is
to achieve a mutually acceptable decision (GutnzarthThompson 1996).

It might appear that the problem is about esthisigswhat the optimal policy com-
bination is in empirical terms and measuring whethew and to what extent actual
outcomes deviate from it. It is relatively straifgintvard to define the optimal policy in
a simple theoretical model, but it is much mordiclift to define it in a world where
values clash and the desirability of diverse gasalsstifiably disputed.

Democracy builds on the idea that legitimate apirdifferences exist and that pol-
icymaking is about competition between — and rettiation of — those differences.
People have different opinions on the proper ex¢érnthe public provision of goods
and services, on the desirable income distribwaioth on moral issues, to name only a
few issue categories. Highlighting the costs of esammoices does not solve the lack of
‘correct’ policies. For example, deadweight costs associated with taxation and in-
come transfers affect incentives to engage in prei activities. Hence, a stronger
involvement of the state in the redistribution otéme may suppress economic
growth. The loss of national income thus lost mightargued to be a reason not to mix
with the distribution of market income in the figsface; but it can also be seen as a
price that society pays for achieving an objectivim this case a more even income
distribution.

The notion of the budgetary common-pool problemnes with the risk of seeing
any influence of political factors on economic autes as a sign of a dilemma. In that
view, the economy is a self-regulating system #tlacates resources to their best uses
and politics can only negatively interfere withsthit is, however, well known that a
market economy does not generally produce optimiglomnes, as private markets tend
to underprovide public goods, overproduce negaiternalities and produce an unde-
sirable income distribution without some rectifyimgasures taken by the government.
How the government should do that is subject tohmaitical action and the govern-
ment is naturally not guaranteed to succeed. Homvéwoe little activity may imply as
much sub-optimality as too much activity.

Numbers that often enter empirical analyses ajnfranted decision making, such
as the ratio of government spending to the grossedtic product, measure inherently
political things. Some weight in assessing theroglity or sub-optimality of outcomes
must therefore also be given to collective willf@tion. This exercise is of course
notoriously complicated by the fact that a ‘colleetwill’ can seldom be recognised,
so that one can be sure it has not been forgetidgpecific method of aggregating
individual wills (e.g. Riker 1982).

In the light of these points, the sub-optimalitjtarion of the commons dilemma
seems to approach triviality as outcomes are, wlithikelihood, never optimal and
could always be improved in some way. The necdgsailective nature of the man-
agement of the budgetary commons even raises tbgihility of cyclical collective
preferences, whereby the appropriators end up demsg outcome better tharB, B
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better thanC, and agairC better tharA. If common-pool problems of budgeting are
insolvable in the sense that sub-optimality carende avoided, the usefulness of the
entire term, of which so much use has been madmnies questionable as it cannot
distinguish between any two states of affairs.

To make any use of the notion of the common-pesburce dilemma in budgetary
politics, it must be acknowledged that undisputemitimal outcomes are unattainable
simply due to the fact that the optimum cannot deniified. In theory, an outcome
could be optimal in the sense that resources atellited Pareto efficiently so that no-
one’s utility can be increased without decreasioigexone else’s utility. Still, there is
no guarantee that resources are distributed justiich follows from the fundamental
theorems of welfare economics (e.g. Feldman 198058). It could also be the case
that, for whatever reason, people do not considieh a distribution desirable. In so far
as one demands from democracy at least some régpoess to popular preferences,
the identification of optimal outcomes is quitedasible.

Probably the best one can do is to assess outdoonesnultiple angles, taking into
account the conditions in which they emerged. Fameple, in the light of what was
said above, an empirical association between thabau of parties in government and
spending increases does not as such constitutereadof a commondilemmain
budgeting. However, one can ask if the associasi@onnected to phenomena that are
known to be problematic, such as corruption; thisusd be accompanied by an as-
sessment of whether corruption is a plausible iigré in the process that brings the
effect about. While it is generally not possibledetermine anything like the ‘general
will’, one can still ask whether outcomes are ireliwith basic democratic ideals, such
as the responsiveness to some reasonable indafatoe programmatic orientation of
the electorate. Another relevant basic norm is btyne.e. whether policy outcomes
correspond to what representatives have said thejdvwdo in office.

Conclusion

The notion of the budgetary common-pool problemfien used but seldom subjected
to scrutiny. It has for the most part been used handy summary of an idea that ap-
pears simple: that the participation of severaligies makers in a process where re-
sources are distributed between private and puldéas, among societal groups and
between future and present generations is likelgad to overspending and undersav-
ing. This chapter has attempted to provide a mwoeotigh treatment of the metaphor
by borrowing from the literature on the managenmwnthysical and natural common-
pool resources. That literature, unlike the literaton the budgetary commons, has
long ago proceeded from treating any common-posburce situation as inherently
problematic. What that literature has pointed oubreover, is that the imposition of
‘blueprint solutions’ may make things even worse.

It is important to distinguish between common-poedource situations and com-
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mon-pool resource dilemmas. The former is charsetérby what is called resource
unit subtractability and the presence of multipprapriators. In the literature apply-
ing the notion of the budgetary common-pool problémere has been a more or less
implicit tendency to assume that sub-optimal outesrautomatically follow from the
two aforementioned characteristics, and that a compool resource situation is nec-
essarily also a dilemma. However, the existenadilefnmas should be demonstrated,
not assumed.

The failure to distinguish between problematic awwh-problematic instances of
common-pool resource management has led to pdtertasty interpretations of em-
pirical results. For example, if only political pas and groups of voters are included
in a theoretical construction, it is entirely pdésito argue that an empirical associa-
tion between the number of parties and spendingases marks movement towards
an optimal outcome, not away from it. Yet resultssdr generally been interpreted
through the lens of common-pool resource dilemmadch may have contributed to
unduly pessimistic views about the possibilitiesaétainable fiscal policies.

It may naturally be the case that the empiricabeaigtions between political and
fiscal variables are a manifestation of the kinfilgpmcesses that lead to the over-
exploitation of physical common-pool resourcedidht of the knowledge we current-
ly have, it is not possible to say with certaintigether this is so. Therefore, the rest of
this book focusses on identifying the circumstanoewhich variables related to the
number of parties vs. variables related to progratiumaspects of politics have ex-
planatory power. While optimal policy outcomes diféicult if not impossible to rec-
ognise, it will hopefully be possible to gain soomnception of the conditions in which
party politics is most likely to resemble the Haidh commons.
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Chapter 4
Analysing the Budgetary Commons

This chapter presents the operationalisations efthieoretical concepts used in this
work, alongside the sources of data and analytiethods. The operationalisation of
the key variables is discussed at greater length What usually has been the case in
the literature drawing on the notion of the budgetammons.

In particular, this pertains to variables relatedorogrammatic aspects of politics,
such as the programmatic ‘colour’ of the cabinetctBvariables are routinely included
in empirical analyses as controls, and operatieatiins have varied considerably.
Operationalisations are, however, seldom justifiedny length. This probably follows
from the fact that previous works generally havé Io@en concerned with potential
trade-offs between programmatic and non-prograntnstiles of policymaking, alt-
hough fiscal policy effects of party system fragtagion are more likely to be features
of environments in which programmatic linkagesweak. The programmatic orienta-
tion of the cabinet should therefore be seen aallggmportant an aspect to be meas-
ured as the number of ‘appropriators’. The quesisonot so much about finding an
indicator of the ‘true’ programmatic orientationtbie cabinet, but rather about identi-
fying the conditions in which an indicator basedwaimat parties say they will do in
office can be treated as an indicator of theiretqoositions, in the sense that they enact
policies in line with those positions.

The data used in this work covers a number of t@msover a relatively long peri-
od of time, which means that the same units arergbd over and over again. This
data structure is common in comparative politicadreomy, but it also poses some
analytical challenges that are normally not encenaut in the analysis of conventional
cross-sectional datasets. In practical terms, Whapens this year often depends on
what happened last year, and what happens indhistiyy is related to what happens in
other countries. Moreover, countries are diffefentcultural, historical and other rea-
sons that are not easy to observe, let alone dyaNtglecting these issues could lead
to seriously misleading conclusions.

Another set of analytical challenges stems froertature of many claims made in
this work. They often point to conditional relatships between variables, e.g. that the
effect of the number of cabinet parties on spendi@gends on the quality of govern-
ment. Therefore, interactions between variablest rhasinvestigated and the results
must be interpreted with care. Specifically, onedseto consider whether effects that
are visible in regression results tables are engilyi relevant at all, that is, whether
effects actually are discernible in existing cases.
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Operationalisations of Political Variables

All data used in this work is obtained from exigtsources that are freely open to any-
one. However, in many cases data had to be pratessthat the end product is a da-
taset with a number of variables that were preWoust available. The refinement
process especially pertained to political data Wwiscdescribed first, before turning to
fiscal, macroeconomic and socio-economic variables.

Counting Heads

In a work studying the consequences of multipadyegnment, a central variable is
naturally the number of parties. Counting the nunddeparties may appear straight-
forward at first, but on second thoughts two decisihave to be made before one
starts counting: which parties to count and whethetreat all parties in that group
equally. The first decision pertains to the sepafties that should be considered the
relevant appropriators or ‘herders’ in the budgetammons, i.e. whether one should
take into account all parties that exist, those theeive votes in elections, those that
gain parliamentary representation or those thairagevernment. The equal treatment
dimension refers to the fact that parties differewhit comes to the number of votes
they attract, the parliamentary seat shares thetralaand their importance in coalition
building, to name some asymmetries.

The countries included in the analysis apply séone of the parliamentary system
of government, although some countries like Fraalse have relatively strong presi-
dents® However, all share the fundamental norm of padiatarianism that the gov-
ernment may govern only as long as it retains thdidence of the parliament or, in
more precise terms, a parliamentary majority dag¢®€Rrpress its non-confidence in the
government. Although this norm and the very notibrparliamentarianism appear to
give primacy to the parliament of all organs otestéhe role of the cabinet is central in
such systems. Much of legislative activity revolagsund government proposals, and
governments usually have policy preparation mactdaet their disposal that parlia-
ments lack. This means that many of the policieallff accepted by parliamentary
majorities have been subject to negotiations, dddifion and bargaining among the
cabinet parties.

Accordingly, Bawn and Rosenbluth (2006) argue thatdegree of inefficiency that
arises in multi-party decision making depends anrthmber of parties taking part in
coalition formation, and the number of parties amli|ament is consequential only in so
far as it affects the number of parties that aetled to form a government. In line with
this emphasis on the partisan composition of thecaetive, the focus in this work is

3 The heads of some states are hereditary monarebgyanerally do not take part in the day-
to-day politics of their countries. The distinctibetween monarchies and republics is not con-
sidered relevant in the present context.
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also on the number of cabinet parties. Howeverijrtirtance of the partisan compo-
sition of the parliament must not be downplayethegi This will become clear later
when the discussion turns to parties’ bargaininvgrdages that depend on the distribu-
tion of voting weights amonall parties.

Next, it must be decided whether to use the nurobgarties as such, i.e. the un-
weighted ‘raw’ number, or whether some weightindhesne ought to be used.
Franzese’s (2010) classification of different kimofseffects of multi-party decision
making was referred to in the previous chapter.ofding to Franzese, the class of
effects under investigation affects the way in whilie number of parties ought to be
counted: when analysing common-pool effects, siegted numbers should be used,
whereas unweighted numbers should be used whensamplveto player effects.
Franzese builds this argument on Olson’'s (1971prthef collective action and
George Tsebelis’s (2002) theory of veto players.

According to Olson, the participation of ‘largeitars, i.e. actors that draw a lot of
benefit from the provision of a collective goodcifdates collective action and in-
creases the likelihood that the collective googdrsvided. In Franzese’s (2010) view,
large parties counteract the law of {YWeingastet al. 1981) because they internalise a
larger fraction of the cost simply because theie s6 larger than @/ In this sense,
large actors facilitate the avoidance of a collectbad, which should be taken into
account when counting the number of parties. Fismzberefore recommends using
the effective, size-weighted number instead ofrélve number.

Although pointing to a relevant difference betwées types of issues that are faced
in multi-party decision making, Franzese’'s argumgoes not take into account fea-
tures of collective action and joint decision makitat do not (entirely) go back to
actors’ sizes. If size-weighted numbers are uged,assumed that smaller actors have
a smaller impact on the outcome or that small gaixtract fewer resource units than
large actors. However, small actors may succedteatriding on the cost-restriction
efforts of large actors (see Olson and Zeckhau866)1so that while large actors are
concerned with limiting the cost burden, small extmay seek additional benefits as
large actors restrict the amount of resources #mnd. A size-weighted number of
parties does not fully capture the fact that smaltties may seek larger amounts of
spending relative to their sizes than larger actdigreover, as was highlighted in the
previous chapter, the ability of parties to appiaterfunds from the pool of tax funds
cannot entirely be divorced from their chancesde weto power (see also Chapter 6).
Hence, given that party sizes may have contragiatffiects on parties’ willingness
and ability to extract tax funds to their purpogbsye are grounds to use the raw num-
ber of parties as the primary operationalisatiothefnumber of appropriators.

Using the raw number of government parties alskemahe results easily compara-
ble not only to the Bawn and Rosenbluth (2006)stud also to Martin and Vanberg
(2013) and Béclet al. (2017). In the subsequent chapters,timber of government
partiesis the number of parties that Déring and Manowl@ddentify as cabinet par-
ties. In order to reduce repetition in the texte‘number of cabinet parties,’ ‘the num-
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ber of parties in government,’ ‘coalition size’ anghen context allows no risk of con-
fusion, simply ‘the number of parties’ are usedawymously.

When the number of government parties is founkdatee significant effects on fis-
cal policy outcomes, however, the robustness oféhalts is checked using the effec-
tive cabinet parties. The effective number of gartyFNP) or the Laakso-Taagepera
(1979) index is calculated on the basis of govemtrparties’ seat shares, that is,

ENP=———
?:151'2

wheren is the number of parties in government anis partyi’'s share of the seat total
of all government parties. The calculations areetlam seat shares in the lower cham-
ber of the parliament in case of bicameral parliatsieChecks using the effective
number of cabinet parties are not made when vativger is also included in the mod-
el, as accounting for parties’ voting weights ahdirt voting power simultaneously
could seriously restrict the interpretability obthesults (see Chapter 6 for a more ex-
tensive discussion on voting power).

Despite the importance of negotiations betweeregowent parties and the central
role of government proposals in legislative worlarlmaments may make non-
negligible changes to government proposals or legi®n their own initiative. There-
fore, the fragmentation of the parliamentary pastgtem is controlled for in most re-
gressions. The effective number of parties is dsethis purpose. Theffective num-
ber of parliamentary partiegs calculated using all parliamentary parties’rebaof all
parliamentary seats, and the calculations are basediata provided by Doring and
Manow (2016).

The data includes countries in which caretakeinedb have been in office at some
point. Such cabinets primarily look after the ewlay administration of the state and
lack the political mandate for significant policgforms. They therefore cannot be
treated in the same way as cabinets with a pdlitt@ndate. In the case of caretaker
cabinets, all cabinet-related variables are seeto: there are zero parties in govern-
ment, the effective number of government partiezei® and the programmatic centre
of masses (see below) is zero, which indicatesxantly centrist positionCaretaker
time, the fraction of the year a caretaker cabinet wasfice, is controlled for in most
regressions, except for a few models in Chaptéys/caretaker cabinets are often ap-
pointed during political crises, caretaker time atso be interpreted as an indicator of
exceptional political circumstancés.

The number of players is hence measured entineigrms of parties. Some authors
argue for using the number of spending ministera asasure of fragmentation and

4 Preliminary analyses suggested that an indicéttineonon-majority status of the cabinet be-
haves much likearetaker timewvhen it comes to regression results. Due to iteendirect link-
age to crisis periodgaretaker timewas included in the analyses instead of the nojotita
status.
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find that fragmentation thus operationalised i®easted spending increases and defi-
cits (Perotti and Kontopoulos 2002; Volkerink and Blaan 2001; Wehner 2010a).
Using this operationalisation as an explanatoryabde is not entirely unproblematic
since, as Perotti and Kontopoulos (2002) notes itsually not fixed and can be easily
changed within some boundaries. The number of spgmdinisters can therefore be
considered a part of the bargaining outcome, jlkstthe policy choices that number is
supposed to explain. Empirical connections betwkemumber of spending ministers
and fiscal policy outputs are hence not surprising,treating the former as a cause of
the latter is highly questionable.

Programmatic Orientations

Empirical analyses in the existing literature roaty contain an indicator of the pro-
grammatic outlook or orientation of the governméinis typically treated as a ‘control
variable’ whose effect is not considered that @rdand consequently is seldom dis-
cussed at any length. Some authors even negleconipletely (e.g. Elgie and
McMenamin 2008). This is somewhat peculiar givea thct that many ideological
debates and programmatic pledges pertain to ishaebave more or less direct budg-
etary consequences. The operationalisation of progratic features of politics de-
serves to be discussed at some length given tiva of@ade in the previous chapters
that common-pool-problem-like tendencies are air tegongest where programmes
have little weight.

Many different operationalisations have been ugethe literature, such as the
share of ministerial portfolios held by leftist pas (Harrinvirta and Mattila 2001), the
right-left position of the prime minister or theiehexecutive (Dahl 2014; Wehner
2010a) and the weighted mean of government partigist-left positions (Bawn and
Rosenbluth 2006). Moreover, the programmatic pmsitiof parties can be estimated,
i.e. given numerical values that indicate the locet of their ideal points in a policy
space, using different methods. One of them drawsxpert surveys. Country experts
are asked to indicate the positions of the paxdifetheir country on different policy
dimensions, typically including a general left-igfimension (e.g. Castles and Mair
1984; Huber and Inglehart 1995; Benoit and Lavdf620Party positions are then de-
fined as averages of the scores given by the exfeesponders may also be asked to
assign scores to parties in mass surveys (e.g. &uaiiye Study of Electoral Systems,
WWW.CSes.org), or positions can be estimated byysimg legislative voting (e.g. Hix
et al.2006). Yet another approach draws on the anatygsrty programmes and oth-
er text material that parties produce. The mosaleteffort in this vein of party posi-
tion estimation is the Comparative Manifesto Proj@udgeet al. 2001; Klingemann
et al.2006) whose database (manifestoproject.wzb.eleatnbment covers more than
50 countries over a period that, in many caseghesaback to the immediate post-
World War 1l era. Scores obtained using differeetimods tend to correlate but are not
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identical, so the choice between them may have itapbconsequences for the results
one reaches when analysing the policy consequefgesty positions.

In this work, scores obtained from the Comparakilenifesto Project (henceforth
CMP) are used. This is because the contents, iafttomvalue and credibility of pro-
grammatic statements are central to the theoretrgaiment. As parties’ scores are, for
the most part, based on their electoral programthey, provide a relatively straight-
forward operationalisation of the phenomenon doériesgt: what parties say they would
do in office. That is, what is needed is an indicatf what parties bring to the negotia-
tion table, and while expert surveys and other a@ggites produce useful data on party
positions, they do not as clearly differentiatewsssn what parties bring to and what
they take out of inter-party negotiations (Budgé@0

One can raise the legitimate concern that CMPescdo not necessarily reflect
‘true’ positions, as parties may tailor their megsdo election-specific opinion cli-
mates. This does not, however, undermine the usefslof CMP scores but rather
supports them in the present context. ‘True’ padgitions are less relevant in light of
the objectives of this work as the compatibilityaaftual policy outcomes and te&-
antestatements parties make about their aims andtg®are of primary importance.

CMP scores are based on counting quasi-senteneemglividual statements con-
tained in programmes) that contribute to specifiegpammatic outlooks, which fol-
lows from the fact that the approach draws on @iipgheory of party competition.
Standard spatial models of party competition, wlkashume that parties’ positions can
be presented as points in a policy space, are aftdermined by the observation that
parties do not so much take different stances aresasues, but instead take largely
similar stances but prioritise different issuesnét® in the view on which the CMP is
based, the programmatic outlook of a party is nanhsch determined by the stances it
takes but rather by the issues it emphasises.isnvtbw, parties do not want to go
against the prevailing majority opinion on an issaled their programmatic ‘colours’
are more readily visible in the issues they foaus o

The assignment of CMP scores starts by countirasiegentences in party pro-
grammes that fall into specific issue categories, @nphasis given on an issue is de-
fined as the ratio of quasi-sentences in that cayetp all quasi-sentences. Positions on
the right-left dimension are used in this work hessathat dimension is especially rele-
vant when it comes to the kinds of policy outptiattare of concern here, i.e. the vol-
ume of spending and revenue and the priority gtedsalancing the budget. The right-
left score included in the CMP data is composed atimber of categories that con-
tribute to either a ‘leftist’ or a ‘rightist’ origation. Mentions of economic orthodoxy
(including the reduction of budget deficits), fressterprise and the limitation of social
services, among others, are counted as rightishasgs. Quasi-sentences including
references to the regulation of capitalism, thea@spon of social services and con-
trolled economy and so forth are counted as ledtisphase® The right-left score of a

5 Right emphases are 1) military (positive), 2) fle®, human rights, 3) constitutionalism (pos-
itive), 4) effective authority, 5) free enterpri€),economic incentives, 7) protectionism (nega-
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party is obtained by subtracting the sum of lefphases from the sum of right empha-
ses, which yields a score ranging from —100 (the@eminimum) to 100 (theoretical
maximum) where larger numbers indicate more rigltientation.

CMP scores have the additional advantage thatthey over time, reflecting the
possibility that parties’ programmatic outlooks ap# constant. Scores are also compa-
rable across countries as scores are obtained adimiform methodology. While ex-
pert surveys may more accurately reflect partigsie® positions when parties in the
same system are compared to each other, compardsooss party systems may be
much more open to interpretation. For instancendé&ightist’ in Sweden may mean
quite different things than being ‘rightist’ in thénited Kingdom when it comes to
attitudes towards tax-funded higher education bola market programmes. As CMP
scores are not based on comparisons between partiessame system, they allow for
assessing parties’ locations not only relativehigrtcurrent competitors but also rela-
tive to parties in other party systems and at bffietimes.

As a rule, government parties in this work aragaesl their right-left scores from
the latest election preceding the installationhsd tabinet. There are some cases in
which that score is not available. This may refuwlin the fact that a party does not
win any parliamentary seats, in which case its mmogne is not coded by the CMP
team, but still participates in government. Howewas the weight of such parties
would be zero in any case when calculating the nramgatic barycentre of the cabi-
net, the lack of scores is inconsequential. Moogltitesome are cases where parties
splinter or merge during a parliamentary term guith&ers or merger parties enter the
cabinet. In those cases, the history of the splimtenerger was studied using the Polit-
ical Data Yearbook of the European Journal of RalitResearch and other sources to
determine whether some other party’s score couldiBly be used as an approxima-
tion of the position of the new party. When spliatdid not appear to follow primarily
from programmatic disputes, the score of the moglaety was used for the splinters.
In the case of mergers, the average of the scériae @onstituent parties was used, if
scores were available for more than one partyhdf twere not, the score of one party
was used. If no scores were available, mergergsaviere omitted. In cases where no
sensible approximation was available, the new partyarties were omitted from cal-
culations. In most cases, it was possible to cateud right-left score of a cabinet even
though some individual parties lacked scores 4sih deserves to be stressed that the
problem of lacking scores was relatively rare ia finst place and mostly pertained to
smaller parties that had little weight in determinthe cabinet’s position, which means
that the weighted averages used in the actual seglgo not depend crucially on the

tive), 8) economic orthodoxy, 9) social servicasitation, 10) national way of life (positive),
11) traditional morality (positive), 12) law andder and 13) social harmony. Left emphases are
1) decolonisation, 2) military (negative), 3) peageinternationalism (positive), 5) democracy,
6) regulate capitalism, 7) economic planning, &tgctionism (positive), 9) controlled econo-
my, 10) nationalisation, 11) social services (exgpam), 12) education (expansion) and 13)
labour groups (positive) (Budgg al 2001, 22).
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use of approximations. However, in some casesdity pystem changed considerably
so that scores could not be found even for the mpaities. When no sensible way of
assigning right-left scores to government parties fieasible, the country-years in
guestion were omitted completely. For example, Gyfdorefore 1997 had to be exclud-
ed from the analysis for this reason.

The programmatic position of the cabinist the weighted average of the right-left
positions of individual government parties, wheagties’ shares of the total number of
parliamentary seats held by the cabinet partiesised as weights. That is, what can
also be called the programmatic centre of massgis, obtained from

E "G
c= 7  Sipi
i=1

wheres{ is partyi’s share of the parliamentary seats of all goventrparties ang,;

is its right-left scorep; € [-100,100]. Again,s{ refers to the lower house if the par-
liament is bicameral. The centre of masses is d#drto convey the idea that larger
parties contribute more to the programmatic outlobkhe cabinet. It is also based on
parliamentary seat shares rather than shares dbteral portfolios. In empirical
terms, the two are strongly connected (Browne arahifin 1973; Browne and
Frendreis 1980; Baakt al 2009).

Given the construction of the programmatic cenfrénasses, a leftist orientation
should be favourable to the expansion of the pu#ictor, visible as increases in the
volume of spending and government revenue relatiibe size of the national econ-
omy. Conversely, a rightist orientation should léathe contraction of the public sec-
tor as well as greater efforts to decrease debasaid budget deficits. The conditional
form ‘should’ is intentional as it refers not ortly empirical predictions but also to
normative expectations: a government with a rightigrammatic outlook should
enact rightist policies as this is what it commaéel to the voters before elections, the
same naturally applying to leftist governments afi.w

One might ask why a size-weighted measure of progratic orientation is used
while a non-weighted measure of the number of gowent parties is used as the pri-
mary operationalisation of coalition size. Thiglige to the different normative impli-
cations of a relationship between the governmerogrammatic outlook and policy
outputs vis-a-vis those of a relationship betwemalition size and policies. Why this is
SO requires some explanation. When it comes toranogiatic pledges, it is normative-
ly justified that larger parties have a strongdecfon policy outputs than small par-
ties, because large parties fared better in elextids one of the goals of this work is
to assess decision making in different contexts mormative light, it is important that
the operationalisation of the programmatic origéatabf the cabinet captures this fea-

6 To avoid excessive repetition in the text, thegpammatic position, the programmatic centre
of masses, the programmatic outlook, the prograicnagientation, the right-left position and
the programmatic barycentre of the cabinet are gagadnymously.

62



ture. Coalition size, however, lacks that connectio the normatively desirable fea-
tures of representative government.

In Chapters 5 and 6, only the programmatic orterieof the cabinet is considered.
In Chapter 7, however, the position of thedian voteis introduced in order to assess
citizens’ influence on policy outputs. It desertese stressed that ‘voter’ here refers
to a voter in a parliamentary election, not a mandfeparliament. It is notoriously
difficult to define the ‘popular preference’ or &twill of the people’ as the outcome of
collective will formation is generally dependent thie method of aggregating individ-
ual preferences (Riker 1982). However, under aksassumptions, the position of the
median voter emerges not only as an empirical predof policy outputs but also as a
normative benchmark against which to assess oukacteally reached (Black 1948;
Downs 1957).

Assume that the policy space is unidimensional,that policy alternatives can be
arranged on a single left-right continuum. In tlese analysed here, the extreme left
end of the continuum can be interpreted as a mabyirtaage public sector and the
right end as a minimally small one. Similarly, thaedget deficit decreases from left to
right. Also assume that voters have ideal poiras ¢hn be expressed as placements on
the continuum, so that each voter has a singlegubpkeference and the utility a voter
draws decreases (quasi-)monotonically when moviithgieto the left or the right from
the ideal point. Now, if voters could make propesatbout the size of the public sector,
it could be shown that the position of the mediaterwould prevail, the median voter
being the voter who has as many voters on his otefieas on his or her right. The
policy alternative at that point of the continuuannot be beaten in a majority vote, so
its adoption has a democratic justification.

The position of the median votéd,, is here defined in terms of party programmes:
to simplify somewhat, the median voter’s positierttie position of the party the medi-
an voter supported. It is calculated as

50-C

M=L+
F

w

wherel is the lower end of the interval containing thedime, C is the cumulative vote
share up to the interval containing the medfaris the vote share in the interval not
containing the median ari#f is the width of the interval containing the med{#im
and Fording 1998).

7 Median voter positions were obtained using therifiestoR’ package in R.
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Quality of Government

The third central variable alongside the numbegafernment parties and the right-left
position of the cabinet is the quality of governmenis obviously difficult to obtain
‘hard’ data on the impartiality and effectivene$gh® public administration. By their
nature, acts of corruption and other deviationsnfimpartiality remain largely unob-
servable, and therefore reliable objective datdheir prevalence is unlikely to exist.
Some scholars have, however, attempted to collettuse such data. For example,
Goel and Nelson (1998) use data on criminal coiworistfor corruption on different
administrative levels in the United States. Howewsr Charron and Lapuente (2012,
118) point out, such measures may actually meabereffectiveness of the legal sys-
tem of a country; they hence assume that the statdinery contains at least a com-
ponent that functions both fairly and effectivef\nother set of indicators is based on
perceptions of corruption and other phenomenaaglad the quality of government,
especially on perceptions held by experts. Thie alsplies to the quality of govern-
ment measure used here.

The indicator used in this work stems from thesinational Country Risk Guide
(ICRG) produced by the PRS Group, a firm specidliseanalysing and quantifying
political and country risks potentially faced byéstors and other economic actors.
The political risk assessments are based on assasshy ICRG staff members (How-
ell 2012). ICRG data is widely used in the fieldg(eBack and Hadenius 2008; Norris
2012; Rothsteiret al.2012; Woo 2003). The specific variable used heed¢omposite
index obtained from the Quality of Government StaddTime-Series Dataset (Teorell
et al. 2015). It draws on three components that pertaitifferent aspects of the quali-
ty of government.

The first component measuregrruption or, more precisely, the extent to which a
country is free from corruption. In this connecti@orruption is understood in a rela-
tively wide sense as it refers not only to bribangd demands for special payments but
also to, for example, the prevalence of secretypamding, suspiciously close ties
between politics and business as well as patroaagenepotism. The second compo-
nent measurdaw and order This means, on the one hand, strength and irapgrtof
the legal system and, on the other, popular obeeevaf the law. The third component
of the indicator idureaucracy qualitylt ought to be borne in mind that the ICRG data
is intended to facilitate risk assessments andemprently considers low-risk environ-
ments better. Accordingly, high bureaucracy quaditgres reflect bureaucratic auton-
omy and independence from political superiors mathan responsiveness — high-
quality bureaucracy is in this view a ‘shock absorifHowell 2012, 7) that restricts
policy changes when governments change. Howevetpasll points out, in low-risk
environments the bureaucracy also has establishaditment and training mecha-
nisms. Moreover, as Fukuyama (2014, 511-519) nqtesjty of government presup-
poses a certain amount of autonomy from electedsidecmakers, so that the public
sector does not degenerate into a source of renpofiticians and their networks. The
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index is an average of these three scores, tramstbso that the values of the index
vary between 0 and 10. As Norris (2012, 50) ndtes,indicator distinguishes between
patronage-based administration, on the one hambrational and impartial Weberian

bureaucracy, on the other.

The index, as it is reported in the Quality of @mment Dataset, ranges from 0 to
1, larger values indicating a higher quality of gmyment. For the present purposes, the
index is simply multiplied by ten so that its thetical minimum and maximum values
are 0 and 10. This is done to facilitate the intetation of regression results: by trans-
forming the index this way, regression coefficiebézome larger and easier to inter-
pret, while statistical significance and the eféect all other variables naturally remain
unchanged.

Any quality of government indicator is imperfertcluding the one used here, and
therefore it is important to consider the feasibleernatives. Few exist, especially
when it is required that the indicator takes oweet variation into account. Another
widely used set of indicators is the Worldwide Gaonace Indicators (WGI) provided
by the World Bank (http://info.worldbank.org/govarrce/wgi/). The WGI consists of
six indicators that pertain to different aspectg@fernment and administration. How-
ever, the WGI are only available from 1996 onwamt] until the early 2000s the data
is biannual, i.e. every second year is missing ftbentime-series. Moreover, the over-
time comparability of the WGI is weakened by thetfthat they are based on rank-
orders rather than absolute measures, and orditalisl then transformed so that it is
normally distributed. The performance of a couritrya given year therefore depends
partially on the performance of other countrieghie same year, and therefore it is
difficult to assess what within-country changegavernance scores over time mean.
Empirical research has also made extensive uskeoCorruption Perceptions Index
(CPI) produced by Transparency International. Hawethat index only pertains to
one aspect of the quality of government and isefloee of limited use in the present
context. Moreover, the CPI is only available frone tmid-1990s onwards, and the
comparability of scores from different years isited (Rydlandet al. 2008). Given the
limitations in both the availability and the comghitity of the WGI and CPI, ICRG
data emerges as the best feasible alternative.

Dispersion of Bargaining Power

One aspect of multi-actor decision making that feagived very little attention in the

literature is the distribution of bargaining powir particular, the policy consequences
of the number of parties can be expected to beadeahen bargaining power is even-
ly distributed, whereas the concentration of poimghe hands of one party can make
the number of parties as such largely irrelevastthfe setting analysed in this work is
such that parties have to take majority votinghi@ parliament into account, the distri-
bution of bargaining power can be argued to benatfon of parties’ voting weights in
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the parliament. The distribution of bargaining poveehere measured using the stand-
ard deviation of the Shapley-Shubik indices of goweent parties. As the measure-
ment of power is the subject of a large vein @réiture, while applications to the sub-
ject matter of this work are few, a more thorougdtdssion is deferred to Chapter 6.

Changes during a Year

The fiscal, economic and societal data used iratfaysis is measured annually. Thus,
government spending, for example, is defined asdted amount of money that the
government spends during a calendar year, divigatidtotal gross domestic product
in that year. As the variables are measured invihig their values cannot change dur-
ing the year.

The values of the political variables often dorgduring the year, however. It is
highly uncommon that a government comes into offineJanuary ®L and resigns on
December 3%, the same applying to national parliaments. Howethe structure of
the data makes it necessary to assign only one alaach political variable per year.
In cases where the composition of the cabinet @mptrliament or the location of the
median voter changes during the year, weightedagesr of the respective variables
are used. Weights are the fractions of the yeacthesponding cabinet or parliament
was in office. Hence, each cabinet or parliameat thas in power during a year is
assumed to contribute to budgetary outcomes.

One could argue that one should use the valudaipiag to those cabinets and
parliaments that were in power when the budgetpeased. Such an approach would,
however, miss the possibility of supplementary migd@nd the fact that pieces of leg-
islation initiated or passed throughout the yeay hve budgetary implications.

Lagged Effects

As decisions on the budget of a given year aregflermost part made in the previous
year, all political variables are lagged by onery@&aat is, when the outcome variable
is the change of spendingtinfor example, the values of the political variabiet — 1
are used as explanatory variables. It is acknovdéddat this lag structure may not
always be optimal as some programmes started (dishbd) by one government may
not be easily changed (or re-started) by the nexegument even if it wanted to, in
which case the true lag may be longer. Unobservidrehces in the institutional
structures or political cultures of different cotes may also imply that lag structures
differ (Plumperet al. 2005). Given the absence of a generally agreed-upethod for
determining optimal lag structures, lagging theitmall variables by one year is here
considered a reasonable modelling choice, whielsis widely applied in the literature
(e.g. Bawn and Rosenbluth 2006; Martin and Vanl2§3). Moreover, as will be
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discussed later, the regression models are dyniantiee sense that the effect of any
variable is distributed across all subsequent ydais, however, true that even this
feature does not render the lag structure optimal.

Describing the Herders

Having defined the political variables used in tibsequent chapters, it is useful to
take a preliminary look at the variation in somehem across countries and over time.
Consider first the number of government partieg{fé 4.1). There are clear differ-
ences in the average number of parties in goverhb®wtween countries, but there are
also clear differences in the amount of variatiagthiw countries over time. To begin
with, some countries have been ruled by one-paatyinets throughout or almost
throughout the entire period. The United Kingdonofien presented as the archetypal
majoritarian democracy, and except for the twoypadalition that assumed office in
2010, the number of government parties has been\Makéa and Spain, in turn, show
no variation in their patterns of one-party ruleg€ce had a brief experience of coali-
tion government in 1989-1990, and at the end oftithe-series, a caretaker cabinet
was appointed.Luxembourg and Germany have had two-party coabtithroughout
the period’. In other countries, coalition sizes have varieche¥¢as coalition sizes
have been rather stable in Austria where reguiayleiparty cabinets were replaced by
regular two-party cabinets in the 1980s, the ldngieunstable Belgian and Italian coa-
litions have occasionally given way to caretakdsiets, which leads to highly uneven
plots. Other countries where relatively large catsrhave been the rule include Fin-
land, Latvia, Romania, Slovakia and Slovenia. Hmvenone of the countries exhibit
clear movement towards larger or smaller coalitiomer time, although it has to be
acknowledged that the number of cabinets in sons-@mmmunist countries is so
small that clear trends would be difficult to distanyway.

Another key variable is the right-left position thie cabinet, shown in Figure 4.2.
Variation over time appears to be larger with respe the programmatic orientation
of government parties than with respect to thember: the up-and-down movement
of the plots indicates that government parties witghtist programmes have been re-
placed by parties with leftist programmes and wieesa. The fluctuation of the pro-
grammatic orientation appears to be somewhat langére old member states than in
the new ones, although again differences in thgttenof the time-series make defini-
tive comparisons difficult.

8 The caretaker cabinet that took office in 201fesponsible for the fact that Greece is the only
country in the dataset whose average number ofrgomant parties over the period is slightly
smaller than one.

91t is not entirely self-evident whether German GBSU should be counted as one or two
parties. Here it is treated as one party sincerigdaind Manow (2016) and the CMP database
do not differentiate between CDU and CSU.
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Figure 4.1. The number of government parties inEbecountries from 1970 to 2012.

Since right-left scores pertain to programmesemdtof party families, the pro-
grammatic centre of masses may change even ifepactbnventionally considered
centre-leftist, for example, remain in power, andversely the centre of masses may
remain relatively stable even if the compositiontlu# cabinet changes. For example,
the right-left position of the Swedish cabinet dapah only slightly, from 22.43 to
23.79, in the mid-1990s when a coalition of bourggarties was replaced by a social
democratic single party cabinet. This case alsonglkfies the fact that the program-
matic outlook of the cabinet can move to the rigéen if parties commonly classified
as centre-right parties gave way to a centre-laftyp— the social democrats cam-
paigned on a programme with a heavy emphasis @mtialg the budget after a serious
economic crisis, which counts as a ‘rightist’ engiba

The final variable reviewed here is the qualitygovernment. Figure 4.3 points to
rather clear level differences across countriesalad to considerable over-time varia-
tion in some countries. The three Nordic countifeduded in the dataset alongside
Luxembourg and the Netherlands consistently shawy kiggh quality of government
scores. The scores have also been at high levelsgiout the period in some other
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Figure 4.2. The programmatic centre of masseseot#ébinet in the EU countries from 1970 to
2012.

Western European countries as well, such as Augkeéamany and the United King-
dom. Countries of Southern Europe and the post-ammsharea generally have lower
guality of government scores. In the post-commurisintries, the scores have in fact
tended to decrease over time, although in mogteshtthe scores have levelled after an
initial drop. The scores have ended up at espgd@l levels in Bulgaria and Roma-
nia, which have also shown no improvement over ti@ther ‘bad performers’ include
Italy, where the scores have dropped considerditdy the corruption and political
crises of the 1990s. A notable deterioration alsouged in France, although the
scores have improved more recently. Greece’s scosesconsiderably until the mid-
1990s, but after that the scores have returnee ¢totheir initial low levels.

Hence, there is variation in both fiscal policianmes (see Chapter 1) and in vari-
ables pertaining to cabinets and the quality of dte#e machinery with which they
operate. There is therefore at least a possiliitéy the latter can explain some of the
variation in the former. The meanings of the fispalicy variables reviewed in the
previous chapter — government spending and debere \guite self-evident. In the
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Figure 4.3. The quality of government in the EU mimies from 1984 to 2012.

following section, the definitions and sourceshaide variables are discussed in great-
er detail.

Fiscal Policy Variables

In this work, the focus is on politics at the lewélthe national state, and as was seen
above, the political variables pertain to natiocabinets, parliaments and electorates.
Providers of fiscal policy data, such as the OEEDrostat and the IMF, differentiate
between different levels of government, of whick tentral government corresponds
to the national level. Other levels are state gawiemts (where applicable), local gov-
ernments and social security funds. Together the lfevels form thegeneral govern-
mentsector.

One could argue that as national-level politicatiads used, hypotheses are appro-
priately tested using data pertaining to the céigtnpaernment (e.g. Blaist al. 2010).
However, the public sector is here equalled with general government (unless oth-
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erwise stated) because the central governmenpisatly able to influence the use of
resources on other levels due to its legislative raagulative powers. The central gov-
ernment may even deliberately impose obligationsther levels of government rather
than spend and tax unilaterally, with the intentadnmaking central government fi-
nances appear sounder, for example, or to avoidébfar unpopular policies. A more
benevolent government, in turn, may perceive tlesatai programmes are most effi-
ciently implemented on lower levels of governmemd ¢gherefore obligates them to do
so0. Neglecting the other levels might thus giveerdosisly distorted impression of the
budgetary consequences of government action. Ingeeliminary analyses of spend-
ing data suggested that where political variabfeectexpenditure, the effects tend to
be stronger with general government data than eath pertaining to the central gov-
ernment.

Spending

The primary measure of spending is the ratio ddltgeneral government outlays to
gross domestic product, expressed as a percentagd.spending includes all spend-
ing categories, such as transfers and the provisiggoods and services. Data is ob-
tained from the OECD Economic Outlook databaselfose countries that are OECD
members and from Eurostat for the rest, via Armimget al. (2015). The time series
go back to the 1960s or early 1970s for most ofoldeEU member states and to 1995
for the new member states. Pre-1990 data for Lurengbis unavailable in online
sources. Old editions of the OECD Economic Outldolprovide data, but a three-year
gap in the 1980s remains. Moreover, as the speridirels reported before the late
1980s are considerably higher than those in thg @800s (see Figure 1.1 in Chapter
1), it cannot be ruled out that the differenceus tb changes in accounting. Therefore,
Luxembourg before 1990 is excluded from the analyse

Total government spending is liable to some misustdndings. In particular, it is a
very imperfect measure of the ‘size of governmastit must not be interpreted as the
shareof government spending of total economic activiizis is what the commonly
used term ‘GDP share of government spending’ caitydaad to. GDP shares cannot
be spoken of in the case of total spending aspalhding components do not enter the
definition of the gross domestic product, and is thork every effort is made to avoid
this conceptual confusion by always referring tergpngrelative toGDP when total
spending is at stake. Total spending figures thpt@ach 50% of GDP or even exceed
it are often encountered, but this does not meantkie public sector is as large as or
larger than the private sector. Government consiomgxpenditure, in contrast, is part
of the definition of the gross domestic product @&nd more direct measure of the role
of the government in the economy. Key findings wahpect to total spending are also
tested using data on consumption expenditure tesaswhat affects the size of the
public sector in this more accurate sense. Datzoasumption expenditure is obtained
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from the Penn World Tables (Feenséitaal. 2015) and expressed as a percentdge
gross domestic product.

Three sub-categories of spending will also be idemned in Chapter 5 to assess
which component of spending, if any, is responsiblethe observed relationships
between political variables and spending. Thosepoorants may also point to the
specific mechanisms that produce those relatiosshine spending categories are
transfers and subsidigshe compensation of employeaadgross capital formation
Each of them is measured relative to the gross dtienproduct and expressed as a
percentage.

The spending variables enter the regressionsrasabnhanges when they are used
as dependent variables. That is, the dependerdblaris Aspending= spending —
spending-1. The lagged level variabpending. is then included in the set of regres-
sors to control for the costs of spending increageshe one hand, and the amount of
already satisfied spending demands, on the otkerqgction Control Variables).

Revenue

Government revenue is defined as the ratio of tgéaderal government receipts to
gross domestic product. It includes direct andrawtitaxes, fees collected from users
of government-provided services, and other recelpéda is obtained from the same
sources as spending data via Armingeon et al. (2Q1ike spending, revenue as an
outcome variable enters the regression equatioraiagal change, or the difference
between the levels aandt — 1. The lagged level variablevenue-; is included as an
explanatory variable for the same reasons as thgeth spending level is included
when the outcome variable is the change of spending

Debt and the Budget Balance

The budget balance and the related issue of sgvedsbt is probably the politically
most heated aspect of public finance in presentilayppean politics, and they are
covered by the fiscal rules laid down in the bastaties of the European Union. The
budget balance can be defined in a number of ways.

Von Hagen and Wolff (2006) argue that countriastampted to engage in statisti-
cal gimmickry with their official budget balancayfires as these are closely monitored
in the European Union. They point out that in a banof countries, cumulative deficit
figures diverge notably from the development ofgovnment debt, which should not be
the case. Therefore, the primary operationalisatioine budget balance is thanual
change in the level of debteasured relative to the gross domestic produsibt Bere
refers to gross general government debt and isnalstdrom the OECD and Eurostat
databases via Armingeon et al. (2015).

72



The change in the level of debt is a rather dttéagward indicator of the develop-
ment of the financial standing of the public sectmrt the most common definition
encountered in everyday media coverage isngtelending or borrowingf the gov-
ernment, measured as a ratio to GDP. Positive saltithe indicator refer to net lend-
ing or surplus, i.e. the government lends moretl@oactors than it borrows from
them, and negative values indicate net borrowingdedicit, whereby the government
borrows from others more than it lends. Regressisnlts obtained with government
net lending or borrowing as the dependent variabdereported in the following chap-
ters alongside those referring to the change oeigowent debt. The sources of both
variables are the same.

Two further operationalisations of the budget bedéaare also considered to check
the robustness of the results pertaining to theeafentioned operationalisations. The
primary balanceexcludes interest payments, which can be congideeecost of defi-
cits inherited from previous years, and in thatssebetter captures the effects of the
current government on the budget balance. Gytotically adjusted balances obtained
by excluding the effects of business cycle fludtret, and again this may give a more
accurate view of the consequences of governmeitigolas exogenous changes in the
macroeconomic environment are ruled out. The pgrbatance is again measured as a
ratio to GDP, whereas the cyclically adjusted be¢ais measured as a ratiogoten-
tial GDP, i.e. the level of output that the economyldquioduce at a constant inflation
rate. The sources of these variables are the OERdMic Outlook databases and the
European Commission’s AMECO database.

Fiscal Governance

As was pointed out in the preceding chapters,geléiterature investigating the conse-
guences of various forms of fiscal governance hasrged. This literature is especially
concerned with rules that set limits and targetdifzal policy aggregates and govern
the budgetary process. To control for the pos®filects of fiscal rules, most regres-
sion models contain an index that captures mulfigdéures of such rules. In Chapters
5 and 6, rules are treated as exogenous, but ipt&ha the potential endogeneity of
fiscal rules, and especially their relationshiphnihe quality of government, is ad-
dressed.

A fiscal rule can be defined as ‘a long-lastingnstoaint on fiscal policy through
numerical limits on budgetary aggregates’ (Bud#hal. 2012, 5). In other words, fis-
cal rules set limitations or restrictions on alltheabudgetary outcomes, but beyond
that, rules can vary considerably. Constraints partain to, for example, allowable
deficits or spending increases, and the legal lwidise rules can range from constitu-
tional provisions or international commitments tdormal inter-party agreements.
Their coverage can also range from the entire pgictor to one administrative level,
such as the central government.
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Fiscal rules, as the term is used here, thus impognerical limits on budgetary
aggregates. They ought to be kept analyticallyirdisfrom procedural rules governing
the budgetary process (e.g. Hallerbergl. 2009). Such rules govern the way in which
budgets are formulated, passed and implementedihmyddetermine how different
actors can affect the budget in different phaseth@fprocess. The weakness of such
rules gives a wide variety of actors several acpedsts to public funds and is often
labelled ‘procedural fragmentation’ (see ChapterFtpcedural rules fall outside the
scope of this work. Instead, a less conventionpt@gch to the fragmentation of the
decision-making process is taken in Chapter 6, evbtee dispersion d priori voting
power is brought into the analysis.

Fiscal governance has a prominent place on thedagef the European Union and
the Commission closely monitors fiscal policy ire tnember states. The Commission
also provides annual data on the fiscal rules efttember states (European Commis-
sion 2016). The data is based on surveys sentttonahadministrations. It was col-
lected for the first time in 2006, and since 2008veys have been conducted on an
annual basis. The Commission has constructed whedlls theFiscal Rule Index
which is time-variant, goes back to 1990 for altrent member states and measures
the stringency of numerical fiscal rules in platke Commission’s index{scal Rule
Index (EC)in the subsequent chapters) is primarily basecherstringency and legal
status of rules, but it draws on other featuresell such as the media visibility of the
rules.

The IMF also provides data on fiscal rules imiismber states. Based on IMF data,
it is possible to construct indices that draw omfal rules, their enforcement mecha-
nisms and legal statuses. To begin with, an indefisoal rules Fiscal Rule Index
(IMF) in the subsequent chapters) was composed of bingices that measure six
kinds of fiscal rules: expenditure rules, revenules, national balanced budget rules,
supranational balanced budget rules, national déés and supranational debt rules.
The construction of the index largely follows Sattateret al (2012), with the excep-
tion that supranational rules are here treatedlasypes of their own.

For the most part, the IMF data consists of binanyables indicating, first, wheth-
er a particular kind of rule was in force in a giwear and, second, whether that rule
had a particular feature — for example, whetherethveas an expenditure rule with a
formal enforcement mechanism. Some variables hawe ihan two possible values.
When this is the case, the variable in questionmeastaled so that its theoretical min-
imum and maximum values became 0 and 1. Specifjcallthe re-scaling, zero was
assigned to ‘non-applicable’ but otherwise theaaled values are strictly positive. A
sub-index, let us say an index pertaining to exjieralrules, was constructed as fol-
lows (numbers in brackets refer to the originalgenf variable values):

expenditure rule sub-index = formal enforcementedure (0-1) + coverage (0-2)
+ legal basis (0-5) + multi-year expenditure cgtirf0—1) + independent body sets
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budget assumptions (0-1) + independent body manitaplementation (0-1) +
transparency and accountability legislation (0-1)

This results in a sub-index ranging from 0 to e Bame calculation was repeated
for all six types of rules, and the sub-indicesevgtandardised so that their theoretical
minimum and maximum values became 0 and 5.Hibeal Rule Index (IMF)s simp-
ly the average of all six sub-indices. Ardex of national fiscal rulesvas created by
excluding the sub-indices pertaining to supranafionles, and the index was standard-
ised so that it can obtain values between zerofi@ed In both cases, larger values
indicate more stringent and encompassing rulestules that cover a larger share of
the entire government sector, have their basidgghdn-level legislation and are sup-
ported by multi-year ceilings, independent bodiesponsible for budget assumptions
and monitoring, and legislation that seeks to ensiie transparency of the budgetary
process and improve the accountability of decisi@mkers. Sub-indices that pertain to
expenditure, revenue, budget balance or debt dmuldsed as such, e.g. by using the
expenditure rule sub-index when the dependent haris spending. However, even
rules that do not directly pertain to a certainez$f public finance may nevertheless
influence it. For example, a budget balance rulg meen in the absence of an explicit
expenditure rule put downward pressure on spendlisgending is perceived to en-
danger the budget balance. Therefore, compositegadre used.

The IMF data goes back to 1985 and shows thateftturrent EU member states
only (then West) Germany and Luxembourg had fisakds in or before 1990. Both
the European Commission index and the IMF indices/ey a general movement to-
wards more stringent rules over time, variation agnoountries being considerable,
however. As for the timing and magnitude of changks indices differ somewhat.
They are therefore not equivalent and pose a w#fdehe IMF data covers a longer
time period but the Commission index is based @oraewhat more comprehensive
view of rules that goes beyond mere existence, legsis and enforcement mecha-
nisms. In the following chapters, the IMF indexttivacludes supranational rules is
used as the principal measure of rule stringencgréer to cover as many country-
years as possible, whereas the Commission’s irglesed in robustness checks. The
index of national rules is used as a dependenabiarin Chapter 7 when studying the
dependency of rules on quality of government.

Despite drawing on somewhat different aspectalgisy the indices based on IMF
data correlate quite strongly. Spearman’s rank rocderelation between Fiscal Rule
Index (IMF) and Fiscal Rule Index (EC) is 0.685< 0.001) and the correlation be-
tween the index of national fiscal rules and FisRale Index (EC) is 0.750p(<
0.001). Correlations of this magnitude suggest thatindices measure the same phe-
nomenon — the stringency of fiscal rules — and desupport their validity.

Most regressions also contain the dummy varidéastricht whose value is one
since 1992 or EU accession if that happened afi8R 1the year in which the Treaty
on European Union was signed. The Maastricht Treahtained the basic fiscal tar-
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gets that are still in force in a somewhat modifiedn, i.e. the requirement that con-
solidated government debt does not exceed 60% & &l that annual budget defi-
cits are at most 3% of GDP.

Control Variables

The fiscal policy variables described above aresadly functions of political factors
but are affected by a host of other developmentdssacietal features, which requires
controlling for a host of factors. Fluctuationstie macroeconomy or business cycles
are likely to affect fiscal policy for two reasor&rst, so-called automatic stabilisers
make public spending grow and revenue decrease thieeeconomic activity shrinks
during recessions and vice versa when the econsragaming, even when no policy
changes are made. That is, spending on unemploybexdfits and other forms of
social security increases when unemployment growisrecomes shrink (and decrease
when employment figures improve and incomes grahgreas tax revenue decreases,
given that the budget is not deliberately balanogdutting spending and increasing
taxes. Second, governments may deliberately sedtirtwlate the economy during
recessions with spending increases and tax cutsefidre, theannual change of real
GDP s controlled for°

The unemployment ratés also likely to affect budgetary policies asHhag levels
put upward pressure on government spending on Iseeturity and labour market
programmes. While unemployment is strongly conrebtethe business cycle, struc-
tural changes may lead to changes in unemployrhantare not accounted for by the
GDP growth rate, which makes it important to corfivo unemployment separately.

The existingevel of government debtausibly restricts the room for manoeuvre in
fiscal policy, especially in a context where inggianal commitments set its maximum
allowable level. Indebtedness also implies thdtaaes of tax revenue has to be spent on
interest. High levels of debt may discourage gowemmts from adopting new spending
but put pressure on them to balance the budget.

Real GDP change measures the change of value adtleinational economy that
is not due to changes in prices. However, chanféseoprice level oinflation may
have diverse fiscal policy consequences. It mayaaan ‘inflation tax’ that decreases
the real value of public debt and hence decreasbs skrvicing costs. Moreover, if
nominal tax rates remain unchanged despite inflatimvernment revenue may rise

10 This creates a potentially serious endogeneitplpro as fiscal policy is also likely to affect
the gross domestic product. To make sure thatuhstantive conclusions do not depend on the
inclusion of this potentially endogenous varialbie, robustness of key findings was checked by
substituting the real GDP growth rate in the Uniftdtes for the domestic growth rate. The
assumption is that the American growth rate reflgmneral developments in the global econ-
omy but is only negligibly affected by any of thendestic growth rates, let alone budgetary
choices, of individual European countries. It tulreut that the key results remained qualita-
tively unchanged after this substitution.
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without active policy changes. Although such kirlsmechanisms make it easier to
balance the budget, they may also create room &oeuvre in the public economy
and make spending increases more feasible. Howieflatjion may also make it more
difficult to maintain the level of government-finged programmes as nominal costs
rise, making the government sector shrink relativthe entire economy insofar as this
is the case. Therefore, inflation measured as tinga change of consumer prices is
controlled for.

Thelagged level of spendinig controlled for when the dependent variablehis t
change of spending, and analogouslyléiggied level of revente controlled for when
the change of revenue is thgplanandumAs for the spending side, this is because a
high level of existing spending implies that a &armmber of programmes are already
financed and consequently pressures to adopt nemdspy are weaker. When it comes
to revenue, a high level implies that the pricedagociated with already existing pro-
grammes is large and further revenue increaseschgtronger resistance. Tlagged
budget balancés included when the dependent variable is anatiperalisation of the
budget balance, the lagged variable being the sgemtionalisation. This is because
the balancing of budgets seldom happens quicklytdtk#s many years: hence past
deficits are likely to partially explain currentfabits although measures may have been
taken to balance the budget. It is acknowledgetithiinclusion of these theoretically
important variables may create some estimationlena (see below), although the
problems were not deemed too serious when weighaithst the risks associated with
omitting them.

How governments use money is affected by a myofafhctors. Therefore, some
words are needed to explain what is left out of rdgression models and why. The
relationship between th@pennes®f the economy and the size of the public secasr h
been extensively studied, although a settlementd®at two competing views has not
been decisively reached. On the one hand, opemnalsss the society vulnerable to
the fluctuations of the global economy, in whiclseghere is demand for a strong pub-
lic sector providing insurance against risks anespure for the expansion of the gov-
ernment sector (Rodrik 1998). On the other handegonents may face pressures to
decrease taxation and consequently the size opubdéic sector in response to tax
competition. A standard measure of openness isthe of the value of exports and
imports relative to GDP. Within-country short tefluctuations in trade openness are
likely to be largely captured by the change of ghess domestic product, so that eco-
nomic activity expands with international trade aodtracts with the world economy.
Therefore, to reduce risks of endogeneity and wullinearity problems, as well as to
save degrees of freedom, trade openness is notdettlin the regression equations
reported in the subsequent chapters, as GDP griswdliready included. Moreover,
preliminary tests suggested that economic operrabssome, albeit not robust, minus-
signed effects on changes in spending levels, dtihe effects of other, substantively
interesting variables do not appear to depend ernitiusion or exclusion of openness
it was considered best to exclude it.
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The dependency ratior the ratio of non-working-age population to wiagcage
population may also conceivably influence fiscaligovariables. In fact, the growth
of the dependency ratio is often considered ortbefjreatest individual threats to the
public economy. However, changes in the dependeaity tend to be very gradual
and are unlikely to be visible in year-to-year afes of the public finance aggregates.
Preliminary tests suggested that this is indeedtéise. Again, to save degrees of free-
dom as the number of regressors is already quie,lthe exclusion of the dependency
ratio was not considered to imply too large riskthwespect to the reliability of the
results.

The sources and exact definitions of all variablasluding the socio-economic,
macroeconomic and fiscal controls, are listed irAppendix to this chapter. Descrip-
tive statistics are also reported in the Appendix.

Regression in Time and Space

The data used in most estimations is in so-callmé-series cross-sectional (TSCS)
format. That is, a fairly limited number of unitd, is observed repeatedly over a rela-
tively long period of timeT. TSCS data is therefore a form of panel data. Hewes
panel data usually refers to data characteriseaallaygeN and smallT, e.g. large-scale
surveys that are sent to the same respondents ainfies, the term TSCS is useful to
highlight the difference. Moreover, the units of 0% data are usually fixed, not sam-
pled, which is the case in archetypal panel datthé present context, the units are the
28 countries that at the time of writing are merslarthe European Union.

As the dataset covers countries with very diffetastories, it is hardly surprising
that the dataset is unbalanced, i.e. the lengthndfspecific time-series varies. The
cross-sectional character of the dataset becomes pnevalent over time as data on an
increasing number of countries becomes available.

TSCS Analysis: Some Basic Issues

Differences between TSCS data and ‘ordinary’ paia¢h are reflected in the methods
often used in the analyses of such datasets. Fthrod® used for TSCS analysis, as-
ymptotics are inT rather tharN, whereas the reverse is true for panel data proper.
There is no clear-cut minimum for the number of eskaations per unit for TSCS
methods to be applicable, but it has to be largeigh for averaging over time to make
sense. Beck (2001) mentiofis> 10 as a rule of thumb for the minimum number of
observations per unit, which is a criterion sagidfby the country-specific time-series
in the present work.

With respect to TSCS and panel data alike, thtopmpical equation is of type
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Vit = BXit + €ir

wherey is the dependent variabbejs a vector of independent variableds the error
term and subscriptsandt denote unit and time, respectively. Typical cogtdions of
TSCS data are panel heteroscedasticity and thempatraneous and serial correlation
of errors (Kittel 1999). Panel heteroscedasticityans that the distribution of errors
differs across units, whereas contemporaneouslatiore implies that errors correlate
across units within time periods. When errors amgally correlated, they correlate
with the errors in the preceding and subsequenogeger Together these issues imply
that ordinary least squares (OLS) estimates coupitdOLS standard errors may not
be suitable for analysing TSCS data.

OLS estimates of the regression coefficients ranmaibiased even in the face of
contemporaneous correlation and panel heteroségtia@Beck and Katz 1995; 1996).
However, OLS standard errors that assume that &rors are independent of each
other increase the likelihood of a Type | erroe, erroneously identifying an effect
where no effect in reality exists. Panel correcd&hdard errors introduced by Beck
and Katz in their influential 1995 article addresmel heteroscedasticity and contem-
poraneous correlation and hence decrease thefribkpe | error. Accordingly, Beck
and Katz recommend using OLS to estimate the rsigresoefficients combined with
panel corrected standard errors. Serial correlatimwever, needs to be addressed
separately, such as by including the lagged depenadgiable in the regression model.

Most of the regression models estimated in théoviehg chapters contain the
lagged dependent variable as an explanatory vatialthough in models with spend-
ing or revenue the lagged variable is in the |éoeh while the dependent variable is a
first difference. The lagged dependent variableesetwo purposes, one of them per-
taining to the substance of the political procesiaid modelled, the other primarily to
properties of the statistical model. First, theugabf the dependent variabletat 1
plausibly affects political choices &for reasons explicated earlier in this chaptec- Se
ond, the lagged dependent variable serves as ectiomn to serial correlation. Prelimi-
nary Breusch-Godfrey/Wooldrgidge tests for ser@irelation in panel modéfssug-
gested that serial correlation indeed cannot bedrolt in models without the lagged
dependent variable, whereas serial correlationdcbelsafely rejected when that varia-
ble was included. This pertained also to modelsrevtizge dependent variable appears
in the first difference form and the lagged varéainl the level form.

In addition to serial correlation, the temporahdnsion of TSCS data is associated
with non-stationarity. In other words, the propestiof time-series may change over
time, which in turn creates a risk of spurious etation if both dependent variable and
at least one independent variable are non-statioisgurious correlation implies that
variables are strongly related although there icaasal relationship between them,

1 The tests were conducted using funciitigtestin package ‘plm’ in R, with lag order of one
period. Wooldridge's tests for serial correlationfixed effects panels produced substantively
similar results. These tests were conducted witistfan pwartestin package ‘plm’ in R.
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which may cause serious errors in the interpretatid empirical results. Non-
stationarity, however, does not appear to be al@mobn the present data. Cross-
sectionally augmented Im-Pesaran-Shin tests for naaits? suggest that spending,
revenue and debt show non-stationarity when coresides level variables; in practical
terms, they all tend to increase over time (see Bigures 1.1 and 1.2 in Chapter 1).
However, when it comes to first differences, theuagption of non-stationarity can be
rejected.

Most of the models also contain fixed effects ascalled within-unit transfor-
mation is used. In other words, variable valuegrtite analysis as differences from
their unit mean in order to account for unobserveut-specific effects. This implies
that estimations only draw on variation within snibhot between them. The elimina-
tion of between-unit information increases the o$la Type Il error, or failing to iden-
tify an effect where one exists. In this sense,within-unit transformation also con-
tributes to more conservative testing as effectaatdecome as easily visible. Includ-
ing the lagged dependent variable in models coinigifixed unit effects (or some
other constant term) is sometimes considered prwile because of so-called Hur-
wicz bias which means that the estimates of anregitessive term are biased down-
ward. However, as Hurwicz bias is of ordef,lit becomes smaller as time series be-
come longer and therefore is not a serious probtetypical TSCS analysis (Beck
2001). Some models in Chapter 7 use so-called leetwnit estimators instead of the
within-unit transformation. That is, when the r@aship between the quality of gov-
ernment and fiscal rules is analysed, regressigeswithin-country means of those
variables.

Achen (2001) argues that the inclusion of a lagdeeendent variable (e.9;¢—1)
in an equation with fixed unit effects can introduanother kind of bias. In particular,
the lagged dependent variable can suppress théicoemtf on the other independent
variables and thus downplay the estimated effesittive to true effects. However,
Keele and Kelly (2006) show, based on a series @it®l Carlo experiments, that OLS
with a lagged dependent variable performs welltindato a number of alternative
estimators (and OLS without a lagged dependentbk) as long as the dependent
variable is stationary and the model residualshatehighly auto-correlated. This is so
as long as the process being analysed is dynantiieisense that prior variable values
affect later values. In particular, according toekeand Kelly's results, the biasedness
of OLS estimates is relatively modest across a widge of conditions that corre-
spond to those often encountered in actual anabjdisne-series data, when it comes
to sample sizes and the degree of serial corralatidhe residuals. Moreover, in the
Monte Carlo simulations, the null hypothesis isoraously rejected in a very small
minority of cases. In contrast, Keele and Kellyra recommend dropping the lagged
dependent variable or using GLS estimators if tleegss is dynamic, as the biases in
the results thus obtained were larger than in tludgained by OLS with lagged de-

12 The tests were conducted using funciipstestin package ‘plm’ in R, with lag order of one
period and type ‘trend’.
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pendent variable (see also Beck and Katz 2011 Hxbe suppression of coefficients

is an issue, as Achen (2001) argues, this crediesagainst the theoretical claims put
forward in this work. Insofar as bias exists, thé@ence of effects that regression re-
sults provide is in this sense strengthened.

Another strategy of accounting for serial corielatwould be to use some feasible
generalised least squares (FGLS) based method, asithe popular Prais-Winsten
transformation. Beck (2001), however, does notmenend such methods since they
treat serial dynamics as a nuisance that needs étirhinated instead of treating it as a
feature of the process that deserves to be moddltedthis reason, OLS based meth-
ods are preferred in this work.

Modelling Dynamics
The inclusion of lagged variables makes it posdibletudy dynamics whereby varia-

ble values at some point in time affect their valleger on. Consider an archetypal
dynamic panel model, the lagged dependent var{abl¥’) model

k
Yit = +VYit-1t Z _ 1.3jxj,i,t t €t
J:

wherey;, is the value of the dependent variable in undt timet, a; is the unit-
specific intercept of unit, y is the autoregressive term or the coefficienttanlagged
dependent variableg; is one ofk independent variables a its regression coeffi-
cient, anck; , is the error term. In this kind of model, the pasiues of the independent
variables affect the dependent variable throughbat process, their effect being
transmitted through the lagged dependent variahtethe autoregressive term. This
can be seen by noting that at titne 1,

K
Yit+1 = X+ VYir + Z 1.8jxj,i,t+1 t €1 &
J:

k k
Yity1 =a+y (0‘ T VYie + Z 1ﬁjxj,i,t + 6i,t> + Z , 1ﬁjxj,i,tﬂ + €41
Jj= Jj=
and in the subsequent phases of the process

K
Yitr2 =+ VVits1 T Z 1.8jxj,i,t+2 T €iti2 &
J:

K k
Yitv2z2 =a+y (0‘ T VYie t+ Z 1ﬁjxj,i,t+1 + 6i,t+1> + Z , 1rBjxj,i,Hz t Ejty2 &
j= j=
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k k
Yitrz =a+y (a +y <a +VYie-1 + Z _ 1ﬁjxj,i,t + 6i,t> + Z ) Bj%j,it+1
Jj= J=

K
+ 6i,t+1> + Z 1,31'951',1',t+2 + €142
]=

and so on fot + 3, t + 4 etc. In a three-period case, rearranging yields

k k K
Yitrz =@ +ya+yia+ z 1.3jxj,i,t+2 + )/Z, 1.Bjxj,i,t+1 +v? Z 1.8jxj,i,t
j= j= j=

+V3Yito1 + €ipvn + V€41 + VELL

or equivalently
K K Lk ,
Yie =a; + Z Bixjie T Yz, 1ﬁjxj,i,t—1 +vy Z 1ﬁjxj,i,t—z + YV Vit t €
j=i j= j=

wherea; is the combined (unit specific) intercept asjdis the combined error term.
Insofar asy € (0,1), the coefficients on the right-hand side declisgtee number of
lags increases. Thus, the lagged dependent variaddie| is a distributed lag model,
where the current value of the dependent variabkefunction of current and past val-
ues of the independent variables whose effect erdépendent variable is distributed
over several periods, alongside the effect of tleesof the dependent variable at the
beginning of the process. Given that old decisioften impact today’s budgets, alt-
hough their legacy presumably becomes less noleeshtime passes, it seems im-
portant to have empirical models that accounthent.

As pointed out above, the dependent variable mumber of models measures
changes in policy levelar the difference between the policy levet ahdt —1. Never-
theless, the policy level &t 1 is included as a control variable. For exanpie exist-
ing level of spending is likely to affect new spamgincreases as a high level of
spending means that many projects are alreadydathron the one hand, and that the
marginal cost of new projects is probably highertle other. If these assumptions are
correct, a high existing level of spending shoulgmess spending increases or en-
courage budget cuts, in which case the expecteddighe lagged spending level is
negative.

In a model of this type, the dependent variabyg, which can also be written as
Yit — Yi¢—1. IS Obtained from

K
Ayis = a;i + Ayieq + Z , 1,3jxi,j,t + €
]=
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As in the previous case, the effect of the levelalde on the dependent variable is
distributed over time. In the case of three peridlds regression equation can be re-
written as

k k
Ayie = A +2y+yHDa+ ¥ +2y* +y)yes + Z 1ﬁjxi,j,t + VZ, 1ﬁjxi,j,t—1
j= j=

K
+ @ +v? Z 1.8jxi,j,t—2 +e+vee+ @ +rHe,
J:

This is messier than the corresponding elaboratidhe equation where the dependent
variable appeared in the level form. It can be sbewever, how the level variable
influences the outcome variable over the entireadyic process. As long &y > y?2,

the effects of the independent variableg dampen over time just as in the case of the
common LDV model. The model also allows the polieyel at the beginning of the
process (in this example at- 3) to affect the policy change at the end of thecpss
(i.e. Ay; ). How much of this ‘legacy’ is transferred to tberrent period, of course,
depends on the magnitudejaf The model therefore captures a dynamic procédiss, a
houghy now enters the regression equation in a more doatpt fashion than in the
case of the common LDV model.

Big Ifs: Analysing Conditional Effects

The preceding chapters repeatedly pointed to tip@itance of analysing the manage-
ment of the budgetary commons in its context. Imaaractical terms, this means that
a series of conditional hypotheses are tested. i$hisne by estimating multiplicative
interaction models. Such models have become conaspecially in comparative poli-
tics, where hypotheses often take a conditionabotext-bound form, and here it is in
order to briefly review the estimation and intetpt®mn of these kinds of models. The
following discussion is, for the most part, basedAiken and West (1991), Bramber
al. (2006), Braumoeller (2004) and Kam and Franz28@7).

The interpretation of models containing interactierms is not as straightforward
as that of additive models. The coefficients ofdbastituent terms of interaction terms
cannot be interpreted as ‘main’ effects as thdythel effect of that variable when the
value of the other constituent term is zero. Asstiméthe model to be estimated is

y=Lo+ Bix+ [2z+ P3xz + €

wherey is the outcome variablg, is a constant termy, andz are independent or ex-
planatory variables, the betas are regressionicimeffs ande is the error term — for
the ease of exposition, time and unit subscripgsaanitted in this section. Now; is
the effect of a one-unit changeinony whenz equals zero. This effect may or may
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not be relevant. For instancemay be a dichotomous (dummy) variable that in@isat
the presence or absence of a condition. Then itwdlybe relevant to know the effect
when the condition is absent. Howevermay also be a continuous variable whose
zero value does not occur in the data or is asdignéy to a handful of cases. To antic-
ipate the following chapter, assume thalenotes the number of cabinet parties and
is the quality of government. In that cage,is as such relatively uninformative as the
value of the quality of government score is styi¢tigher than zero in all cases in the
dataset. To see how the effectxabehaves on empirically relevant levelszofurther
analysis is required.

Assume that the main interest is on the effect tfiat is hypothesised to vary at
different levels ofz, which for the present purposes can be interprasea condition-
ing variable. This distinction exists on the leeélinterpretation but lacks basis in the
mathematics of estimation (Berey al. 2012), which will be illustrated shortly. One is
often concerned not only whether the magnitude satistical significance of the ef-
fect of x whenz = 0 but also with the effect on different levels »fin other words
with the marginal effect af conditional onz. The marginal effect is obtained by dif-
ferentiating the regression equation with respeet thich yields

dy
P p1+ B3z

In practice, in the case of a continuous conditigrvariable, the marginal effect is
calculated several times (e.g. 1,000 times) fixirat different levels ranging from the
lowest empirically relevant value to the higheatthe case of a dichotomous condi-
tioning variable, it naturally suffices to calcidahe marginal effect conditional on the
two values that can obtain. The most convenient way of reporthey results of this
analysis is to construct a marginal effect plotewehthe effect ok ony is plotted
againstz.1?®

When estimating the marginal effect, interestas usually restricted to its magni-
tude but lies in its statistical significance adlwgarticularly on the values of the con-
ditioning variable on which the marginal effecstatistically significant. The issue can
be easily addressed by including the boundarigheotonfidence interval in the mar-
ginal effect plot. The statistical significance tbe effect then requires that both the
lower and the upper boundaries of the confident=val are located either above or
below zero on the y-axis, the former case corredipgrto a plus-signed effect and the
latter to a minus-signed effect.

The choice of the confidence interval dependshenchosen level of statistical sig-
nificance. In the following chapterp,values smaller than 0.05 are considered statisti-
cally significant. In published works on fragmentigtal policymaking, it has been
common to use the loospr< 0.10 criterion (e.g. Backt al. 2017; Bawn and Rosen-

13 The marginal effect plots in this work were drawith R using package ‘compactr’ and code
modified from Rainey (2013).
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bluth 2006; de Haaet al.2013; Martin and Vanberg 2013; Perssbml. 2007). How-
ever, the more stringent criterion is applied heré&eep statistical testing more con-
servative, that is, to decrease the likelihood yel'| errors whereby the null hypothe-
sis is erroneously rejected.

Accordingly, the boundaries of the 95% confidemterval are included in the
marginal effect plots. The boundaries of the caaiitk intervals are obtained from

y
—+196-
where 1.96 approximates the critical value of thadistribution when the level of sig-

nificance is 0.05 and the degrees of freedom approdinity, andoay is the standard
ox

error of the marginal effect. The standard ermotuin, is

ag_y = Jvar(,b’l) + z?var(B3) + 2zcov(B,B3)

where the variances and covariances are obtainedtfre Beck-Katz (1995) variance-
covariance matrix because panel corrected stamileots are used.

What was said above about interactions and mdrgifexts was based on two-way
interactions where only one variable interacts aitiother variable. In the subsequent
chapters, more complex interactions are also aedlya Chapter 5, interaction models
of type

=00+ Bi1x+ L2z + 3w+ Byxw + fszw + €

are estimated. The substantive idea behind thi$ &ira model is such that the effects
of bothx andz depend on the value aef. Conversely, the effect of depends on the
values of bothx andz. No additional complications arise as far as tlaegimal effects

of x andz are concerned; differentiating the expression abwith respect ta or z
shows that their marginal effects %Iié= B1+ Baw and‘;—jz’ = B, + Bsw respectively,
just like in the case of one two-way interactiomeOnay also be interested in the mar-
ginal effect ofw, whose estimation is however somewhat more coatglicas it de-
pends on botl andz. Differentiating the expression above with respect yields

dy
%=ﬁ1 + Byx + sz

and the standard error is
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Ooy
ow

= Jvar(ﬁl) + x2var(B,) + z2var(Bs) + 2xcov(B,Bs) + 2zcov(B;1Bs) + xzcov(B,fs)

Again, visualisation greatly improves the inforioatvalue of the results. Kam and
Franzese’s (2007) advice is followed by plotting tharginal effect ofy as a function
of x (or z) on different levels of (or x). In practice, this means drawing two or more
marginal effect plots that are obtained by fiximg tsecond conditioning variable at
different pre-determined levels.

In Chapter 6, models containing three-way intéoast are also estimated. That is,
x, z andw all interact with each other:

Y=o+ Bix+ L2z + 3w+ Byxz + Lsxw + Bgzw + frxzw + €

The intuition is such that the effectxofis conditional orz but the interaction between
the two also depends on the valuewofFor example, the coefficient of the two-way
interaction term may be expected to become smadiehe value ofv increases. Now
the marginal effect of any variable is conditionalthe values of two other variables:

dy
v P1+ Baz + Bsw + Brzw

The standard error is obtained from

00y
ox

_ \jvar(ﬁl) + z2var(B,) + w?var(Bs) + z?w?var(B;) + 2zcov(B,B,) + 2wcov(B,Bs)

+2zwcov(ByB7) + 2zwcov(Byfs) + 2wz2cov(ByfB,) + 2w2zcov(BsfB7)

The effect ofy on x conditional onz or w, as well as the corresponding standard
error, is calculated analogously. The visualisaibmarginal effects proceeds as in the
case of one variable entering two two-way intemarsi the marginal effect of, for
instance, is plotted as a functionzobn different levels oiv, which yields two or more
marginal effect plots with their respective confide intervals.

Conclusion
This chapter has presented the data and methodsrudds work. How the theoretical
concepts relevant to this work should be operaligsw is often not straightforward;

for example, the number of parties can be measarselveral ways and political actors
can be assigned scores representing their programstances using a number of
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methods. Therefore, the alternatives were discusaddhe choices made were delib-
erated at quite considerable length.

A look on the patterns in the values of key vdgalwas also taken. The number of
government parties varies considerably across desriut also within countries, albe-
it in a few countries that number has remainedlstathe programmatic ‘centre of
masses’ of the cabinet moves has moved from lefighd in each country, but it de-
serves to be noted that within-country variatiorthie old member states has tended to
be larger. Finally, an examination of quality ofvgmnment scores largely confirmed
prevailing impressions of country differences: doi@s of North-Western Europe gen-
erally have higher scores, while the quality of ggovment tends to be considerably
lower in Mediterranean countries and in the posthtminist area. Some countries also
exhibit considerable over-time variation. Particlylén the post-communist area, there
seems to be no general movement towards impatéit# sstitutions, as some coun-
tries have experienced quite notable decreasé iquality of government.

The structure of the data, which can be descrdmdime-series cross-sectional,
poses challenges as well, since a host of comjaitathat ultimately boil down to the
violations of the classical assumptions of regmssinalysis — especially the assump-
tion of independent error terms — need to be adddedHowever, such data makes it
possible to model dynamics in a way that crossiamaitdata would not allow.

In the subsequent chapters, extensive attentigivés to conditional effects, whose
testing requires the estimation of interaction ni@da particular, such models make it
possible to assess in what kinds of political systelifferent variables, such as those
related to the number of parties or programmaiientations, affect fiscal outcomes.
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Appendix

Table A4.1. Variable definitions d data source

Definition and note Sourct

Political variables
Number of govern-
ment parties

Right-left

Quality of govern-
ment

Caretaker time
Effective number of

parliamentary parties

Effective number of
government parties

Dispersion of power

Fiscal governnce
Fiscal rule index
(IMF)

National fiscal rule
index

Fiscal rule index (EC)

Maastricht

Fiscal policy variable

Spending

Revenue

88

The number of parties Déring and Own calculations based on
Manow (2015) identify as cabinet par- D6ring and Manow (2016)

ties; weighted by the fraction of the year

the government was in offi

The weighted mean of government par-Own calculations based on
ties’ right-left scores; weighted by the Ddring and Manow (2016)

fraction of the year the government wasand the Comparative Man-
in office ifesto Project datas

A composite index of i) corruption, ii)  International Country Risk

law and order and iii) bureaucracy quali-Guide via Teorelkt al.

ty (2015
The fraction of a year a caretaebimet Own calculations based on
was in office Doéring and Manow (201

The Laakso-Taagepera index of party Own calculations based on
system fractionalisation in the parlia- D&ring and Manow (2016)
ment; weighted by the fraction of the
year the parliament was in off
The Laakso-Taagepera index of party Own calculations based on
system fractionalisation within the gov- Doéring and Manow (2016)
ernment coalition; weighted by the frac-
tion of the year the cabinet was in off

The standard deviation of cabpar- Own calculations based on
ties’ Shapley-Shubik indices of voting D&ring and Manow (2016)
power; weighted by the fraction of the
year the cabinet was in offi

Index of the strength of fiscal rules base®wn calculations based on

on IMF dati IMF (2016
Index of the strength of national fiscal Own calculations based on
rules based on IMF dz¢ IMF (2016

Index of the strength of muital fiscal European Commission
rules (2016

Dummy variable indicating that the
Maastricht Treaty is in force (for the
EU12) or that the country is an EU
member (for the rest of ttcountries

Total general government outlays, % oOECD and AMECO data-

GDP bases via Armingeon et al.
(2015
Total general government receipts, % ddECD and AMECO data-
GDP bases via Armingeon et al.
(2015



Debt

Net lending or bor-
rowing

Primary balance

Cyclically adjusted
balance

Government con-
sumption expenditu
Compensation of
employees

Transfers and subsi-
dies

Gross capital for-
matior

Gross general government debt (finan- OECD Economic Out-

cial liabilities), % of GDP look, IMF and Eurostat
via Armingeon et al.
(2015; variabledebt_his)

Government net lending (+) or borrow- OECD Economic Outlook

ing (-), % of GDP dataset and Eurostat via
Armingeon et al. (201

Government net borrowing or nedden OECD Economic Outlook

ing excluding interest payments on con-database; AMECO

solidated government liabilities, % of

GDP

Cyclically adjusted government net OECD Economic Outlook

lending (+) or borrowing (=), % of po- database, AMECO

tential GDF

Government consumption, % of GDP Penn World Tables
(Feenstreet al.2015

Compensation of employees, % of GDP  IMF Governrkémance
Databas

Subsidies and other transfers in current Own calculations based on

local currency units divided by GDP in  World Bank’s World

current local currency units, expressed d3evelopment Indicators

% of GDP

Gross capital formation, % of GDP Eurostat

Macroeconomic and soc-economic variable

Real GDP change

Unemployment

Inflation

Growth of real GDP, % change from OECD Economic Outlook
previous year database and AMECO via
Armingeon et al. (201!
Unemployment rate, % of civilian labouAMECO via Armingeon

force et al.(2015
Growth of harmonised consumer price OECD and AMECO via
index (CPI), all items, % change Armingeon et al. (2015)

from previous yes
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Table A4.2. Descriptive statistics: All 28 couns

Variable Mear Std. dev Min. Max.
Political variable

Number of government part 2.33¢ 1.28i 0.00( 8.35:
Right-left -1.77: 15.14¢ -47.95¢ 38.57¢
Quality of governmel 7.98i 1.57¢ 4.12( 10.00(
Caretaker tim 0.02( 0.10z2 0.00( 1.00c¢
Effective number of parliamentary par  3.83¢ 1.44¢ 1.72¢ 9.051
Effective number of government par 1.78¢ 0.86: 0.00(¢ 5.481
Dispersion of pow 0.08¢ 0.11¢( 0.00( 0.50(¢
Median voter positic -3.71 10.67¢ -38.187  34.58(
Fiscal governanc

Fiscal rule index (IMF 0.56: 0.71¢ 0.00(¢ 3.84¢
National fiscal rule inde 0.37¢ 0.65¢ 0.00( 3.73¢
Fiscal rule index (EC 0.04¢ 0.95¢ -1.01¢ 3.04¢
Fiscal policy variable

Spendin 45.50¢ 7.16¢ 27.53¢ 70.20°
A Spendin 0.211 2.45] -19.927 18.47:
Revenu 42.47. 6.98: 28.44: 61.50(
A Revenu 0.04¢ 1.25¢ -4.27: 6.38¢
Debt 55.59( 31.82¢ 4.30( 166.00°
A Deb 1.45z2 6.10¢ -45.31¢ 54.90:
Deficit -3.23¢ 3.96i -32.55¢ 7.12¢
Primary balanc -0.57( 3.48( -29.96( 7.82¢
Cyclically adjusted balan: -3.18( 3.48¢ -27.48: 7.28¢
Government consumption expendit 19.49: 5.23: 9.94¢ 41.93:
A Government consumption expendi 0.06( 1.08¢ -5.21: 5.10:
Compensation of employe 11.14° 2.62: 3.36( 18.11:
A Compensation of employe 0.00¢ 0.76: -7.80¢ 4.10¢
Transfers and subsid 22.29¢ 8.71( 5.181 86.01:
A Transfers and subsid 0.00¢ 2.66: -21.66" 20.31:
Gross capital formatic 3.77(C 1.09: 0.50( 7.30C
A Gross capital formatic 0.00z 0.58: -2.60( 3.40(
Macroeconomic and soc-economic variable

Real GDP chan¢ 2.731 3.13¢ -14.81¢ 11.73¢
Unemploymer 7.68( 4.28i 0.00(¢ 11.73¢
Inflation 7.46¢ 37.19( -4.48: 1058.37
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Table A4.3. Descriptive statistics: Old memberegaCyprus and Mal

Variable Mear Std. dev Min. Max.
Political variable

Number of government part 2.21: 1.30i 0.00( 8.35:
Right-left -3.32¢ 16.15¢ -47.95¢ 38.57¢
Quality of governmel 8.63: 1.19¢ 5.00(¢ 10.00(
Caretaker tim 0.02: 0.10¢ 0.00( 1.00c¢
Effective number oparliamentary partic ~ 3.70¢ 1.48 1.72¢ 9.051
Effective number of government par 1.72¢ 0.86¢ 0.00(¢ 5.481
Dispersion of pow 0.07: 0.10¢ 0.00( 0.50(¢
Median voter positic -5.181 10.97: -38.187  34.58(
Fiscal governanc

Fiscal rule index (IMF 0.58( 0.74% 0.00(¢ 3.84¢
National fiscal rule inde 0.381 0.67¢ 0.00( 3.73¢
Fiscal rule index (EC 0.03¢ 1.01¢€ -1.01¢ 3.04¢
Fiscal policy variable

Spendin 46.60¢ 7.25¢ 27.53¢ 70.20°
A Spendin 0.33¢ 2.24¢ -19.927 18.47:
Revenu 44.20¢ 7.20¢ 28.44: 61.50(
A Revenu 0.10¢ 1.117 -4.20( 3.81¢
Debt 61.86( 31.26: 4.63¢ 166.00°
A Deb 1.691 5.95¢ -17.47¢ 54.90:
Deficit -3.20: 4.22: -32.55¢ 7.12¢
Primary balanc 0.081 3.68¢ -29.96( 7.82¢
Cyclically adjusted balan: -3.11¢ 3.66¢ -27.48: 7.28¢
Governmenconsumption expenditu 17.39° 3.26¢ -9.94¢ 27.07¢
A Government consumption expendi 0.147 0.871 -2.74% 4.28¢
Compensation of employe 11.64: 2.42¢ 7.07¢ 18.11:
A Compensation of employe 0.02: 0.62¢ -3.32¢ 3.03¢
Transfers and subsid 22.42: 6.11¢ 5.181 38.24°
A Transfers and subsid -0.12¢ 2.71( -21.66" 15.63¢
Gross capital formatic 3.591 0.951 1.60( 6.50(
A Gross capital formatic -0.02¢ 0.43¢ -2.20( 1.20¢
Macroeconomic and soc-economic variable

Real GDP chan¢ 2.51¢ 2.62¢ -8.867 11.27:
Unemploymer 6.862 3.96¢ 0.00(¢ 24.80(
Inflation 5.352 5.081 -4.48: 31.01%
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Table A4.4. Descriptive statistics: P-communist member sta

Variable Mear Std. dev Min. Max.
Political variable

Number of government part 2.762 1.12( 0.467 8.00(
Right-left 3.61( 9.07¢ -14.72¢ 37.66!
Quality of governmel 6.27¢ 1.09: 4.12( 9.44¢
Caretaker tim 0.012 0.07¢ 0.00( 0.731
Effective number of parliamentary par  4.301 1.181 2.06¢ 7.60(
Effective number of government par 1.98: 0.81¢ 0.39¢ 4.50¢
Dispersion of pow 0.14¢ 0.12¢ 0.00( 0.50(¢
Median voter positic 1.27( 7.77: -12.54¢  29.37:
Fiscal governanc

Fiscal rule index (IMF 0.49¢ 0.61: 0.00(¢ 3.04(
National fiscal rule inde 0.36¢ 0.60( 0.00( 2.702
Fiscal rule index (EC 0.05¢ 0.83: -1.01¢ 2.47:
Fiscal policy variable

Spendin 41.72: 5.34% 30.50( 55.41¢
A Spendin -0.22: 3.061 -12.60( 13.80(
Revenu 38.25¢ 3.99: 29.40( 46.76¢
A Revenu -0.10(¢ 1.55¢ -4.27: 6.38¢
Debt 34.547 23.69: 4.30( 142.61¢
A Debr 0.63( 6.54¢ -45.31¢  37.34¢
Deficit -3.35: 2.94¢ -12.43¢ 2.93¢
Primary balanc -1.70¢ 2.74¢ -12.14: 7.30(
Cyclically adjusted balan: -3.39¢ 2.83¢ -13.14¢ 5.37(
Government consumption expendit 26.60¢ 4.40(C 16.61¢ 41.93:
A Government consumption expendi -0.24: 1.59¢ -5.21: 5.10:
Compensation of employe 9.961 2.701 3.36( 4.10¢
A Compensation of employe -0.02¢ 1.02¢ -7.80¢ 4.10¢
Transfers and subsid 22.06( 12.16¢ 7.45: 86.01:
A Transfers and subsid 0.24¢ 2.56¢ -8.90¢ 20.31:
Gross capital formatic 4.09: 1.24¢ 0.50( 7.30C
A Gross capital formatic 0.05: 0.781 -2.60( 3.40(
Macroeconomic and soc-economic variable

Real GDP chan¢ 3.47¢ 4.38¢ -14.81¢ 11.73¢
Unemploymer 10.51( 4.16: 4.10( 20.60(
Inflation 14.77: 77.69: -1.10( 1058.37
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Chapter 5
Why (and How) the Quality of Government Mattersha
Budgetary Commons

In the previous chapters, the role of state in#titis and how they affect people’s ex-
pectations, trust and incentives have repeatediy ladluded to. In Chapter 2, it was
pointed out that the literature on fragmented fipodicymaking has focussed on quan-
tifiable features of party systems, on the one hand on formal rules and procedural
norms, on the other. Although the emphasis in likedature is for the most part on
policymaking in national states, the notion of ¢h&te has seldom been evoked. This is
so despite the growing academic and practical @stein ‘governance’, rule of law,
corruption and state capacity and their effectslevelopment, well-being and the use
of public resources. Throughout this work, therolagihat a high quality of government
— implying low levels of corruption and other forr&favouritism — plausibly affects
the way in which political variables affect polioutcomes has been repeatedly raised.
This chapter offers a more thorough discussionh@diaim, including the identifica-
tion of potential mechanisms that bring such coon#l effects about. The credibility
of the claim is also examined in the light of Ewzap data.

More specifically, the quality of government ispegted to condition the effects
that the number of parties in government, on the leend, and the programmatic ori-
entation of the cabinet, on the other, have orafipolicy outcomes. While the effect
of the former should weaken as the quality of gom@nt improves, the effect of the
latter should become stronger. In different catgs,may be due to different mecha-
nisms or different mixtures of mechanisms that eafrigm the ability of political ac-
tors to commit to programmatic goals to the densé clientelist networks and the
prevalence of vote buying. The argument about ¢immdil effects does not, however,
depend on any specific mechanism and the main emalbtests therefore use data on
fiscal policy aggregates such as total spendingthadbudget deficit of the general
government sector. Indeed, as will be shown, téstsmore directly address specific
mechanisms produce largely insignificant resultsictv is in line with the claim that
the relevance of specific mechanisms varies aarasss and therefore does not show
up in cross-national analysis.

This chapter builds on Bawn and Rosenbluth’s (208@ument, according to
which the bargains that parties make become meféidient as the number of parties
taking part in the bargain increases. An imporgumlification is made to the argu-
ment, however, as it is more likely to work in sopwtings than it is in others. This
also calls into question the role of electoral acttability that Bawn and Rosenbluth
emphasise: it is not accountability as such thatedrthe effect but rather specific
kinds of accountability. Those accountability sttwes are, in empirical terms, most
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likely to exist in countries where particularismtime use of government authority is
widespread and where historical experiences fad@tirust of the actors of the public
sphere.

As was pointed out in the introductory chapter ohthe dividing lines among the
European Union member states is the history of eta&onomy. While the Union was
until the early 2000s exclusively composed of tiadally capitalist countries, most of
which also have long traditions of liberal demograitom 2004 onward they have
been joined by a number of countries that usedetarder communist rule until the
late 1980s or early 1990s. As the communist systednthe privatisation of state prop-
erty that followed the regime change arguably Hgaaffected civil societies and the
operating principles of political-economic systentbe implications of the post-
communist vs. non-post-communist divide are alsoudised and tested in this chapter.
Generally speaking, it is expected that common-pooblem-like tendencies are at
their strongest in those post-communist countribere the quality of government is
especially low.

Post-Communist Countries vs. Others

The composition of today’s European Union reflébts varying historical experiences
of the continent, as almost half of its membersemgnder communist rule until the
turn of the 1990s. The post-communist countries ihae become members of the EU
differ from most other post-communist countrieqezsally those that after the break-
down of the Soviet Union formed the Commonwealthnofependent Nations, when it
comes to basic constitutional structures. Whereasldtter group of countries has
tended to opt for presidential systems of goverrintbe post-communist EU members
apply parliamentarianism whereby the cabinet, gw@akoalition of multiple parties,
must enjoy the confidence of the parliamentary migjdo survive (Blondelet al.
2007). Importantly, democratic institutions haveten considerably firmer footing in
Eastern Central Europe, the Baltic countries amtiesthe wars of the 1990s, in the
Balkans than they have in the rest of the post-conish area. However, there are rea-
sons to suspect that as parties are ‘floating allogesociety”* more pronouncedly
than they are in the established capitalist denoiesaof Western Europe, they are
more prone to the kind of joint decision makingtthacounts of fragmented fiscal
policy presuppose. Hence, the argument put foraire is at least partially at odds
with Elgie and McMenamin’s (2008) claim that padystem fragmentation affects
deficits in institutionalised democracies but notess institutionalised ones. The next
section will explicate in greater detail why.

When the European communist regimes crumbled} gvgsectations were put on
the new institutions of liberal democracy and madeonomy. It was hoped that the

14 credit Rauli Mickelsson for this expression.
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countries of Eastern Central Europe and the Balkaosld soon transform into
wealthy, stable democracies akin to their Westarmofean counterparts, after whose
models their new political and economic institutiomere largely designed. However,
almost all countries in the area faced severe enanproblems with GDP falling and
unemployment rates rising.

Mancur Olson (1993, 1995, 2000) points out how éxperiences of the post-
communist countries after democratisation diffefredn those of the formerly fascist
regimes that were defeated in the Second World Wirereas Italy and especially
West Germany enjoyed strong economic growth anegases in living standards after
the (re-)installation of liberal democracy, thens#ion economies of the former com-
munist blocs stagnated and even regressed on s@asunes. Olson argues that this
was due to the relatively peaceful transition, \whHito be contrasted with the destruc-
tion faced by fascist regimes. Communist econorbesed on central planning and
bureaucratic direction created ample possibilittesvhat Olson calls distributive coa-
litions to organise. In Olson’s terminology, dibtitive coalitions are groups or net-
works that over time emerge in stable societies sawk to distribute resources to
themselves instead of engaging in productive dgtig®Ison 1982). Over time, the
increasing number of such coalitions leads to sttgn. As long as communist re-
gimes were in power, distributive coalitions hactd covertly as open political activi-
ty was heavily discouraged. However, with the reddy peaceful transition to liberal
democracy, coalitions not only survived but werkedb start acting in public, seeking
to extract rents instead of contributing to produtt In Olson’s view, much of the
economic problems faced by transition societieseweanifestations of the influence
of special interest groups that were inherited ftbmmcommunist era.

Olson paints a picture of communist and post-comistusocieties with a wide
brush as he emphasises the role of special inteaest their efforts to extract benefits
at the cost of the rest of the society. Olson’swie however, largely in line with other
accounts on how communist societies worked. ‘Cdionpivas endemic in communist
countries, for the minority in the party®menklaturanjoyed great privileges,’ writes
Richard Rose (2001, 101, original emphasis) and goeto argue that ‘[tjhe peculiari-
ties of a Marxist political economy made power, mainey, the currency with which
privileges were obtained.” According to Rose, thigiisation of state assets during
the transition to market economy opened possslifior insiders to obtain as their
private property assets they formerly only explbigend to use their insider status to
extract further benefits from the state. Wayne $ahd and Rein Taagepera (2005) in
a similar vein argue that communism created a uceltof corruption’ as command
economies effectively incentivised people to batmdnd and offer illicit private pay-
ments. As this enduring structure of incentivesvaded the society, it also affected
people’s values so that survival concerns weragthened at the cost of values relat-
ed to self-expression, which were stronger outgidgpost-communist area.

When it comes to formal political institutions,etlpost-communist EU countries
appear to differ little from the traditionally caglist Western Europe. However, the
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relationships between political parties and thé ofshe society differ between the
post-communist area and the rest of the EU, a pdinth in Chapter 3 was argued to
be relevant for the likelihood of common-pool perk. The differences are connected
to the weakness of the civil society in post-comisiunountries and the speed with
which institutions of competitive democracy werstalled. Communist regimes were
not conducive of citizen activity, and much of ttieil society organisations that exist-
ed before the communist takeover were destroyehgltine totalitarian Stalinist era.
Rose and Munro (2003) call post-communist partesties without civil society’ to
highlight the fact that they generally lacked basithe civil society (see also Berglund
et al. 2001, especially Ch. 6; Jungerstam-Mulders 20@618), in contrast to Western
European parties that for a large part have tleitsrin late 19 and early 20 century
popular movements and socio-economic groups. Mereavhereas Western European
party systems at least used to be remarkably stabtiecades in terms of both parties
taking part in elections and the vote shares tpasties could expect, party systems in
the post-communist area have been much more latith the number and labels of
parties changing sometimes radically from one &adb the next. Against this back-
ground, Anna Grzymata-Busse (2007) argues thategairt the post-communist coun-
tries generally share an ‘electoral-professionature as their activities are elite-driven
and centred in the parliament. As for differencesMeen post-communist and Western
European party systems, one can however remarkhbasgtability of Western party
systems has tended to decline and the linkagesbatparties and social and especial-
ly socio-economic groups have tended to weaken Biezrenet al.2012; Chiaramonte
and Emanuele 2017).

What above has been referred to as ‘the post-camstnarea’ is not, of course, a
homogeneous group of countries. In some of thenst motably Poland, influential
civil movements emerged well before the collapsthefcommunist regime. The expe-
rience with elections also varied somewhat at tboenemt of the Iron Curtain lifting, as
Hungary had introduced quasi-competitive electialnsady in the 1980s; this can be
contrasted with the highly personified dictatoriale of Nicolae Ceagescu in Roma-
nia. Moreover, even when communist regimes welldrsiplace, a unitary ‘communist
camp’ did not exist. Of the post-communist cousttizat are now members of the EU,
the Baltic states were annexed to the Soviet Unidil the early 1990s. Most of the
other countries in the post-communist EU can bestidscribed as Soviet satellites as
they were nominally independent but strongly un8ewiet influence. Slovenia and
Croatia were parts of the Yugoslavian federatiat tfad little contact with the Soviet
Union and applied a somewhat more market-drivesi@rrof communism. In addition
to the dissolution of the Soviet Union and Yugogilaborders also changed elsewhere
as the Czech Republic and Slovakia became the ssmseof Czechoslovakia, and
East Germany became part of the Federal Republeahany.

One can also add that even among the rest of thedantries, experiences with
democracy have not been uniform in the latter bthe 20" century. Most notably,
Greece, Portugal and Spain were ruled by militagimes until the mid- to late-1970s.
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However, what sets those autocracies apart frommugrist regimes is the fact that
their economies were organised on a capitalistsbagn under autocracy, while this
was not true for communist regimes. Therefore, evitilere is no reason to suppose
that the rule of law would have been respectedounti®&rn European autocracies ac-
cording to Western standards, the structural imeeststemming from command econ-
omy and its subsequent dismantling to engage imption and personified exchanges
with state officials were lacking.

The different origins of political parties and ially different economic histories
speak for analysing the effects of political valésbseparately in post-communist and
non-post-communist countries. The next sectioniexi@s in greater detail why the
number of government parties is expected to havenger effects in the post-
communist area, and what the role of the qualitgamfernment is in determining the
strength of those effects, as well as the effecpagrammatic outlooks. Already after
reviewing some of the main differences between gktountries, it can however be
argued that political parties cannot in all casesd&en as agents of voter group groups
in the sense that they seek to maximise their mafrgiontributions to the net benefit
of specific segments of the electorate. This iwrall, at the core of the argument that
guarding the interests of voter groups encouragetep to act like fishers depleting a
fishery (Bawn and Rosenbluth 2006; Schwartz 1994).

Why Quality of Government Conditions Political Efte

Recall that ‘quality of government’ in this workused in a thin, procedural sense, i.e.
as impartiality of the officials exercising goveram authority (Rothstein 2011). It is
correlated with and implies a host of other thirgggsh as the meritocratic recruitment
of public officials. However, it is a distinctly ttput-side’ notion as it refers to the
implementation of laws and policies — albeit thetestadministration in European par-
liamentary countries is for a large part respomsiior the preparation of laws and
budgets, and hence it potentially contributes gfisoto the policies it is going to im-
plement once they have been processed by reprégentaherently partisan organs of
state. The quality of government is hence not @efim the light of policy outcomes
(cf. La Portaet al. 1999) although a high quality of government hasnbknked to
numerous desirable societal outcomes (e.g. Holmdteasiy 2009; Norris 2012).

As explicated in Chapters 1 and 2, a high qualftgovernment thus understood
rules out a host of practices. These include byibeepotism or favouring one’s rela-
tives, patronage or handing out public jobs onigant or other favouritist grounds,
clientelism or the distribution of material favolursexchange for services or support,
and so forth. In sum, a high quality of governmiemtlies that particularism in the use
of government authority is rare, and where pardigsin is found, it is an exception to
the rule rather than the operating principle ofehére society (Mungiu-Pippidi 2015).
In the absence of a high quality of government, dnewv, particularist practices may
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pervade the entire public sector, take many diffeferms and exist in varying mix-

tures in different places and at different timekerEfore, it is unlikely that one could
identify one single mechanism that conditions tfiects of the number of parties and
the programmatic orientation of the cabinet, andckethis work operates with the
more general notion of the quality of governmemother justification for operating

with fairly general concepts lies in the possibsesiof the results from this work in
concrete policy or institutional reforms. For exdenpf some form of particularism is

found to have conditioning effects that contribitehe weakening of the public econ-
omy, tackling that form may only shift the probletsewhere. If bribery and kickbacks
in the public sector become subject to decisivallegtion, for example, it is easy to
imagine that officials opt for patronage and cl@isim instead, in order to continue
enjoying their benefits of office. Such an appro&zhiooting particularism would be

based on ‘getting the incentives right’ in light@incipal-agent theories and denying
the structural dimension of particularism — an apph that has failed multiple times
(Mungiu-Pippidi 2006; Perssart al.2012).

It is, however, useful to consider some plausiblEchanisms that may make the
explanatory power of the number of parties vissapriogrammatic aspects of politics
depend on the quality of government. The aim isxplicate why such a conditioning
effect is to be expected and why it is especiakgly in post-communist countries.
The discussion below also serves to highlight thgsiin which different mechanisms
and forms of particularism are interlinked.

Clientelism and Patronage

In an influential article on democratic linkageserblert A. Kitschelt (2000) criticises
spatial approaches to the modelling of politicsabyuing that they presuppose specific
kinds of linkages between citizens and represemtmtiSpecifically, Kitschelt argues,
spatial models assume that citizen-representdtikades are based on programmatic
competition although such linkages do not exisitdeast are not the prevalent form of
linkages everywhere. Kitschelt notes that linkagas also be based on tradition or
leaders’ charisma. Perhaps the most enduring boitish of Kitschelt's article, how-
ever, is its emphasis on clientelist linkages. ¢itdt gives clientelism a broad defini-
tion as the exchange of favours controlled by jidihs for political support, where
support can take the form of money or votes depgnain who the clientelist politician
or party is dealing with. As Kitschelt's notion dientelism is very broad, clientelism
has also been more specifically seen as a contirgehiterated exchange of favours
and support (Hicken 2011), where the mutual momigpof performance and counter-
performance is essential, creating a central midfokers or people who act as inter-
mediaries between political leaders and the grasslevel (Stokegt al. 2013). Clien-
telist exchanges can thus be seen as distinct dtber forms of distributive policies,
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such as pork-barrel spending (cf. Weingztsal. 1981) whose benefits are enjoyed by
everyone in the recipient district, irrespectivatadir voting behaviour.

The favours distributed by clientelist politiciansd parties can be very tangible
basic goods that are especially valued by poorspseich as food or even cash. How-
ever, clientelist relationships can also form, daample, between political parties and
campaign donors (Gherghina and Volintiru 2017), domors enjoying preferential
treatment in public procurement and the politicatties using the raised funds for vote
buying. Clientelism in this form comes close toaawentional way of understanding
corruption as the acquirement of favours from publfficials in exchange for mone-
tary contributions. Gherghina and Volintiru devetbs model of clientelist exchanges
in the context of Romania, whose public sectorightl of the quality of government
scores reviewed in the previous chapter belonghd¢amost particularist ones in the
EU.

Clientelism is closely related to patronage, whilere understood as the use of
public jobs and offices as a means of distributipgds to favoured groups and indi-
viduals. Jobs can be distributed on partisan grewacdthat members or supporters of a
party are rewarded with employment in the publict@e but they may also be distrib-
uted to followers of an individual strongman. Thaditicisation of the public sector can
be considered one manifestation of widespread pag® as officials are recruited on
partisan rather than meritocratic criteria (eC@ghovin and H&ek 2015; Nakrosis
2015).

In Western Europe, Italy (especially its southpgants, see Graziano 1973), Greece
(Mavrogordatos 1997; Pappas 2014) and Austria (@&nrbsdenastik 2014) are often
portrayed as traditionally clientelist politicalstgms. While Grzymata-Busse (2007)
argues that the parties that were quickly organisdtie post-communist area during
the transition to liberal democracy generally latkesources necessary for establish-
ing clientelist networks, Gherghina and Volintir20(7) demonstrate how Romanian
parties use clientelist practices to mobilise &tétence, existing research suggests
that clientelist exchanges and patronage in théigosctor are an issue in Europe.

Clientelism and patronage are diametrically opdos® programmatic politics.
Hence, their prevalence increases the weight dfildlisive material objectives at the
cost of programmatic aspects of politics, partidulthose aspects that pertain to large-
scale policies affecting large segments of theedpciThis is demonstrated, for exam-
ple, by Rothstein’s (2011, 137) finding that theerience with leftist governments
explains the generosity of social security benefitexpectedly little in Austria where,
according to Rothstein, the post-wRnoporzsystem of two-party rule developed into a
full-blown clientelist division of the public seatoMoreover, as Kitschelt and Wil-
kinson (2006, 11) note, public goods cannot bynitdin be traded on a clientelist
basis as any benefits they bring are enjoyed byyewe, and therefore clientelist par-
ties target their efforts more narrowly and exalali than programmatic parties.

As a consequence, clientelist party systems caargpeed to more readily corre-
spond to the assumptions underlying models of feaged decision making (cf. Bawn
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and Rosenbluth 2006; Weingastal. 1981). In a study closely related to the themes of
the present work, it was indeed found that a measfithe prevalence of vote buying
indeed conditions the effects that the number ofigmin government and the pro-
grammatic outlook of the cabinet have on total gorent spending (Ylisalo, forth-
coming).

Distrust and the Substitution of Programmes by ibigtive Pressures

The fact that a country has low-quality state tn§tins does not imply that people
would only be concerned with targeted benefits aatl consider large programmes
worth implementing. There are likely to be largentners of people who would, quite
apart from distributive or special-interest considiens, like to see specific pro-
grammes provided by the state or some ideologyedrpolicies being implemented.
To begin with, such policies may pertain to pulgmods, ranging from recreational
areas to pollution controls and public health paogmes. Preferences may also pertain
to so-called merit goods (Musgrave 1957) or goddd, tfor ethical or paternalistic
reasons, should be consumed by everyone irrespeatitheir income — many basic
services like health care can be seen as meritsg@mme may consider large-scale
programmes, such as an extensive system of incedistnibution, desirable for ideo-
logical or philanthropic reasons. One might suppbse as far as voters have prefer-
ences on such issues, they get what they want mpetition encourages parties to
adopt programmes containing the best feasible m@xtdi policies. Such a simplistic
view, however, fails to appreciate the fact tha tmplementation of such policies
requires that considerable amounts of resourceBrsréanded over to politicians and
bureaucrats, something that people are not aeattssarily willing to do even in order
to attain their desired policies.

From the perspective of voters, the problem it tiinere is always some uncertainty
in the provision of public goods and other at-lapgegrammes as politicians and offi-
cials may not use the resources in the intended imgyortantly, politicians and bu-
reaucrats are not likely to be perceived trustwoeihough if the quality of government
is low. Chapter 2 already alluded to some of thplications of this that have been
identified in previous research. To recapitulaggpie are less willing to support poli-
cies that otherwise would be in line with theirmpis if they perceive decision mak-
ers as untrustworthy (Jacobs and Matthews 2017Hf&ga2013) and political re-
sources that should be conducive of certain kirfgsoticy outcomes do not actually
have those consequences if the quality of goverhindow (Rothsteiret al. 2012).

Provided that people do not expect their progratitnpmeferences to translate into
actual policies when they perceive the public ddficas partial and corrupt, one may
ask what comes instead of those programmatic géalsthy and alienation from the
political system are among the consequences idhiifi the literature (Stockemet
al. 2013). Another plausible consequence derives flmmotion that favouritism sup-
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presses generalised trust (Rothstein 2011), whevbly is left is particularised trust in
people of one’s own kind and small circles of fanahd friends (Uslaner 1999). This
greater emphasis on the members of one’s refergnoeg may translate into greater
emphasis on the benefits that group receives flarptblic sector. When generalised
trust is weak, people are more likely to perceh@se not belonging to their reference
group as competitors or threats seeking to beaetheir cost, and given the way they
perceive the situation they find the extractionafjeted benefits as the best feasible
strategy. Such benefits may include group-spegifegrammes but also ‘classical’
pork-barrel projects provided in one’s locality.ride, favouritism in the public sector
is not only likely to render the statements panmieke about far-reaching programmat-
ic goals non-credible, but also to skew peoplelgipal activity towards the extraction
of targeted benefits. Together these processeteaaather route through which a low
guality of government makes party politics corregpanore closely to the environ-
ment assumed in models of fragmented decision makin

Non-Electoral Target Groups

Until now, the discussion of plausible mechanismas bentred on voters and political
parties. However, the role of campaign donationslientelist networks, which was
alluded to above, highlights the fact that voteesreot the only actors political decision
makers are connected to. For example, parties ey bonnections to firms or busi-
nesspeople they favour in public procurement, ifclvisase contractors are not chosen
on the basis of price and quality. Moreover, catinmp may entail that projects are
badly managed and funds are misappropriated bywaractors participating in the
implementation of public works. In della Porta arehnucci’s (1997) view, corruption
is responsible for a host of inefficiencies in thee of public funds, as it creates incen-
tives to channel funds not into the most benefiosds but to uses that benefit those
with discretionary power, as well as to provide yap projects in cost-inefficient
ways.

This means that insofar as problems of publicrfogafollow from parties catering
the interests of their target groups, one needs&r in mind that those target groups
are not necessarily electoral. In other words,iggnnay be said to be accountable to
specific groups or actors, albeit that accountgbi not always based on electoral
support but rather on bribes, campaign donatiorathmr rewards for policies favoura-
ble to those actors. Such actors are probably sergll relative to the entire society,
implying that they are virtually unaffected by thests associated with the benefits
they receive (see Olson 1982).

It is by no means unimaginable that a party pustea policy that brings patently
negative net benefits to the society if it is carted to narrow-based special interests
that benefit from that policy. Again, such projeatsy have various forms, ranging
from pork-barrel projects benefitting local contas to reforms in the provision of
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public services benefitting specific firms. The ipoal weight of non-electoral target
groups can be expected to contribute to the afpligaof the ‘law of 1h' (Weingast
et al. 1981), as it brings to the political arena acwwith clear-cut material interests
and ample possibilities for cost externalisaticemtts to their small size.

Epistemic Content and the Identification of ‘CottdRolicies

Politics is about many things, like value judgerseartd income distribution, to which
no self-evidently ‘correct’ solutions exist. Exp&rtowledge may highlight the benefits
and costs that are associated with alternative iaygard, like the employment or
economic growth implications of a scheme intenadeddcrease wealth disparities by
strongly redistributing income. However, in thaseahe implications, even if they
were for certain known to be negative — which oftehighly contentious — they ought
to be seen as a price tag of a given outcome lieasdciety may knowingly accept or
reject. The acceptable maximum price is an inhgrgatitical issue.

This is not, however, the end of the story as mdagisions are about finding an
alternative that is correct in an objective setisgheir bookDemocracy for Realists,
which has caused much discussion about the pagsibibf responsive government,
Christopher H. Achen and Larry M. Bartels (201&)uer that not too much should be
expected from electoral democracy in this resp&ctording to Achen and Bartels,
inherent biases of human reasoning mean that vbgss their voting decisions on
short-term changes of the economy, on the one hamton group identities, on the
other. In addition, voters’ generally low levelspaflitical knowledge and their lack of
interest in politics make it less likely that thegn effectively use the electoral weapon
to encourage their representatives to make goadidaes. Consequently, special inter-
ests that are considerably better informed aretaldsert disproportional influence.

Theoretically, finding the correct solutions tolipcal problems in a democratic
manner could be possible in a deliberative procshgre arguments are weighed on
the basis of their merits by all affected partigsarties understood as individuals and
collectives with a legitimate interest, not as migations taking part in elections. Such
arrangements are not, however, feasible save lforited number of issues, or at least
governments are often unwilling to cede their cot@pees to such decision-making
arenas. Rothstein (2012), however, argues thatduglity administrative institutions
serve to improve the epistemic aspects of reprateatpolitics. Rothstein backs his
argument by referring to the fact that countrieghvitnpartial and competent admin-
istrations are more likely to attain objectivesatetl to human well-being and devel-
opment, designing and implementing the appropipetécies requiring considerable
amount of expertise. When it comes to objectivatapeng to people’s basic needs, it
is relatively straightforward to deem the objectiaes legitimate in their own right and
to argue that the principal problem is how to atthiem.
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Things are not as straightforward when it come$stal policies, as underscored in
Chapter 3. An objectively ‘correct’ spending-to-GEdRio does not exist, and there is
no objectively correct priority order between thadfet balance and other policy ob-
jectives. However, it can be noted that part ofdbst externalisation related to over-
spending and underspending problems may be retatednly to deliberate neglect of
costs but also to unconscious biases in the cosganf benefits and costs (e.g. Kun-
da 1990). Voters, elected politicians or appoindfficials may downplay the costs
because of ideological factors, socialisation daita@l ways of thinking, and exagger-
ate the benefits of certain policies, even if tkepsidered their own reasoning objec-
tive and that of dissidents subjective and biabed.example, someone may downplay
the incentive problems associated with increasesnmioyment benefits or exaggerate
the production increases obtained by subsidisidgstries. An impartial bureaucracy
composed of officials recruited on meritocratic |grds can correct at least some of
these biases by providing more objective assessnadriienefits and costs as well as
about the effectiveness of policy alternativesttaiaing specific objectives laid down
by politicians.

A competent bureaucracy can thus not only act@sr@ctive counterforce to very
human biases of reasoning to which politics is imohune. Such an administration
may also help attain programmatic objectives ladavidl by elected representatives.
Even in societies that otherwise are riddled wilraption and other forms of favour-
itism, political forces may have genuine programmabjectives that however fail
because of deficient policy preparation and impletaigon.

Insofar as administrative officials adopt longend horizons than elected politi-
cians or voters (Jacobs 2011), they can serve asaogue of a stable community of
appropriators. Raudla (2010) argues, drawing onoElOstrom’s work on the man-
agement of physical common-pool resources, thahigrole the public bureaucracy
can contribute to long-sighted governance eveheérbudgetary commons. Meritocrat-
ic administration requires that the public bureaagris sufficiently independent of
political influences (e.g. Fukuyama 2014), and sinciependence is also required so
that the society could have a ‘stable communityereas elected decision makers
come and go.

The flip side of autonomy from political influeniethe risk of ‘epistemocracy’ or
the rule of experts, whereby political decisionsage democratic influence — instead
of their inherent political nature being acknowledgand respected, public affairs be-
come treated as technical problem solving. Howeagrfar as the impartiality in the
exercise of government authority implies respecttfi@ norm that policy guidelines
are set by elected representatives and implementéileft to government officials,
impartial bureaucracy should strengthen rather tineaiken the policy consequences of
publicised programmes. Whether the quality of goremt should be expected to have
independent effects on fiscal policy outputs is lekvious. While the role of an auton-
omous bureaucracy as a metaphorical stable comynoh#ppropriators might speak
for an association between the quality of goverrtnagrd a stronger balanced budget
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norm (cf. Woo 2003), the doctrines and ideas pentain the public administration
may also allow for a smaller role for balanced tdgand debt reductions as other
objectives are given higher priority. Thereforegarl expectations about independent
effects cannot be formed with respect to debt agfitits, and even less so when it
comes to spending levels and revenue.

What to Expect from Empirical Analysis

The discussion above highlights a number of reasdnysthe quality of government is
to be expected to condition the effects of politicriables on fiscal policy outcomes.
To reiterate, the mechanisms explicated above @réntended to provide an exhaus-
tive list of possible mechanisms, and they aredyeans mutually exclusive.

As argued above, political parties in post-comrsunbuntries can be assumed to
be more detached from the rest of society, theiviies more parliament-centred and
their programmatic commitments weaker than thoséheif Western European coun-
terparts. Consequently, parties in the post-comstwrguntries are more likely to be-
have opportunistically and therefore have a strotgedency to engage in the short-
sighted distribution of resources. This should iséie in a generally stronger associa-
tion between the number of cabinet parties andffisolicy outcomes than what is the
case outside the post-communist area. Given thectegily stronger underlying
tendencies for distributive, non-programmatic potieking styles, the quality of gov-
ernment should condition those effects in a momn@unced manner in the post-
communist area. As for the effects of cabinets’gpmmmatic outlooks, the stronger
institutionalisation of party systems in most ofe tltountries outside the post-
communist area support the expectation that progmesrare more consequential in the
non-post-communist countries. However, the quaiftgovernment should again con-
dition the effects more strongly in the post-comisticountries.

Fiscal outcomes here refer to government spendimgnue, debt and the budget
balance. There is reason to expect that the spgilie of the budget is most clearly
connected to political variables: it is easier t@mmnel spending to desired purposes
than to attempt to attain the same objectives uirgtion and other revenue-raising
methods. Moreover, the revenue side of the budgeloire strongly regulated by equi-
ty and other norms, so that it is not possiblellcate tax burdens and tax exemptions
as freely as spending can be allocated. Howeveaspesding has to be financed some-
how, the effects that political variables have pergling should be reflected on the
revenue side. Some of the spending can be finamgednning deficits and incurring
debt, which implies that the effects should beblésin deficits and debt, as well. The
possibility to use different sources of funding dam expected to make the political
effects on revenue, deficits and debt more mutad &m the spending side.

To summarise, the following claims are evaluatedne basis of European data:
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1. Government spending increases with the numbealwinet parties. This effect is
more pronounced in the post-communist countriesitaisdalso stronger the lower the
guality of government becomes.

2. Government spending increases when the progatimoutlook of the cabinet is
leftist, and conversely spending decreases whempribgrammatic outlook is rightist.
The effect is stronger outside the post-communiesh and it is stronger the higher the
guality of government becomes.

3. The effects of the number of government pawigd the programmatic outlook
of the cabinet are analogous to their effects emdimg but smaller.

4. Government debt increases with the number wéigonent parties. This effect is
stronger in the post-communist countries and wealenthe quality of government
improves.

5. Rightist programmatic orientation of the cabidecreases debt. The effect is
stronger outside the post-communist area and bexames pronounced as the quality
of government improves.

6. What is said about debt is also visible in Ibielget balance, as debt increases
imply deficits and debt reductions imply surpluses.

A Note on the Analyses

The rest of this chapter assesses the credibifitth® theoretical arguments made
above in light of data from the European Union. &magent variables measure the an-
nual change of government spending, revenue andadelell as the budget balance.
As for spending and revenue, two models are regpddiethree sets of data: one con-
sisting of all 28 countries, one consisting of fe‘old’ member states with the addi-
tion of Cyprus and Malta, and one composed of thgdst-communist countriés.
The budget balance can be defined in several vwaaes Chapter 4). Regression results
the annual change of government debt and net lgnolinborrowing, i.e. the most
common definition, are reported and discussedemthin text while those pertaining

15 Kam and Franzese (2007) recommend that in cdemshie one at hand, instead of dividing
the dataset one estimates ‘full dummy-interactimedels. That is, one interacts every explana-
tory variable with a dummy variable denoting th&ecion by which the dataset would other-
wise be divided, in the present case the dummyabbepostcommunistwhereby the results tell
the effects in the reference groym$tcommunist 0) and how the effects differ between the
reference group and the ‘treatment’ groppstcommunist 1). Preliminary estimations of full
dummy-interactive models revealed that substamtgelts are essentially the same regardless
of whether the dataset is divided or explanatonyaldes interacted with a dummy. The meth-
ods give essentially the same information in déférforms, but using a dummy-interactive
model would make it necessary to estimate a sefiesarginal effects in order to establish the
effects in the ‘treatment’ group. Relying on dividéatasets was therefore opted for mainly due
to greater ease of reporting the effects and regathie result tables.

105



to the cyclically adjusted balance and the printalance are presented in the Appen-
dix of this chaptet®

Reporting the results begins with spending asdtu of the budget is expected to
react most strongly to political variables. Heng®jng emphasis on spending in the
analysis perhaps reveals the most about the @dljtiiocesses leading to diverse fiscal
outcomes.

Given that diverse mechanisms can make the eftgcplitical variables condi-
tional on the quality of government, the empirigablyses reported below for the most
part rely on main fiscal aggregates, such as gpahding. This is because different
mechanisms could be expected to have somewhateatitfénplications especially on
the spending side of the budget: handing out joliké public sector would presuma-
bly be most visible in the amount of resources tkaydo compensating employees,
whereas reliance on more direct income transferddvmost pronouncedly affect the
spending category of transfers and subsidies. Heweéf/redistribution through em-
ployment is the prevalent strategy in country Aewdas politicians of country B rely
on cash transfers, an empirical analysis usingeeitub-category of spending as the
dependent variable could easily return insigniftcan contradictory results, even if
political variables affectetbtal spending in the same way in both countries.

As quality of government scores are only availdhben 1984 onwards, data from
the 1970s and early 1980s cannot be used in régmesshere quality of government
is included. However, that older data is analyse@hapter 7.

Results
Spending

Table 5.1 reports the results when the dependeistbla is the annual change of total
general government spending. A general impressiom the table is such that while
the effects of macroeconomic variables and theddggending level are very similar
in each model, the effects of political variablepend on the country group. That is,
the ratio of government spending to gross domgstiduct tends to be suppressed by
economic growth and high inflation, as well as ighHevels of existing spending, but
the rest of the effects are specific to certain efmd

16 The regression results reported in the main temtain a fiscal rule index based on IMF data.
As pointed out in Chapter 4, the European Commisaleo produces an annual index measur-
ing the strength of numerical fiscal rules in themier states. The robustness of the main find-
ings was checked by substituting the index basetMéndata for the European Commission’s
index. The results obtained using the latter inalexreported in the Appendix.
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Table 5.1. Regression results. Dependent variabieual change in total general government

spending, % of GDI

All countries EU1E, Malta and Cyprt Pos-communis
I Il I v \Y VI
Number of | 0.099 0.246 0.044 -0.148 0.297 1.778**
govern- (0.121) (0.548) (0.141) (0.789) (0.184) (0.619)
ment par-
ties
Right-left | -0.019* -0.052 -0.007 0.030 -0.073** | 0.255*
(0.008 (0.041 (0.007 (0.046 (0.019 (0.098
Quality of | 0.167 0.235 0.145 0.058 1.056* 1.817**
govern- (0.164) (0.225) (0.185) (0.275) (0.531) (0.553)
men
Caretaker | 0.578 0.501 0.729 0.797 -0.443 -1.117
time (1.273 (1.272 (1.526 (1.531 (1.637 (1.617
Effective | -0.281 -0.288 -0.271 -0.278 -0.508 -0.477
no. of (0.148) (0.149) (0.172) (0.172) (0.300) (0.263)
parliamen-
tary par-
ties
No. of -0.021 0.026 -0.226*
gov't (0.070) (0.092) (0.104)
parties x
QoC
Right-left 0.004 -0.004 -0.052**
x QoC (0.005 (0.005 (0.016
Lagged -0.295%** | -0.299*** | -0.246*** | -0.244*** | -0.555*** | -0.554***
spending | (0.032) (0.032) (0.042) (0.042) (0.049) (0.046)
level
GDP -0.396*** | -0.399*** | -0.484*** | -0.481*** | -0.318*** | -0.321***
changi (0.028 (0.028 (0.040 (0.040 (0.025 (0.026
Unem- -0.001 -0.001 0.017 0.023 0.029 -0.002
ploymen | (0.043 (0.044 (0.057 (0.058 (0.070 (0.064
Debt 0.007 0.008 -0.007 -0.008 0.004 0.002
(0.008 (0.008 (0.009 (0.009 (0.022 (0.020
Inflation -0.014*** | -0.014*** | -0.139** -0.145** -0.013*** | -0.014***
(0.001 (0.001 (0.046 (0.046 (0.002 (0.002
Fiscal rule | -0.602** -0.583** -0.175 -0.189 -0.403 -0.280
index (0.205) (0.211) (0.242) (0.245) (0.304) (0.312)
(IMF)
Maastricht | -0.114 -0.139 -0.958** -0.938** 0.606 0.353
(0.235 (0.241 (0.304 (0.307 (0.590 (0.551
N 607 607 444 444 162 162
Adjusted | 0.404 0.404 0.389 0.388 0.550 0.569
RZ

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05

Before proceeding to the effects of political ahifes, a brief comment on fiscal
rules is in order as they have received much attetm practical policy debates. More
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stringent fiscal rules tend to restrict spendingéases when the entire set of 28 coun-
tries is considered, but when the dataset is divittee effect disappears. Instead, the
Maastricht dummy becomes statistically significaiith a negative sign outside the
post-communist area. This may have to do with #u that rules are generally more
stringent in the old member states, especially arenrecent times, which becomes
unaccounted for when the dataset is divided.

In the group of 28 countries (Columns | and Ilke only political variable with a
statistically significant effect is the right-lgdbsition of the cabinet. As expected, more
rightist cabinets tend to spend less, which isblasin the negative sign of the coeffi-
cient; recall that the programmatic position of tt&binet is measured so that larger
values indicate more rightist programmes, and hérsén line with expectations that
spending is suppressed when parties with rightisgpammes are in government.
There is, however, no evidence of interaction é$fetther between the right-left posi-
tion of the cabinet and quality of government amleen the number of cabinet parties
and the quality of government.

In the 17-country group composed of the old mengtates, Cyprus and Malta,
none of the political variables have statisticalgnificant effects on spending (Col-
umns lll and IV). This is compatible with the expsion that outside the post-
communist area, the number of government partiesnig weakly associated with
fiscal policy outcomes. What is against expectatidmwever, is the fact that the right-
left position of the cabinet has no discernibleeff even though it was expected that
the political environment of the old member statesild make that variable especially
relevant in this group of countries. Despite thaagally long experience with democ-
racy, the generally high quality of government dinel generally highly institutional-
ised party systems, the programmes of governmetiepappear inconsequential with
respect to spending.

The lack of effects of political variables in West and Mediterranean Europe can
be contrasted with the effects those variables ke post-communist area (Col-
umns V and VI). To begin with, when no interactidetween variables are consid-
ered, the programmatic position of the cabinehésdole political variable with a dis-
cernible effect. In terms of the size of the regi@s coefficient, the effect is stronger
than in the 28-country group, and taking the latkféect outside the post-communist
area into account, one can infer that the assonidtétween the right-left position of
the cabinet and spending observed in the full $etoantries is driven by an even
stronger association in the post-communist countidis speaks against claims ac-
cording to which the right-left dimension in thespeommunist countries lacks the
meaning it has in Western Europe (e.g. Tavits agittil2009). However, the number
of government parties still lacks statistical sfgraince, albeit the coefficient on the
variable has the expected positive sign and isiderably larger than in the group of
28 countries. Moreover, as the quality of governtrisralso a significant predictor
with a positive sign, one might jump to the conmuasthat spending increases in the
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post-communist area are driven by improvementshén duality of government and
programmatic aims of cabinets.

Such a benign interpretation turns out to be pteraaonce interactions between
political variables and quality of government aaken into account, as in Column VI
of Table 5.1. As the interpretation of interactimodels is sometimes complicated, a
few words on the signs of the interaction terms tnail constituent parts are in order.
Recall that the coefficient on the number of goweent parties now tells the effect of
that variable when the quality of government isozeéle. in an empirically irrelevant
case. However, it can be noted that the coefficemonsiderably larger than in the
additive model, which suggests that on extremelydoality of government levels, the
effect of the number of cabinet parties on spendingonsiderably stronger than the
average effect. The negative coefficient on therattion term composed of the num-
ber of government parties and quality of governminturn, indicates that the effect
becomes smaller as the quality of government imggovwhich is in line with expec-
tations. The coefficient on the right-left positiofithe cabinet has switched signs in
comparison to the additive model, which means omagxtremely low quality of gov-
ernment levels, the effect of the programmatic amktlof the cabinet is actually re-
versed: more rightist programmes are associateu mire spending and leftist pro-
grammes with less. As the coefficient on the irdgoa term composed of the right-left
position and quality of government is negative, ¢ffect again approaches zero as the
guality of government improves. Hence, there magradll be settings where the num-
ber of cabinet parties affects spending, wheregis finogrammes do not — or the poli-
cy consequences of programmes are outright inverséhat they should be. A suffi-
ciently high quality of government, however, apgetr have potential to eliminate
these effects.

Based on the preceding discussion, one would éxipacthe effect that the number
of government parties has on spending becomescemtible from zero on the suffi-
ciently high quality of government levels, whileethight-left position of the cabinet
assumes a statistically significant effect with tb@rrect’ negative sign. Whether this
is so can be analysed by examining the marginattsffof the respective political vari-
ables across empirically relevant values of thdityuaf government variable.

The coefficients in Table 5.1 do not reveal wihat ¢ffects of the two political vari-
ables on spending are across the range of empjirieaévant values of the quality of
government score. Figure 5.1 shows the marginacefif the number of government
parties on spending as a function of the qualitg@fernment in the post-communist
countries. The x-axis ranges from the lowest erogliy relevant value of the quality
of government score in the post-communist ared¢ohighest one in that area. On
both sides of the marginal effect plot, the dottesives show the upper and lower
boundaries of the 95% confidence interval. Therithigtion of the conditioning varia-
ble in the post-communist area is shown by mearss fostogram and a rug plot. The
effect is statistically significant on the< 0.05 level when both boundaries of the con-
fidence interval are on the same side of the hot@aero line. As expected, the effect
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Figure 5.1. The marginal effect of the number ofggoment parties on the annual change of
government spending in the post-communist countries

is statistically significant with a positive sigrhen the quality of government is rela-
tively low, i.e. lower than approximately 6.5. Thaiue is close to the mean quality of
government score in the post-communist area (6a2id) about one half of the country-
years are below the value. The country averag€rastia, Poland, Slovakia and Slo-
venia are close to the point where the effect besostatistically insignificant, while
the country averages of the Baltic states and @djyjeRomania and Bulgaria are be-
low it. The Czech Republic and Hungary, in turre above that level on average.
Hence, spending does not seem to be related touthber of cabinet parties in a uni-
form manner even within the post-communist area.

The effect of the right-left position of the cabiralso depends on the quality of
government, which is shown in Figure 5.2. The regjgn coefficients in Table 5.2
show that when the quality of government is extigntaw — i.e. zero — the estimated
effect has a positive sign. However, on the loveespirically relevant quality of gov-
ernment levels, the effect is statistically indisiele from zero. As the quality of gov-
ernment improves, the point estimate of the matgiffect moves further from zero
and gains statistical significance with the expécetegative sign. The effect is statisti-
cally significant on quality of government level§ approximately 5.5 and higher,
which roughly corresponds to the country averaddsatvia and Lithuania, whereas
the average Romanian and Bulgarian scores are hiivievel.
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Figure 5.2. The marginal effect of the right-ledisition of the cabinet on the annual change of
government spending in the post-communist countries

Together, Figures 5.1 and 5.2 show that the effettboth coalition size and the
right-left barycentre of the cabinet change witd tluality of government in the post-
communist area. Where the effect of one is strangwess other tends to have little or no
effect. There is a range of quality of governmeares, from approximately 5.5 to 6.5,
across which the effects of both variables aressizlly significant. In terms of coun-
try averages, the three Baltic countries are latatethis segment. However, changes
in the quality of government make one effect stesrand the other weaker even in this
set of cases. Hence, at least for the group ofquusimunist countries the results are in
line with prior expectations when it comes to tlepehdency of the effects of political
variables on the quality of government.

Finally, one may consider the effect of the qyadit government on spending. The
additive model V in Table 5.1 suggests that improgsts in the quality of government
are associated with spending increases in thegoostaunist countries. In model VI of
Table 5.1, the quality of government interacts withth the number of government
parties and the right-left position of the cabireetd this has to be taken into account
when analysing and plotting marginal effects. Tisatvhile the quality of government
would appear to give rise to spending increaseswihe number of cabinet parties is
extremely small and the programmatic outlook of tadinet exactly centrist, both
increases in the number of cabinet parties and mighgist programmatic outlooks
tend to suppress the effect.

111



Leftist Rightist

14 S

Change in gov't spending (% of GDP)

2 4 ] 8 2 4 ] 8
Mo. of govt parties Mo. of govt parties

Figure 5.3. The marginal effect of the quality ovgrnment on the annual change of govern-
ment spending in the post-communist countries.

This is demonstrated in Figure 5.3 that contaives tharginal effect plots, labelled
‘leftist’ and ‘rightist’. The ‘leftist’ plot pertais to cabinets with left-of-centre pro-
grammatic outlooks and is calculated by fixing tiadinet right-left score to -5.46, or
the mean score in the post-communist countriesl31nus one standard deviation
(9.07). The marginal effect is then shown as atiancof the empirically relevant
range of coalition sizes. Analogously, the ‘rigtitiot on the right is drawn by fixing
the cabinet right-left score to 12.63, or the meeare plus one standard deviation. The
‘leftist’ and ‘rightist’ values are chosen withuBtrative purposes in mind, and there-
fore too much emphasis should not be placed omxhet values at which the marginal
effect becomes statistically significant or insfgrant or crosses the zero line. Rather,
together the plots demonstrate that improvementlsdrguality of government tend to
lead to spending increases, provided that a relstieftist cabinet is in office, and this
effect exists across a large range of coalitioessithe effect does, however, become
weaker as the number of cabinet parties incre&msversely, changes in the quality
of government scarcely affect spending if cabiméth rightist outlooks are in power,
no matter how many parties are in cabinet. Theserohtions can be summarised by
saying that the quality of government has no unifpiositive or negative effects on the

level of public spending. Instead, its spendingseguences depend on what kinds of
cabinets hold power.
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Total spending is not an appropriate measure efdize of government’ that has
concerned many of those who have evoked the nofithe budgetary common-pool
problem. As was pointed out in Chapter 4, a moner@iate measure is the GDP
share of government consumption expenditure. Thatesis generally much smaller
than the ratio of total spending to GDP, and ibaénds to change less from one year
to the next. Political variables have no statidiycsignificant effects on consumption
expenditure, no matter which country group is coesd. There is also no evidence of
interaction effects, and one can conclude thactmelitional effects found in the case
of total spending do not go back to consumptioreexiture. As the regression results
obtained when consumption expenditure is usedeadependent variable contain very
few statistically or substantively significant réisuthey are reported in the Appendix
of this chapter.

More generally, it is difficult to single out ttgpending category or categories that
cause the connection between the political varfabled total spending in the post-
communist countries. Conversely, as political yaga do not seem to affect any indi-
vidual spending category outside the post-commuarmigg, it is hardly the case that
lumping all spending together as in Table 5.1 watddceal systematic effects that
exist in some sub-categories. Analyses of spenchitegories provide weak and mixed
results, which is in line with the argument thatltiple mechanisms may make spend-
ing dependent on the number of parties when thitgjoé government is low.

For example, if the empirical association werevahi by increases in public em-
ployment, used as an instrument of distributivetigs| the GDP ratio of funds used
for the compensation of employees in the publitasezhould react to political varia-
bles in the same way as total spending does. Hawéhis does not seem to be the
case. When it comes to the compensation of empipyeere rightist cabinets tend to
spend somewhat less when all 28 countries are nmetethat effect is however not
discernible in either sub-group of countries. la gost-communist countries, increases
in quality of government tend to suppress the armotiresources used for compensat-
ing employees (see the Appendix for the resultBesE effects do not suffice to ex-
plain the results seen in Table 5.1, especially ithieraction effects in the post-
communist countries. If distributive politics wasmparily based on more direct trans-
fers to individuals and firms, this should be visin a connection between coalition
size and the GDP ratio of transfers and subsiélegression results are again reported
in the Appendix as political variables have litd#ect on that spending category. The
right-left position of the cabinet would seem ttehact with the quality of government
in the post-communist countries, but the analy$imarginal effects reveals that the
cabinet’'s programmatic orientation scarcely hasat$f on transfers and subsidies on
empirically relevant values of the right-left vdbia. Finally, ‘classical’ pork-barrel
projects are investments in infrastructure, whibbwd be visible in the amount of
capital government forms, i.e. how much it spenddhe acquisition of fixed assets.
None of the political variables has statisticallgogrnible effects, however. Detailed
results are again presented in the Appendix.
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Replacing the fiscal rule index based on IMF deita the European Commission’s
fiscal rule index leads to some changes in theceffef political variables, but they do
not change the substantive conclusions one can fileemwthe results (see the Appen-
dix of this chapter for detailed results). The Cassion’s index is more systematically
associated with lower spending, as its effectatistically significant in all six models.
Including the Commission’s index in the model atsakes the effect of the number of
government parties statistically significant, ewerthe additive model when it comes
to the post-communist countries, but the interactffects remain substantively the
same: the effect of the number of government padiexreases as the quality of gov-
ernment improves, while the effect of the right-lgdsition of the cabinet is strength-
ened. In the post-communist countries, the fragaiemt of the parliamentary party
system tends to suppress spending when the Commiséndex is included — an ef-
fect that is only almost significanp & 0.10) when the IMF index is used. Hence, the
effect of fragmentation on the parliamentary leiglif anything, opposite to what
should be expected based on standard argumentsthbaonsequences of multi-party
politics. Although the evidence in this respednonclusive, it is so systematic across
different models with different dependent variabileghis and the following chapter
that it will be returned to at the end of Chapter 6

Substantive conclusions are, moreover, practicaiBffected if the number of gov-
ernment parties is measured using the effectivebeuraf parties rather than the raw
number (see the Appendix for detailed results)t Tyaspending tends to increase with
the effective number of government parties in thetygommunist countries, but this
effect disappears on sufficiently high levels oélify of government.

To summarise, the number of government partiestamdght-left centre of masses
of the cabinet affect spending in the expected vay,only if one focusses on total
government spending in the post-communist countiié® fact that cabinets’ pro-
grammatic outlooks have no statistically discemigffect outside the post-communist
countries, while affecting spending in the post-ommist area, however, runs counter
to the expectations. At this point, no attempt tovile an explanation is made, and
that discussion is deferred until Chapter 7. Ad bé seen, the lack of programmatic
effects outside the post-communist area is encoashtéme after time, and a more
extensive investigation at a later point is therefa order.

Revenue

The effects of political variables on revenue sticdug generally be in line with those
on the spending side although, as stated eaffiey, are possibly weaker. The regres-
sion results are reported in Table 5.2 which agaimains two models per three da-
tasets: an additive and an interaction model estdhasing data from either all EU
member states, the so-called old member statesfu€yand Malta, or 11 post-
communist countries.
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Table 5.2. Regression results. Dependent variabieual change in total general government

revenue, % of GDI

All countries EU1E, Maltaand Cypru Pos-communis
I Il Il % V Vi
Number of | -0.085 0.550* -0.131 0.244 0.138 1.202
govern- (0.064) (0.263) (0.075) (0.324) (0.165) (0.662)
ment par-
ties
Right-left | -0.007 -0.006 -0.003 0.017 -0.030* 0.048
(0.004 (0.023 (0.005 (0.030 (0.013 (0.067
Quality of | 0.066 0.252* 0.099 0.179 0.403 0.874*
govern- (0.079) (0.105) (0.094) (0.122) (0.260) (0.378)
men
Caretaker | 0.484 0.399 0.495 0.564 0.231 -0.199
time (0.518 (0.532 (0.560 (0.570 (0.856 (0.992
Effective | -0.033 -0.047 -0.051 -0.054 -0.105 -0.125
no. of (0.084) (0.084) (0.109) (0.109) (0.188) (0.195)
parliamen-
tary par-
ties
No. of -0.083* -0.044 -0.169
gov't (0.034) (0.039) (0.104)
parties x
QoC
Right-left 0.000 -0.002 -0.012
x QoC (0.003 (0.003 (0.011
Lagged -0.248*** | -0.255*** | -0.201*** | -0.203*** | -0.423*** | -0.428***
revenue (0.024) (0.023) (0.027) (0.027) (0.050) (0.048)
level
GDP -0.089*** | -0.088*** | -0.082*** | -0.081** -0.078* -0.078*
changi (0.020 (0.020 (0.025 (0.025 (0.031 (0.031
Unem- -0.039 -0.036 -0.044 -0.036 0.010 0.006
ploymen | (0.020 (0.021 (0.025 (0.027 (0.045 (0.046
Debt 0.026*** | 0.026*** 0.023*** 0.022*** 0.022 0.019
(0.004 (0.004 (0.005 (0.005 (0.011 (0.011
Inflation -0.006*** | -0.007*** | -0.007 -0.009 -0.007** | -0.007***
(0.001 (0.001 (0.030 (0.030 (0.001 (0.002
Fiscal rule | -0.345** -0.290* -0.270 -0.249 -0.031 0.014
index (0.132) (0.134) (0.169) (0.171) (0.162) (0.162)
(IMF)
Maastricht | 0.198 0.126 0.049 0.012 0.244 0.196
(0.168 (0.272 (0.242 (0.243 (0.351 (0.340
N 607 607 444 444 163 163
Adjusted | 0.204 0.211 0.144 0.147 0.333 0.341
RZ

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05

As Table 5.2 shows, the effects of the politicatiables on revenue resemble the
effects on the spending side, with some differen8escifically, the right-left position
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of the cabinet has no statistically discernibleeiffivhen the entire group of 28 coun-
tries is concerned. However, the effect of the neindf cabinet parties interacts with
the quality of government in a statistically sigraint way, unlike on the spending side
of the budget. Based on the regression resulteatmre might get the impression that
government revenue tends to increase with the numbeabinet parties when the
quality of government is low, while the effect apapches zero as the quality of gov-
ernment improves — much like in the case of spenitinthe post-communist countries.
An analysis of marginal effects reveals that thigiipretation is misplaced.

Figure 5.4 shows that no positive-signed effedstexon any empirically relevant
level of the quality of government variable, altbbuhe marginal effect is downward
sloping as expected. Rather, when the quality ekgoment is fairly high, i.e. when
the score is about 8 or higher, adding partiehéortiling coalition tends to suppress
government revenue. Quality of government scorethisforder are especially com-
mon in Western Europe, and as can be seen froorm@oll in Table 5.2, the point
estimate of the effect is indeed negative-signadide the post-communist area. How-
ever, the effect is not statistically significammicarding to the criterion applied in this
work. No interaction effects, or any other politieffects for that matter, are discerni-
ble in this set of countries.
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Figure 5.4. The marginal effect of the number ofggoment parties on the annual change of
government revenue in the EU member states.
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Figure 5.5. The marginal effect of the number ofggoment parties on the annual change of
government revenue in the post-communist countries.

In the post-communist countries, more rightisticats raise less revenue on aver-
age (Column V), which is in line with the fact ththey also tend to spend less and,
hence, with their posited preference for less statelvement in the economy in gen-
eral. However, the number of government partiesnoastatistically significant effects
even in this set of countries, and neither it ier programmatic position of the cabinet
can be said to interact with the quality of goveemntn

Again, substituting the Commission’s fiscal ruteléx for the IMF index or substi-
tuting the effective number of government parties the raw number lead to some
changes in the results whose substantive implicgtibowever, are limited. Both ren-
der the coefficient on the number of governmentigsustatistically significant in the
post-communist countries (see the Appendix), bugtatistically significant interaction
effects become visible.

Hence, one can draw the conclusion that whileeffects of political variables are
analogous on both spending and revenue sides, atteeweaker and accompanied by
greater uncertainty on the revenue side. In ottadsy rightist programmes suppress
revenue, but this is only visible in the post-comisticountries, and in the same set of
countries there are some, albeit very inconclusiigns of revenue increasing with the
number of cabinet parties when the quality of gowegnt is low. In fact, as Figure 5.5
shows, that effect is just on the limit of statiatisignificance on the lowest empirical-
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ly relevant levels of the quality of governmentighte, whereas on any higher levels it
is unquestionably statistically insignificant. lang, the evidence speaks for the claim
that while the same pressures to change spendohgeaenue levels may exist, they
are more visible in spending which is more easisgéted to specific purposes and
recipient groups as well as less bound by legahsor

Debt and the Budget Balance

The spending and revenue sides of the public ecpmeact somewhat differently to
changes in the political environment. While ince=sagn the number of government
parties tend to give rise to spending increasg®aially where post-communist past is
coupled with low-quality state institutions, thdaereases are not directly matched by
revenue increases. Moreover, while there is noeend of spending reacting to the
number of government parties in the rest of thentries, increases in the size of the
governing coalition may sometimes lead to reveramahses. This raises the possibil-
ity that the same conditions that foster spendimgjeiases or revenue decreases also
give rise to budget imbalances. Recall that thegbtilalance can be defined in a num-
ber of ways, the annual change in the ratio of deEDP being a ‘quick and dirty’
approach. Moreover, this definition is arguably aetliable to manipulation as some
other definitions.

The estimated effects of the political variablad &he familiar set of controls on the
annual change of debt are reported in Table 5.8 Nt as the change is defined as
debt — debt_;, positive values indicate debt increases or dsfici

Across the member states, political variables Hawediscernible effects on debt.
Specifically, the only statistically significantfefts are that of the cabinet right-left
position and its interaction with the quality of\gonment in the post-communist coun-
tries. As in the case of spending, the sign ofpteggrammatic centre of masses of the
cabinet is ‘wrong’ as it indicates that more righttabinets tend to allow more debt to
accumulate than leftist cabinets. However, the tiagaoefficient on the respective
interaction term suggests that the estimated effpptoaches the expected, negative-
signed effect as the quality of government improvethat is, rightist programmes
should be associated with tighter restrictions ebtdand that consequence of pro-
grammatic politics should be visible when the gyalf state institutions is sufficiently
high.

While the regression coefficients are in line wétkpectations, their practical rele-
vance is not that clear. This is because the ewdnmarginal effect is statistically
insignificant across most empirically relevant veduof the quality of government
score. The effect only just qualifies as statidiycaignificant on the lower and upper
limits of the empirically relevant values. One chowever, note that the effect has a
positive sign at the lower end of the empiricalijevant quality of government scores,
whereas at the higher end it is negative. Hence,cam conclude that the evidence is
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not against the claim that the effect of the progratic ‘colour’ of the cabinet de-

pends on the quality of government; the claim dises not receive solid support.

Table 5.3. Regression results. Dependent variabieual change in government debt, % of

GDP
All countries EU1E, Malta and Cyprt Pos-communis
I Il I v \Y VI
Number of | 0.026 -0.784 0.005 -1.359 0.174 1.260
govern- (0.316) (1.140) (0.410) (1.584) (0.344) (1.890)
ment par-
ties
Right-left | -0.012 -0.002 0.004 0.225 -0.009 0.485*
(0.019 (0.088 (0.021 (0.115 (0.040 (0.231
Quality of | -0.081 -0.320 0.319 -0.247 -0.454 0.483
govern- (0.355) (0.475) (0.444) (0.641) (0.652) (1.006)
men
Caretaker | 6.252 6.352 7.376 7.770 3.949 3.542
time (3.531 (3.533 (4.089 (4.101 (4.346 (4.026
Effective | -0.279 -0.256 -0.567 -0.614 -0.694 -0.652
no. of (0.424) (0.424) (0.603) (0.606) (0.548) (0.494)
parliamen-
tary par-
ties
No. of 0.106 0.180 -0.164
gov't (0.153) (0.194) (0.293)
parties x
QoC
Right-left -0.001 -0.026 -0.081*
x QoC (0.010 (0.013 (0.038
Lagged 0.194*** 0.193*** 0.134* 0.132* 0.237*** 0.221 %+
debt (0.043) (0.043) (0.056) (0.056) (0.044) (0.042)
changt
GDP -0.800*** | -0.801*** | -1.090*** | -1.075** | -0.598*** | -0.604***
changi (0.089 (0.089 (0.143 (0.143 (0.074 (0.072
Unem- 0.480*** 0.478**+* 0.725%*+* 0.770%** 0.004 -0.022
ploymen | (0.113 (0.112 (0.144 (0.151 (0.105 (0.105
Debt -0.087*** | -0.087*** | -0.090** -0.097** -0.122%** | -0.131***
(0.022 (0.021 (0.028 (0.151 (0.028 (0.028
Inflation -0.042*** | -0.042*** | -0.139 -0.172 -0.038*** | -0.038***
(0.004 (0.004 (0.151 (0.153 (0.005 (0.005
Fiscal rule | 0.383 0.301 0.876 0.762 0.175 0.345
index (0.603) (0.593) (0.775) (0.784) (0.610) (0.627)
(IMF)
Maastricht | -0.025 0.077 -1.408 -1.259 0.249 0.027
(0.724 (0.734 (1.070 (1.081 (0.767 (0.714
N 60C 60C 442 44z 15¢ 15¢
Adjusted | 0.400 0.399 0.384 0.386 0.617 0.619
RZ

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Table 5.4. Regression results. Dependent variakleending (+) or net borrowing (-), % of
GDP

All countries EU1E, Malta ani Cyprus Pos-communis

I Il Il Y \Y VI
Number of -0.237 0.379 -0.231 0.481 -0.239 -0.222
government (0.131) (0.531) (0.157) (0.761) (0.163) | (0.665)
parties
Right-left 0.013 0.030 0.006 -0.013 0.034 -0.230*

(0.010) (0.042 (0.008 (0.050 (0.019 (0.091
Quiality of gov- | -0.117 0.049 -0.171 0.035 -0.555 -0.708
ernmen (0.154 (0.221 (0.175 (0.281 (0.349 (0.375
Caretaker time -0.329 | -0.381 -0.684 -0.684 0.570 0.650

(1.200 (1.202 (1.412 (1.419 (0.829 (1.142
Effective no. of | 0.191 0.182 0.243 0.250 0.394 0.273

parliamentary | (0.157) (0.157) (0.189) (0.190) (0.265) | (0.237)
partie:

No. of gov't -0.079 -0.087 -0.012
parties xQoC (0.070 (0.091 (0.104
Right-left x -0.002 0.002 0.042**
QoC (0.005 (0.006 (0.014
Lagged net 0.644** | 0.639*** | 0.673*** | 0.671*** 0.314** | 0.306***
lending (0.031 (0.031 (0.038 (0.038 (0.068 (0.069
GDP change 0.317** | 0.319*** | 0.420*** | 0.419*** 0.244*+* | 0.252%**
(0.037 (0.036 (0.045 (0.045 (0.031 (0.032
Unemployment | -0.070 -0.068 -0.105 -0.107 -0.100 -0.069
(0.043 (0.043 (0.057 (0.058 (0.056 (0.049
Debt 0.022* | 0.021* 0.025** 0.026** 0.043* 0.044**
(0.007 (0.007 (0.009 (0.009 (0.017 (0.015
Inflation 0.020* 0.019 0.089 0.093* 0.010 0.018
(0.010 (0.010 (0.045 (0.045 (0.008 (0.011
Fiscal rule index| 0.074 0.129 -0.307 -0.256 0.255 0.199
(IMF) (0.205 (0.210 (0.251 (0.257 (0.287 (0.280
Maastricht 0.571* 0.500* 1.277*** 1.204*** -0.421 -0.182
(0.243 (0.250 (0.319 (0.335 (0.445 (0.373
N 60E 60E 444 444 161 161
Adjusted P 0.581 0.58( 0.63¢ 0.63: 0.44: 0.46:

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05

Perhaps somewhat ironically, fiscal rules havedisgernible effects on debt, alt-
hough the avoidance of excessive debt levels @qgitesented as a major justification
for more stringent rules. This finding does not el on the choice of the fiscal rule
index (see the Appendix).

According to Woo (2003), higher institutional gtialshould be associated with a
better ability to keep the budget in balance. Alifito the effects are not statistically
significant, the coefficients on the quality of gorment variable in Table 5.4 suggest
that higher-quality institutions may be associatatth larger rather than smaller defi-
cits, especially when the post-communist countiiesconcerned — although the quali-
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ty of government, as noted, interacts with the paognatic orientation of the cabinet.
These potentially conflicting findings deserve todxamined in some detail.

The results appear to change little in substaribwms when the budget balance is
defined as government net lending or borrowing ([@&h4). When comparing the
results, one has to bear in mind that now negatalaes of the dependent variable
indicate that the financial standing of the pulskctor weakens, whereas surpluses are
marked by positive values.

Hence, taking into account the reversed signdhefcoefficients on the program-
matic centre of masses of the cabinet and itsantiem with the quality of government
in the post-communist countries, the results saemelt largely the same story about
the relationship between the programmes of calgiadgies and the budget balance. In
particular, the effect of the cabinet's programmatiientation is again ‘distorted’ on
extremely low quality of government levels, wherehgre rightist programmes, pre-
sumably favourable to economic orthodoxy and figtiatipline, in reality lead to in-
creases of deficits.

With respect to debt, the practical relevancéefdimilar effect turned out dubious.
However, when net lending or borrowing is concerrtleé relationship between the
programmatic colour of the cabinet and the budgéirite is clear even on empirically
relevant quality of government levels (Figure 5l6ke in the case of spending, the
position of the cabinet on the right-left dimensiwas no discernible effect when the
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Figure 5.6. The marginal effect of the right-lefisition of the cabinet on net lending (+) or
borrowing (=) in the post-communist countries.
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guality of government is low. As the quality of gsmment improves, the effect does
become statistically significant with the ‘correqtbsitive sign, i.e. more rightist
programmes are associated with smaller deficitarger surpluses, and the effect also
becomes stronger the higher the quality of goventrbecomes.

Figure 5.7 shows the estimated effect of the guali government on the budget
balance, defined as net lending or borrowing, | plost-communist countries. The
figure is drawn by fixing the number of governmeatrties at its mean (2.76) in the
country group in question. As the quality of gowvaeamt does not interact with
coalition size, only one marginal effect plot isegpented instead of two or more
corresponding to different coalition sizes. Theufig shows that improvements in the
guality of government tend to increase deficitdlecrease surpluses when centrist or
left-of-centre cabinets are in office. When theigableans programmatically towards
the right, however, quality of government has nscelinible effect. Exact points at
which the effect turns from significant to insigondnt or where the marginal effect plot
crosses the zero line should not be looked ath@docation of the plot is somewhat
random as it is drawn by fixing the number of goweent parties at one specific value.
Increases in coalition size would move the ploghgly downward and increases
slightly upward, but such movements would not lbgdagiven the small coefficient on
the interaction term consisting of coalition sizelahe quality of government. In sum,
a conclusion analogous to that drawn with respespending emerges: the quality of

T

Change in net lending or borrowing (% of GDP)

1 IIIIIIIIIIIII_I'_III_III_I_H,LLI_I_['_[I_I_I,I_LI]I | IIII L 11 :

-10 0 10 20 30
Cabinet right-left position

Figure 5.7. The marginal effect of quality of gavetrent on net lending (+) or borrowing (=) in
the post-communist countries.
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government has no uniform effect, but instead utdget balance consequences depend
on what kind of a cabinet is in office.

Again, what was said about the effects of the fanmgnatic orientation of the cabi-
net on deficits, defined either as the change efdibt level or net lending or borrow-
ing, do not depend on the choice of the fiscal miflex or whether the effective or raw
number of cabinet parties is used (see the App&ndix

As for the cyclically adjusted balance and thenary balance, the effects are quali-
tatively similar to those reported above in thetfmmsnmunist countries (see the Ap-
pendix), albeit those pertaining to the cyclicadlgjusted balance are not statistically
significant on conventional levels. The primary dvade is associated with the pro-
grammatic position of the cabinet even outsidepih&t-communist area. That is, more
rightist cabinets tend to run surpluses when thdgbubalance measure excludes inter-
ests on existing debt. Moreover, the right-leftippos of the cabinet interacts with the
guality of government. An analysis of marginal effeshows that the programmatic
position of the cabinet has the aforementionedceffaly on relatively high quality of
government levels, which are common in this setonintries. Otherwise, the effect is
statistically insignificant: when the quality of ygrnment score is about eight or be-
low, the uncertainty of the estimate increases idenably. Scores that fall below this
limit are mainly encountered in Southern Europ@eemlly Italy and Greece, while
the countries of Northern and North-Western Eurggerally have higher scores.

Hence, there is some evidence of the quality eégament conditioning the effects
of political variables outside the post-communigtaa although that evidence is limited
to one operationalisation of the budget balance géneral message from the availa-
ble evidence, therefore, is that in order to affaetbudget balance, party programmes
require a sufficiently high quality of government.

Conclusion

Throughout the earlier chapters of this work, anclavas developed to show that the
applicability of the standard argument concernimg fiscal effects of multiparty gov-
ernment depends on the quality of government. # argued that this is because high-
guality government institutions allow politics taye more programmatic content, and
the lack of such content makes the conditions fealdle for the development of over-
exploitation problems in joint decision making byltiple parties. This chapter devel-
oped this claim by identifying potential mechanisthat bring such conditionality
about. The chapter was not intended to be an etibhausrectory of all possible mech-
anisms but rather to highlight plausible possikeiiitthat boil down to the lack of the
credibility of programmatic statements and, conefgtsthe prevalence of distributive
objectives when institutional quality is low. Theeamanisms discussed in this chapter
pertain to the clientelist exchanges that are fil@cevely ruled out by low-quality
state institutions, the lack of credibility of pragnmatic statements that favouritism in
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the use of government authority contributes to,-electoral target groups and rent-
seeking when corruption is rampant, and the episteontent that high-quality gov-
ernment institutions may bring to policymaking. iéient mechanisms are not mutual-
ly exclusive and can co-exist in different mixturesd therefore empirical analyses
intended to test a specific mechanism can retwgigmificant and contradictory results,
which is indeed what the evidence cited in thisptbapoints to.

The chapter also highlighted the differences betwgost-communist and tradition-
ally capitalist political systems. There are reastmbelieve that the party systems in
the former set of countries are more detached flarest of the society, which cre-
ates more room for opportunistic behaviour. Onéghefmain results, that government
spending tends to increase with the number of gouent parties in post-communist
societies where the quality of government is lasvini line with theoretical expecta-
tions. The number of cabinet parties turned outaee weaker effects on government
revenue but no discernible effects on differentdatbrs of the budget balance. Contra-
ry to expectations, the programmatic outlook of¢hbinet turned out to have stronger
effects in the post-communist countries than inrdst of the member states. This runs
counter to some arguments according to which tjig-teft dimension, with respect to
which the programmatic outlook has been defineithi chapter, is not relevant in the
post-communist area. The results reported in thapter indicate that it is after all
relevant, but also that relevance depends on thltyjof government as partial admin-
istrative institutions tend to rule out the fisedfects of cabinets’ programmatic out-
looks.

Outside the post-communist area, the effects lifigad variables were found to be
generally weaker. However, even in those counttles,effect of cabinets’ right-left
positions on the budget balance depends to soreatexth the quality of government,
so that partial institutions thwart the programmatifects that ‘should’ be visible. The
general weakness of programmatic effects in thdittomally capitalist countries was
not in line with expectations, given the fact thaist of these countries are established
democracies with highly institutionalised partyteyss. The reasons for this are tack-
led in greater detail in Chapter 7.

In the literature on the quality of governmenstandpoint according to which high-
guality institutions tend to increase the prograrienaontent of politics has been
emerging in a more or less explicit form, and tthapter renders further support for
that conclusion. In more practical terms, the pdewe discussion helps understand
why some multi-party countries, like Italy, havedd considerable difficulties in curb-
ing public debt while others, like Denmark, havemenuch more successful. In light
of the results, a Danish cabinet is better equigpgaresent a credible programme of
consolidating its public finances thanks to its artfal and effective state institutions,
whereas an ltalian cabinet lacks that credibiliiyme might argue that this is because
Italy has failed to introduce strict fiscal ruleghereas Denmark has done so. This ar-
gument, however, pushes the puzzle on another ilestdad of solving it. As will be
argued in Chapter 7, the stringency of rules isembirely independent of the quality of
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government, as countries with a higher quality @fegnment tend to adopt more strin-
gent rules.

While the quality of government seems to havéelittirect, independent effect on
fiscal policy outcomes, it thus appears to havéréatl effects by enhancing the possi-
bilities of programmatic policies that credibly aiat curbing budget imbalances,
spending increases or other developments thatqadléctors may consider problemat-
ic. It ought to be iterated that spending increasgegeficits may or may not be prob-
lematic in an economic sense. The appropriate lefvepending as well as the appro-
priate priority given to balancing the budget daben democratically expressed pref-
erences, something that is returned to in ChapteloWwever, where the level of spend-
ing or the deficit is perceived as a problem, savihe problem in a sustainable and
legitimate way requires that power-holders provaderedible plan and acquire popular
support for that plan. This may not be possibfgoibular perceptions of public officials
are riddled with distrust and suspicions of favtism. ‘Solutions’ may be imposed
without popular consent, but as with physical comspool resources, externally im-
posed solutions may turn out to make things eversevim the long run.
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Appendix

Table A5.1. Regression results with the Europeami@ission’s Fiscal Rule Index. Dependent
variable: Annual change in total general governnspeinding, % of GDI

All countries EU15, Malta and Cy- Post-communist
prus
| Il "l [\ V VI
Number of 0.128 0.243 0.005 -0.371 0.428* 1.964**
government (0.133) (0.559) (0.148) (0.783) (0.165) (0.608)
partie:
Right-left -0.029*** | -0.080 -0.010 0.038 -0.071** | 0.211*
(0.008 (0.043 (0.008 (0.059 (0.018 (0.095
Quiality of gov- | -0.020 0.044 0.010 -0.123 0.683 1.483**
ernmen (0.192 (0.248 (0.203 (0.284 (0.473 (0.501
Caretaker time | 0.982 0.861 0.710 0.818 0.561 -0.263
(1.312 (1.314 (1.587 (1.607 (1.646 (1.599
Effective no. of | -0.191 -0.202 -0.150 -0.155 -0.545* -0.522*
parliamentary | (0.167) (0.167) (0.188) (0.189) (0.267) (0.241)
parties
No. of gov't -0.018 0.048 -0.241*
parties x Qo (0.071 (0.091 (0.099
Right-left x 0.006 -0.005 -0.045**
QoC (0.005 (0.007 (0.015
Lagged spend- | -0.338*** | -0.343** | -0.261*** | -0.260*** | -0.573*** | -0.567***
ing leve (0.036 (0.036 (0.047 (0.047 (0.045 (0.042
GDP change -0.384***| -0.387*** | -0.466*** | -0.462*** | -0.322*** | -0.325***
(0.028 (0.028 (0.041 (0.041 (0.022 (0.023
Unemployment | 0.008 0.009 0.003 0.008 0.027 0.000
(0.048 (0.048 (0.069 (0.069 (0.065 (0.060
Debt 0.001 0.002 -0.010 -0.011 -0.007 -0.011
(0.009 (0.009 (0.011 (0.011 (0.019 (0.018
Inflation -0.014*** | -0.014*** | -0.185** | -0.204*** | -0.013*** | -0.013***
(0.001 (0.001 (0.058 (0.061 (0.002 (0.002
Fiscal rule in- | -0.699*** | -0.686*** | -0.394* -0.414* -1.044** | -0.913***
dex(EC) (0.166 (0.164 (0.168 (0.169 (0.249 (0.243
Maastricht -0.486* | -0.514* -1.424%x | -1.412** | 0.490 0.333
(0.217 (0.217 (0.281 (0.280 (0.493 (0.458
N 537 537 374 374 162 162
Adjusted P 0.431 0.431 0.41:2 0.411 0.57¢ 0.58¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05
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Table A5.2. Regression results with the Europeami@ission’s Fiscal Rule Index. Dependent
variable: Annual change in total general governmewénue, % of GD!

All countries EU15, Malta and Cy- Post-communist
prus

I Il I v \Y VI
Number of -0.061 0.578* -0.149 0.139 0.182 1.271*
government (0.069) (0.278) (0.083) (0.346) (0.158) (0.617)
parties
Right-left -0.010 -0.039 -0.004 -0.065 -0.029* 0.023

(0.005 (0.027 (0.005 (0.041 (0.012 (0.066
Quality of gov- | 0.014 0.221 0.036 0.151 0.219 0.690
ernmen (0.091 (0.116 (0.106 (0.136 (0.252 (0.366
Caretaker time | 0.661 0.448 0.397 0.237 0.631 0.180

(0.552 (0.555 (0.629 (0.631 (0.872 (0.995
Effective no. of | -0.049 -0.068 -0.082 -0.074 -0.125 -0.150

parliamentary | (0.090) (0.089) (0.117) (0.117) (0.181) (0.186)
partie:

No. of gov't -0.088* -0.038 -0.175
parties x Qo (0.036 (0.042 (0.096
Right-left x 0.004 0.007 -0.008
QoC (0.003 (0.005 (0.011
Lagged revenug -0.278** | -0.287** | -0.201*** | -0.206*** | -0.434*** | -0.439***
level (0.027 (0.027 (0.030 (0.030 (0.050 (0.048
GDP change -0.076***| -0.078*** | -0.058* -0.062* -0.081** | -0.081**
(0.021) (0.020 (0.028 (0.027 (0.031 (0.031
Unemployment | -0.021 -0.020 -0.009 -0.016 0.007 0.006
(0.022 (0.023 (0.029 (0.030 (0.045 (0.045
Debt 0.020*** | 0.020*** | 0.015* 0.016*** | 0.017 0.014
(0.005 (0.005 (0.005 (0.005 (0.011 (0.011
Inflation -0.006*** | -0.006*** | 0.019 0.042 -0.007*** | -0.007***
(0.001 (0.001 (0.037 (0.039 (0.001 (0.001
Fiscal rule in- | -0.180 -0.168 -0.009 0.012 -0.453* -0.437*
dex (EC (0.093 (0.094 (0.094 (0.095 (0.176 (0.174
Maastricht -0.012 -0.048 -0.261 -0.264 0.294 0.297
(0.152 (0.154 (0.224 (0.226 (0.306 (0.303
N 537 537 374 374 163 163
Adjusted P 0.22( 0.22¢ 0.15¢ 0.162 0.357 0.351

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Table A5.3. Regression results with the Europeami@ission’s Fiscal Rule Index. Dependent
variable: Annual change government debt, % of GC

All countries EU15, Malta and Cy- Post-communist
prus
I Il I v \Y VI
Number of 0.078 -1.044 0.160 -1.105 0.182 1.206
government (0.336) (1.243) (0.471) (1.804) (0.320) (1.811)
parties
Right-left -0.027 -0.060 -0.005 0.259 -0.006 0.469*
(0.023 (0.109 (0.026 (0.184 (0.039 (0.235
Quality of gov- | -0.304 -0.619 0.143 -0.364 -0.591 0.370
ernmen (0.392 (0.527 (0.494 (0.685 (0.656 (0.987
Caretaker time | 7.654 7.810* 9.621* 10.323* 4.165 3.566
(3.923 (3.951 (4.611 (4.715 (4.371 (4.056
Effective no. of | -0.253 -0.228 -0.724 -0.754 -0.695 -0.648
parliamentary | (0.456) (0.458) (0.665) (0.666) (0.532) (0.486)
partie:
No. of gov't 0.147 0.168 -0.160
parties x Qo (0.271 (0.218 (0.284
Right-left x 0.004 -0.030 -0.078*
QoC (0.013 (0.021 (0.039
Lagged debt 0.204** | 0.201** | 0.127 0.118 0.247** | 0.233***
changi (0.046 (0.046 (0.066 (0.065 (0.043 (0.041
GDP change -0.782***| -0.783** | -1.067*** | -1.054*** | -0.602*** | -0.609***
(0.090 (0.091 (0.158 (0.159 (0.071 (0.070
Unemployment | 0.518** | 0.515*** | 0.870** | 0.906*** | -0.007 -0.032
(0.125 (0.123 (0.161 (0.162 (0.104 (0.104
Debt -0.097*** | -0.099*** | -0.085** | -0.089** | -0.124*** | -0.131***
(0.025 (0.025 (0.031 (0.032 (0.029 (0.029
Inflation -0.041*** | -0.041** | -0.046 -0.150 -0.039*** | -0.039***
(0.004 (0.004 (0.183 (0.192 (0.005 (0.005
Fiscal rule in- | 0.169 0.166 0.456 0.341 -0.330 -0.131
dex (EC (0.421 (0.415 (0.462 (0.461 (0.578 (0.561
Maastricht -0.329 -0.296 -1.731 -1.698 0.416 0.287
(0.607 (0.618 (1.031 (1.024 (0.612 (0.579
N 53C 53C 372 372 15¢ 15¢
Adjusted P 0.40¢ 0.40¢ 0.401 0.40: 0.617 0.61¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: *p < 0.001, *p < 0.01, *p < 0.05
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Table A5.4. Regression results with the Europeami@ission’s Fiscal Rule Index. Dependent
variable: net lending (+) or net borrowir-), % of GDP

All countries EU15, Malta and Cy- Post-communist
prus
] Il Il v \Y VI
Number of -0.231 0.418 -0.240 0.558 -0.307* -0.315

government (0.141) (0.524) (0.172) (0.724) (0.152) (0.661)
parties

Right-left 0.019* 0.013 0.008 -0.114 0.033 -0.210*
(0.008 (0.045 (0.009 (0.063 (0.019 (0.092
Quality of gov- | 0.014 0.209 -0.113 0.182 -0.363 -0.571
ernmen (0.164 (0.227 (0.179 (0.283 (0.340 (0.360
Caretaker time -0.523 -0.679 -1.051 -1.355 0.074 0.289
(1.312 (1.319 (1.601 (1.607 (0.813 (1.109
Effective no. of | 0.076 0.061 0.122 0.137 0.422 0.306

parliamentary | (0.172) (0.172) (0.218) (0.222) (0.254) (0.235)
partie:

No. of gov't -0.087 -0.103 -0.005
parties x QoC (0.070 (0.088 (0.102
Right-left x 0.001 0.014 0.039**
QoC (0.005 (0.007 (0.014
Lagged net 0.612*** | 0.608*** | 0.646*** | 0.644** | 0.310*** | 0.303***
lending (0.033 (0.033 (0.042 (0.042 (0.064 (0.064
GDP change 0.322*** | 0.322*** | 0.435*** | 0.427** | 0.244*** | 0.251***
(0.037 (0.037 (0.048 (0.048 (0.029 (0.030
Unemployment | -0.050 -0.051 -0.059 -0.075 -0.098 -0.070
(0.046 (0.046 (0.064 (0.067 (0.054 (0.047
Debt 0.020* 0.021* 0.017 0.019 0.048** 0.048**
(0.008 (0.008 (0.010 (0.063 (0.016 (0.015
Inflation 0.023* 0.022* 0.149** 0.197** 0.008 0.015
(0.010 (0.011 (0.057 (0.063 (0.009 (0.011
Fiscal rule index| 0.425** 0.437** 0.301* 0.354* 0.505 0.375
(EC) (0.141 (0.140 (0.151 (0.156 (0.274 (0.256
Maastricht 0.641* | 0.609** 1.349** | 1.324** | -0.323 -0.119
(0.213 (0.216 (0.281 (0.288 (0.369 (0.309
N 53t 53t 374 374 161 161
Adjusted P 0.56¢ 0.56¢ 0.62( 0.62( 0.45: 0.46¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Table A5.5. Regression results with the effectiuenber of government parties. Dependent
variable: Annual change in total general governnspeinding, % of GDI

All countries EU15, Malta and Cy- Post-communist
prus
I Il I v \Y VI
Effective num- | 0.184 0.875 0.064 -0.511 0.659* 3.517**
ber of govern- | (0.211) (0.801) (0.260) (1.458) (0.318) (0.914)
mentpartie:
Right-left -0.020* -0.059 -0.008 0.032 -0.077** | 0.242*
(0.008 (0.042 (0.007 (0.047 (0.020 (0.101
Quality of gov- | 0.166 0.348 0.144 -0.002 1.036 2.121%**
ernmen (0.166 (0.241 (0.186 (0.348 (0.553 (0.588
Caretaker time | 0.757 0.566 0.757 0.739 -0.348 -1.561
(1.302 (1.305 (1.525 (1.588 (1.553 (1.509
Effective num- | -0.310 -0.338* -0.278 -0.271 -0.679* -0.597*
ber of parlia- (0.160) (0.161) (0.185) (0.192) (0.343) (0.301)
mentary partie
Eff. no. of gov't -0.092 0.068 -0.482**
parties x Qo (0.103 (0.165 (0.155
Right-left x 0.005 -0.005 -0.051**
QoC (0.005 (0.005 (0.016
Lagged spend- | -0.296*** | -0.303*** | -0.246*** | -0.244*** | -0.555*** | -0.561***
ing leve (0.032 (0.033 (0.042 (0.042 (0.050 (0.046
GDP change -0.397***| -0.399*** | -0.485*** | -0.480*** | -0.319*** | -0.317***
(0.028 (0.029 (0.040 (0.040 (0.025 (0.025
Unemployment | -0.002 0.001 0.016 0.024 0.031 0.017
(0.043 (0.044 (0.058 (0.059 (0.068 (0.063
Debt 0.007 0.009 -0.007 -0.009 0.004 0.002
(0.008 (0.008 (0.009 (0.010 (0.022 (0.020
Inflation -0.014*** | -0.014*** | -0.140** | -0.146** | -0.013*** | -0.014***
(0.001 (0.001 (0.047 (0.046 (0.002 (0.002
Fiscal rule in- | -0.591* | -0.561** | -0.163 -0.177 -0.471 -0.354
dex (IMF) (0.204 (0.20¢ (0.238 (0.245 (0.284 (0.283
Maastricht -0.126 -0.181 -0.973* | -0.945** | 0.590 0.309
(0.235 (0.237 (0.302 (0.311 (0.574 (0.503
N 607 607 444 444 162 162
Adjusted P 0.40¢ 0.40¢t 0.38¢ 0.38¢ 0.55¢4 0.57¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: *p < 0.001, *p < 0.01, *p < 0.05
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Table A5.6. Regression results with the effectiuenber of government parties. Dependent
variable: Annual change in total general governnrevenu, % of GDP

All countries EU1E, Malta and Cyprt Pos-communis
I Il I v \Y VI
Effective | -0.096 0.913* -0.236 0.451 0.239 1.923*
number of | (0.115) (0.404) (0.155) (0.752) (0.244) (0.961)
govern-
ment par-
ties
Right-left | -0.007 -0.007 -0.003 0.017 -0.032* 0.043
(0.004 (0.023 (0.005 (0.030 (0.013 (0.070
Quality of | 0.069 0.288* 0.100 0.210 0.395 0.970*
govern- (0.079) (0.114) (0.095) (0.167) (0.262) (0.383)
men
Caretaker | 0.532 0.383 0.272 0.457 0.189 -0.428
time (0.578 (0.586 (0.675 (0.693 (0.757 (0.865
Effective | -0.029 -0.063 -0.018 -0.042 -0.151 -0.144
no. of (0.094) (0.095) (0.121) (0.121) (0.212) (0.217)
parliamen-
tary par-
ties
Eff. no. of -0.130* -0.074 -0.286
gov't (0.051) (0.083) (0.153)
parties x
QoC
Right-left 0.000 -0.002 -0.012
x QoC (0.003 (0.003 (0.012
Lagged -0.246** | -0.254*** | -0.199** | -0.200*** | -0.423*** | -0.432***
revenue (0.024) (0.023) (0.027) (0.026) (0.052) (0.049)
level
GDP -0.088*** | -0.087*** | -0.081** -0.081** -0.078* -0.075*
changi (0.020 (0.020 (0.025 (0.025 (0.031 (0.032
Unem- -0.039 -0.036 -0.041 -0.037 0.011 0.014
ploymen | (0.020 (0.021 (0.026 (0.027 (0.045 (0.048
Debt 0.026*** | 0.027*** 0.023*** 0.023*** 0.022* 0.022*
(0.004 (0.004 (0.005 (0.005 (0.011 (0.011
Inflation -0.006*** | -0.007*** | -0.002 -0.005 -0.007*** | -0.008***
(0.001 (0.001 (0.031 (0.030 (0.001 (0.002
Fiscal rule | -0.352** -0.318* -0.300 -0.277 -0.063 -0.023
index (0.133) (0.133) (0.169) (0.171) (0.165) (0.163)
(IMF)
Maastricht | 0.205 0.142 0.085 0.042 0.250 0.172
(0.169 (0.171 (0.240 (0.243 (0.345 (0.322
N 607 607 444 444 162 162
Adjusted | 0.163 0.169 0.097 0.096 0.292 0.300
R2

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Table A5.7. Regression results with the effectiuenber of government parties. Dependent
variable: annual change in government debt, % oP!

All countries EU15, Malta and Cy- Post-communist
prus
I Il I v \Y VI
Effective num- | -0.123 -1.753 -0.181 -8.871* -0.081 2.268
ber of govern- | (0.545) (1.731) (0.742) (3.503) (0.628) (2.651)
ment partie
Right-left -0.011 0.004 0.005 0.290* -0.008 0.48*
(0.019 (0.089 (0.021 (0.121 (0.040 (0.230
Quality of gov- | -0.087 -0.443 0.315 -1.577 -0.446 0.790
ernmen (0.354 (0.510 (0.444 (0.891 (0.649 (1.054
Caretaker time | 5.817 6.030 6.789 5.741 3.423 2.590
(3.544 (3.546 (4.321 (4.395 (4.385 (3.983
Effective no. of | -0.226 -0.165 -0.511 -0.353 -0.559 -0.497
parliamentary | (0.473) (0.476) (0.662) (0.677) (0.586) (0.512)
partie:
Eff. no. of gov't 0.210 0.991* -0.391
parties x Qo (0.224 (0.392 (0.438
Right-left x -0.002 -0.033* -0.081*
Quality of gov- (0.010) (0.014) (0.038)
ernmen
Lagged debt 0.194** | 0.194** | 0.134* 0.130* 0.240** | 0.226***
changi (0.043 (0.043 (0.056 (0.057 (0.044 (0.042
GDP change -0.800***| -0.801*** | -1.089*** | -1.053*** | -0.600*** | -0.602***
(0.087 (0.089 (0.143 (0.140 (0.073 (0.071
Unemployment | 0.480** | 0.477** | 0.727** | 0.802*** | 0.000 -0.018
(0.113 (0.112 (0.144 (0.148 (0.106 (0.107
Debt -0.087*** | -0.089*** | -0.090** | -0.105*** | -0.118*** | -0.124***
(0.022 (0.021 (0.028 (0.030 (0.028 (0.027
Inflation -0.043** | -0.042*** | -0.137 -0.177 -0.039*** | -0.039***
(0.004 (0.004 (0.153 (0.149 (0.005 (0.005
Fiscal rule in- | 0.386 0.314 0.884 0.604 0.119 0.275
dex (IMF) (0.607 (0.598 (0.795 (0.818 (0.577 (0.602
Maastricht -0.030 0.088 -1.417 -0.929 0.333 0.079
(0.726 (0.731 (1.079 (1.116 (0.729 (0.703
N 60C 60C 44z 442 15¢ 15¢
Adjusted P 0.38¢ 0.38i 0.371 0.38( 0.67¢ 0.687

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Table A5.8. Regression results with the effectiuenber of government parties. Dependent
variable: net lending (+) or net bowing (), % of GDP

All countries EU15, Malta and Cy- Post-communist
prus
] Il I v \Y VI
Effective num- | -0.348 0.133 -0.365 1.116 -0.461 -0.811
ber of govern- | (0.223) (0.802) | (0.297) | (1.422) (0.247) (0.992)
ment partie
Right-left 0.014 0.037 0.007 -0.014 0.037 -0.216*
(0.008 (0.043 (0.008 (0.051 (0.020 (0.095
Quality of gov- | -0.112 -0.024 -0.165 0.131 -0.536 -0.814
ernmen (0.156 (0.238 (0.176 (0.351 (0.367 (0.447
Caretaker time | -0.424 -0.457 -0.916 -0.672 0.585 0.924
(1.224 (1.237 | (1.429 | (1.467 (0.748 (1.052
Effective no. of | 0.227 0.216 0.281 0.248 0.500 0.362
parliamentary | (0.168) (0.168) (0.205) (0.213) (0.275) (0.249)
partie:
Eff. no. of gov't -0.060 -0.166 0.059
parties x Qo (0.106 (0.161 (0.166
Right-left x -0.003 0.003 0.040**
Quality of gov- (0.005) (0.006) (0.014)
ernmen
Lagged net 0.645*+* 0.643** | 0.677** | 0.675*** 0.318*** 0.314%**
lending (0.031 (0.031 (0.038 (0.038 (0.067 (0.067
GDP change 0.318** | 0.320*** | 0.422*** | 0.417*** 0.244%+* 0.252%+*
(0.037 (0.037 (0.044 (0.044 (0.030 (0.031
Unemployment | -0.067 -0.066 -0.098 -0.105 -0.100 -0.071
(0.043 (0.043 (0.057 (0.059 (0.055 (0.049
Debt 0.022** 0.022** | 0.026** | 0.028** 0.043* 0.043**
(0.007 (0.007 (0.009 (0.009 (0.017 (0.016
Inflation 0.020* 0.019* 0.097* 0.100* 0.010 0.018
(0.010 (0.010 (0.047 (0.046 (0.008 (0.011
Fiscal rule 0.048 0.065 -0.367 -0.318 0.314 0.275
index (IMF) (0.206 (0.208 (0.249 (0.258 (0.281 (0.276
Maastricht 0.599* 0.565* 1.345%* | 1.260*** -0.422 -0.208
(0.246 (0.253 (0.322 (0.344 (0.435 (0.36¢
N 60% 605 444 444 161 161
Adjusted P 0.59¢ 0.59¢ 0.65¢ 0.65i 0.44: 0.46¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Table A5.9. Regression results. Dependent variapleual change in government consumption

expenditure, % of GD

All countries EU15, Malta and Cy- Post-communist
prus
I Il I v \Y VI
Number of 0.110 0.165 0.094 0.132 0.210 0.278
government (0.073) (0.286) (0.071) (0.342) (0.158) (0.867)
parties
Right-left -0.005 0.015 -0.006 -0.009 0.007 -0.039
(0.005 (0.022 (0.004 (0.029 (0.015 (0.077
Quality of gov- | -0.027 -0.026 -0.024 -0.012 -0.385 -0.381
ernmen (0.069 (0.099 (0.081 (0.127 (0.230 (0.077
Caretaker time | 0.597 0.629 0.605 0.602 -0.014 -0.013
(0.461 (0.456 (0.477 (0.477 (1.006 (0.977
Effective no. of | 0.017 0.017 0.088 0.088 -0.254 -0.268
parliamentary | (0.082) (0.082) (0.095) (0.095) (0.159) (0.168)
partie:
No. of gov't -0.006 -0.005 -0.013
parties x QoC (0.034 (0.038 (0.134
Right-left x -0.002 0.000 0.007
QoC (0.003 (0.003 (0.013
Lagged ex- -0.190*** | -0.190*** | -0.148*** | -0.148*** | -0.338*** | -0.348***
penditure leve | (0.025 (0.025 (0.024 (0.024 (0.053 (0.055
GDP change -0.168***| -0.167*** | -0.170*** | -0.170*** | -0.158*** | -0.157***
(0.014 (0.014 (0.015 (0.015 (0.025 (0.025
Unemployment | -0.046* | -0.044* -0.067*** | -0.068** -0.028 -0.020
(0.019 (0.020 (0.019 (0.020 (0.044 (0.048
Debt 0.010** | 0.010** 0.005 0.006 0.013 0.013
(0.004 (0.004 (0.003 (0.003 (0.009 (0.010
Inflation -0.001* -0.001 -0.022 -0.022 -0.002* -0.002*
(0.001 (0.001 (0.020 (0.020 (0.001 (0.001
Fiscal rule in- | -0.017 -0.016 0.117 0.120 -0.468** | -0.477**
dex (IMF) (0.107 (0.105 (0.098 (0.099 (0.174 (0.177
Maastricht -0.145 -0.148 -0.080 -0.084 -0.910 -0.888
(0.157 (0.156 (0.143 (0.142 (0.468 (0.472
N 607 607 444 444 163 163
Adjusted P 0.28i 0.28¢ 0.27¢ 0.27: 0.38¢ 0.381

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: *p < 0.001, *p < 0.01, *p < 0.05
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Table A5.10. Regression results. Dependent varialleual change in the compensation of
employees, % of GD

All countries EU15, Malta and Cy- Post-communist
prus
I Il I v \Y VI
Number of 0.064 0.079 0.001 0.056 0.158 -0.934
government (0.046) (0.193) (0.044) (0.174) (0.113) (0.578)
parties
Right-left -0.006* -0.000 -0.003 0.010 -0.005 0.088
(0.003 (0.015 (0.003 (0.019 (0.011 (0.066
Quality of gov- | -0.108 -0.106 0.010 0.019 -0.530* -0.983*
ernmen (0.071 (0.090 (0.061 (0.087 (0.254 (0.350
Caretaker time | 0.361 0.375 0.231 0.288 -0.042 0.238
(0.324 (0.331 (0.264 (0.255 (0.977 (0.957
Effective no. of | 0.013 0.012 -0.022 -0.026 0.059 0.113
parliamentary | (0.057) (0.057) (0.060) (0.061) (0.159) (0.164)
partie:
No. of gov't -0.002 -0.006 0.183
parties xQoC (0.025 (0.022 (0.093
Right-left x -0.000 -0.001 -0.015
QoC (0.002 (0.002 (0.011
Lagged com- -0.214*** | -0.214** | -0.212** | -0.210*** | -0.168 -0.177
pensation of (0.034) (0.034) (0.036) (0.036) (0.121) (0.106)
employee
GDP change -0.078*** -0.078** | -0.098*** | -0.098*** | -0.076*** | -0.078***
(0.010 (0.009 (0.013 (0.013 (0.017 (0.017
Unemployment | -0.032* | -0.032 -0.028* -0.026 -0.090** | -0.105***
(0.013 (0.013 (0.014 (0.014 (0.028 (0.029
Debt -0.000 -0.000 -0.003 -0.003 0.010 0.011
(0.003 (0.003 (0.003 (0.003 (0.008 (0.009
Inflation -0.002** | -0.002* -0.023 -0.026 -0.002* -0.002*
(0.000 (0.000 (0.025 (0.024 (0.001 (0.001
Fiscal rule in- | -0.170* -0.170* 0.031 0.031 -0.417* | -0.398**
dex (IMF) (0.071 (0.073 (0.089 (0.091 (0.131 (0.119
Maastricht 0.067 0.067 -0.087 -0.093 -0.308 -0.403
(0.117 (0.119 (0.149 (0.151 (0.239 (0.220
N 54C 54C 39C 39C 15C 15C
Adjusted P 0.22( 0.21¢ 0.29¢ 0.29¢ 0.21¢ 0.25¢4

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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A5.11. Regression results. Dependent variable: @rchange in transfers and subsidies, % of

GDP
All countries EU1E, Malta and Cyprt Pos-communis
I Il I v \Y VI
Number of | 0.004 -0.323 0.125 -0.191 -0.121 -0.073
govern- (0.206) (0.706) (0.343) (0.923) (0.244) (1.326)
ment par-
ties
Right-left | 0.007 -0.107 0.007 -0.171 -0.009 0.312
(0.016 (0.083 (0.018 (0.161 (0.034 (0.158)
Quality of | -0.373 -0.430 -0.348 -0.374 0.024 0.421
govern- (0.221) (0.296) (0.323) (0.418) (0.374) (0.435)
men
Caretaker | -1.034 -1.226 0.413 -0.159 0.153 0.187
time (1.529 (1.520 (2.500 (2.403 (1.678 (1.753
Effective | 0.031 0.010 -0.339 -0.293 0.248 0.538
no. of (0.308) (0.312) (0.465) (0.447) (0.612) (0.588)
parliamen-
tary par-
ties
No of 0.039 0.030 0.011
gov't (0.097) (0.120) (0.203)
parties x
QoG
Right-left 0.014 0.020 -0.053*
x QoC (0.009 (0.018 (0.027)
Lagged -0.308*** | -0.312*** | -0.318*** | -0.323*** | -0.397** | -0.400 ***
transfers | (0.030) (0.031) (0.039) (0.039) (0.054) (0.054)
and subsi-
dies
GDP -0.252*** | -0.253*** | -0.208* -0.207* -0.269** -0.282**
changi (0.060) (0.060) (0.089) (0.088) (0.090) (0.090)
Unem- 0.005 0.011 -0.029 -0.044 0.057 0.017
ploymen | (0.064 (0.064 (0.089 (0.087 (0.095 (0.090
Debt 0.012 0.013 0.030 0.030 -0.022 -0.023
(0.010 (0.010 (0.016) (0.016) (0.018 (0.016
Inflation -0.008*** | -0.008*** | -0.478** -0.456* -0.005** -0.006***
(0.001) (0.001) (0.182) (0.182 (0.002) (0.002)
Fiscal rule | -0.121 -0.107 -0.149 -0.145 0.126 0.202
index (0.324) (0.312) (0.480) (0.480) (0.455) (0.439)
(IMF)
Maastricht | -0.052 -0.048 -0.397 -0.419 0.260 -0.000
(0.483 (0.485 (0.906 (0.924 (0.676 (0.641
N 41C 41C 27¢ 27¢ 13t 13t
Adjusted | 0.242 0.246 0.220 0.225 0.372 0.382
R2

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Table A5.12. Regression results. Dependent varialbleual change in government gross capi-
tal formation, % of GDF

All countries EU15, Malta and Cy- Post-communist
prus
] Il I v \Y VI
Number of 0.064 0.190 -0.005 -0.081 0.142 0.224
government (0.041) (0.165) (0.044) (0.200) (0.077) (0.339)
parties
Right-left -0.001 0.001 0.000 -0.005 -0.003 0.020
(0.003 (0.013 (0.002 (0.020 (0.007 (0.041
Quality of gov- | 0.066 0.105 0.059 0.038 0.152 0.197
ernmen (0.057 (0.074 (0.053 (0.088 (0.165 (0.208
Caretaker time -0.013 | -0.041 -0.052 -0.057 -0.920 -0.959
(0.319 (0.325 (0.280 (0.278 (0.815 (0.826
Effective no. of | -0.046 -0.050 0.016 0.017 -0.109 -0.106
parliamentary | (0.052) (0.053) (0.051) (0.052) (0.098) (0.102)
partie:
No. of gov't -0.017 0.009 -0.012
parties xQoC (0.021 (0.023 (0.053
Right-left x -0.000 0.000 -0.004
QoC (0.001 (0.002 (0.007
Lagged gross | -0.365** | -0.364*** | -0.379*** | -0.379*** | -0.400*** | -0.400***
capital for- (0.040) (0.040) (0.053) (0.054) (0.071) (0.071)
matior
GDP change 0.007 0.007 0.000 0.000 0.016 0.016
(0.008 (0.008 (0.010 (0.010 (0.011 (0.011
Unemployment | -0.053***| -0.052*** | -0.051*** | -0.052*** | -0.057* -0.059*
(0.012 (0.012 (0.014 (0.014 (0.025 (0.025
Debt -0.004 -0.004 -0.008** | -0.008** | 0.001 0.001
(0.003 (0.003 (0.003 (0.00z (0.006 (0.006
Inflation -0.001 -0.001 -0.046* -0.046* -0.001 -0.001
(0.001 (0.001 (0.023 (0.023 (0.001 (0.001
Fiscal rule index| -0.038 -0.025 0.126 0.119 -0.054 -0.046
(IMF) (0.070 (0.070 (0.075 (0.076 (0.119 (0.120
Maastricht 0.145 0.133 -0.220 -0.214 0.397 0.379
(0.117 (0.118 (0.134 (0.136 (0.276 (0.276
N 47¢ 47E 31z 31z 162 162
Adjusted P 0.241 0.241 0.267 0.26¢ 0.26¢ 0.26¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Table A5.13. Regression results. Dependent variagtdically adjusted budget balance
(CAB), % of potential GDF

All countries EU15, Malta and Cy- Post-communist
prus
I Il I v \Y VI
Number of gov- | -0.171 0.423 -0.143 0.644 -0.011 0.130
ernment partie | (0.119 (0.512 (0.154 (0.814 (0.190 (0.819
Right-left 0.012 0.007 0.011 -0.010 -0.008 -0.247
(0.007 (0.044 (0.008 (0.055 (0.019 (0.130
Quality of gov- | 0.035 0.214 0.057 0.289 -0.146 -0.210
ernmen (0.149 (0.213 (0.180 (0.289 (0.347 (0.462
Caretaker time -0.066 | -0.154 -0.387 -0.402 1.495 1.458
(1.144 (1.159 (1.347 (1.378 (1.234 (1.279
Effective no. of | 0.124 0.113 0.143 0.148 0.099 0.096
parliamentary | (0.146) (0.146) (0.187) (0.187) (0.263) (0.249)
partie:
No. of gov't x -0.078 -0.096 -0.029
QoC (0.068 (0.098 (0.130
Right-left x 0.001 0.003 0.042
QoC (0.005 (0.006 (0.022
Lagged CAB 0.708** | 0.704** | 0.708** | 0.705*** | 0.564*** | 0.515%**
(0.033 (0.034 (0.041 (0.042 (0.080 (0.088
GDP change 0.022 0.023 0.067 0.065 0.006 0.017
(0.033 (0.034 (0.044 (0.044 (0.037 (0.038
Unemployment | 0.068 0.070 0.027 0.026 0.170** | 0.200***
(0.037 (0.037 (0.053 (0.055 (0.047 (0.051
Debt 0.016* 0.017* 0.025* 0.026** 0.000 0.002
(0.007 (0.007 (0.009 (0.010 (0.014 (0.014
Inflation 0.006*** | 0.006*** | 0.152* 0.160* 0.006*** | 0.006***
(0.001 (0.001 (0.064 (0.063 (0.002 (0.002
Fiscal rule index| 0.179 0.239 -0.225 -0.165 0.736* 0.661*
(IMF) (0.188 (0.194 (0.241 (0.246 (0.268 (0.279
Maastricht 0.259 0.184 1.103*** | 1.020** -0.627 -0.435
(0.245 (0.257 (0.327 (0.343 (0.434 (0.432
N 582 582 42¢ 42€ 15€ 15€
Adjusted P 0.46: 0.462 0.51¢ 0.51¢ 0.30¢ 0.32¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Table A5.14. Regression results. Dependent varigbimary balance, % of GD

All countries EU15, Malta and Cy- Post-communist
prus
I Il I v \Y VI
Number of gov- | -0.143 0.458 -0.149 0.356 -0.131 0.268
ernment partie | (0.155 (0.546 (0.191 (0.800 (0.168 (0.667
Right-left 0.037** | -0.036 0.034** -0.129 0.028 -0.233*
(0.011 (0.053 (0.012 (0.081 (0.020 (0.097
Quality of gov- | 0.310 0.532* 0.327 0.550 -0.139 -0.138
ernmen (0.182 (0.246 (0.213 (0.295 (0.342 (0.358
Caretaker time -0.510 | -0.860 -1.656 -2.210 1.088 1.032
(1.394 (1.420 (1.596 (1.616 (0.928 (1.283
Effective no. of | 0.022 -0.009 0.021 0.058 0.314 0.183
parliamentary | (0.227) (0.224) (0.314) (0.308) (0.268) (0.245)
partie:
No. of gov't -0.085 -0.072 -0.074
parties xQoC (0.075 (0.099 (0.105
Right-left x 0.009 0.018* 0.042**
QoC (0.006 (0.009 (0.015
Lagged primary | 0.559*** | 0.560*** | 0.577*** | 0.576*** | 0.326** | 0.304***
balanc (0.038 (0.038 (0.049 (0.048 (0.064 (0.067
GDP change 0.322%* | 0.322** | 0.440*** | 0.440*** | 0.222*** | 0.231***
(0.041 (0.040 (0.059 (0.059 (0.032 (0.033
Unemployment | -0.008 0.002 0.018 0.011 -0.037 -0.009
(0.054 (0.054 (0.082 (0.083 (0.056 (0.050
Debt 0.030** | 0.030** 0.031* 0.031* 0.055* 0.057**
(0.011 (0.011 (0.013 (0.013 (0.017 (0.016
Inflation 0.043** | 0.045** | 0.548** | 0.569*** | 0.033*** | 0.041***
(0.010 (0.010 (0.109 (0.107 (0.008 (0.011
Fiscal rule index| 0.325 0.417 -0.302 -0.216 0.293 0.227
(IMF) (0.288 (0.288 (0.384 (0.385 (0.280 (0.278
Maastricht 0.643 0.582 1.912** 1.785** -0.355 -0.116
(0.356 (0.359 (0.635 (0.658 (0.460 (0.394
N 44¢€ 44¢€ 28t 28t 161 161
Adjusted P 0.551 0.55: 0.64¢ 0.652 0.447 0.47¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05
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Chapter 6
The Dispersion of Power: A Neglected Aspect of Rragtation

The preceding chapter implicitly assumed that altips in cabinet are equally relevant
so that ‘counting heads’ is sufficient to measine degree of fragmentation. The rela-
tionship between this notion and the conclusiod twn in Chapter 3, according to
which the management of the budgetary commonsti®mg representative but also
necessarily collective, was effectively by-passecmphasis was more on the repre-
sentation aspect. In this chapter, the focus isetlito the requirement of collective
management. As in the previous chapter, data flmrenhtire set of 28 member states
is used and the two subsets of countries are alssidered separately.

In concrete terms, this chapter asks whether amdthe distribution of power con-
ditions the effects that the number of cabinetiparhas on fiscal policy outcomes,
given the notion that not all parties are necelysagually relevant when it comes to
having bills passed in the parliament. Converdtlg,consent of some parties may be
considerably more important than that of othersesehdifferences are plausibly re-
flected in parties’ ability to channel funds to ithgrojects’, on the one hand, and to
prevent the channelling of resources to the prsjettother parties, on the other. As
was concluded in the previous chapter, the quafityjovernment affects the extent to
which parties are motivated to channel funds ttribigtive purposes, and therefore the
argument deals with quite a complicated set of itimmal effects.

The empirical analyses reported in this chaptekemsse of an index od priori
voting power interpreted as a measure of bargaipower. In this view, the power of
a party depends on its ability to turn losing diais into winning ones and vice versa.
The main argument to be developed can be summaasdollows. The effect of the
number of government partidseecomes stronger as thestribution of voting power
becomes more equal. When parties are equal in teffmsting power, each of them is
equally capable of making or breaking winning ditis and therefore equally capa-
ble of withdrawing resources from the pool of tards. Conversely, equally powerful
parties are not capable of preventing each otloen fvithdrawing funds, even though
they presumably would like to do so. Hence, theptdratakes a somewhat different
approach to the fragmentation of decision-makingegrothan the procedural fragmen-
tation literature (e.g. Hallerbergt al. 2009). Whereas the latter asks what kinds of
procedural rules governing budget-making give uaidonterests access to public
funds, the approach adopted here focusses onitia iimer-party bargaining situation
where policies are laid down. The approaches shbaladonsidered complementary
rather than rivalrous.

This chapter not only contributes to the literaton fragmented decision making
but also to the literature on voting power. In thtter literature, much emphasis has
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been put on normative issues, such as whetheriWigod of power in the light of
power indices is fair — it has been consideraldg leommon to ask what power indices
explain in empirical analysis.

Given that the quality of state institutions waguged to be connected to the preva-
lence of distributive issues in politics, the iatetion between the number of govern-
ment parties and the distribution of voting poweekpected to depend on the quality
of government, so that it is strongest when thdityuaf government is very low but
weakens as the quality of government improves.nihe previous chapter, the prima-
ry emphasis is on spending as it is likely to readhe most direct way to changes in
the composition of governments and parliamentslengovernment revenue, debt and
the budget balance react in a weaker and lesssgttemanner.

The chapter begins with an overview of the measarg of voting power and brief-
ly reviews the literature on power indices. Theteaft is explicated why the distribu-
tion of voting power matters in the managementhef hudgetary commons. Such an
explication is especially important as the indioésoting power discussed pertain to
binary choices in voting situations while inter{yabargaining is about more-or-less
guestions that must effectively be settled unanshou he chapter then goes on to test
the claim that the effect of the number of cabpaaties is the stronger the more evenly
power is distributed among the parties in governm&ocording to the results reported
later on, such a conditional effect is indeed disitée in European data, but only in
specific settings and with some exceptions — ia With the overarching argument put
forward in this work that universally applicabldegits are unlikely.

What Is Voting Power?

Most member states of the European Union use saomogtional electoral rule to
elect their parliaments. Proportionality referghe relationship between parties’ vote
and seat shares: the closer they are to each titleemore proportional the allocation
of seats becomes. In practice, proportional elattoles produce outcomes that devi-
ate from exact proportionality to some extent (Tegmga and Shugart 1989). Perfect
proportionality would in most cases require thatipa are allocated fractions of seats,
which is not possible. Moreover, the formulae usedransforming vote shares into
seat shares may introduce further disproportignatis do small district magnitudes
and electoral thresholds. However, even a perfauttyportional allocation of seats
would not generally guarantee that legislativeuefice is exactly proportional to elec-
toral support (Nurmi 2014).

Voting power here simply means the extent to whigbarty is able to control the
outcome of a parliamentary vote (Felsenthal andhdeer 1998, 2). Other kinds of
players can also come into question in differemtexts, such as when one asks how
much member states can influence decisions in then€il of Ministers — to keep the
discussion on a relatively concrete level, the teofagy used here refers to the players
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of a parliamentary setting. Indices @fpriori voting are based on the notion that the
amount of power at the disposal of a party dependss ability to make or break win-
ning coalitions, that is, coalitions that haveeddt as many votes as the decision rule
specifies and can thus determine the outcome aft@ ¥n other words, the priori
voting power of a party is related to its criticabmbership in coalitions, critical in the
sense that the absence of the party would turmaimg coalition into a losing one.

Power indices are solutions teplayer cooperative games. The focus here is on
power indices that are defined for simple gamesravlany coalition is either winning
or non-winning and choices are binary, so thatop@sal is either accepted or rejected.
Denote byN the set of all players whose numbenjsand denote by a coalition with
s members. The characteristic functio¢s) indicates the value of coalitiadh) so that
v(S) = 1 whenS is winning andv(S) = 0 whens is not winning. A coalition is win-
ning if it has at least as many votes as the detisilek specifies. That is, denoting
the set of winning coalitions by, S € W if and only ifw(S) = k, wherew(S) is the
number of votes of the coalition.

The Shapley-Shubik index, alongside the non-ndemdland normalised Banzhaf
indices!’ are the best-known, ‘classical’ power indices. yrheasure power in some-
what different ways. The Shapley-Shubik index atyg denoted byp;, is

— DI (n—s)!
Y A MO VCRT )]

SEN

wherei = 1, 2, ..., n. In other words, the index is the sum of the pbiliiges of partyi
being pivotal in coalitiors times the number of positions in which it can tarwin-
ning coalition into a losing one. The Shapley-Skubdex can hence be interpreted as
i’s weight times its contributions to all possibleattions (Nurmi 1998, 171). The
Shapley-Shubik index is a special case of the $yamlue or the expected value that
a player can obtain by entering a cooperative gafrieansferable utility, i.e. a game
where the winning coalition distributes a prize agnits members.

Felsenthal and Machover (1998, 2004) interpreSthapley-Shubik as a measure of
what they call ‘P-power’, or power as a share okapected prize. In Felsenthal and
Machover’s view, this is to be distinguished frolrpbwer’, or power as an actor’s
potential to influence the voting outcome, whichnisasured by the Banzhaf index.
The Banzhaf index has two versions, an absolutsstandardised index and a stand-
ardised one. The standardised Banzhaf intjext partyi is

8 = Ysen[v(S) —v(S — {iD]
"X Tsenlv(S) —v(S - {iD]

7 The Banzhaf index is also known as the Penrosetidrindex. It was invented by L.S. Pen-
rose (1946) and re-invented, independently of Penrby John F. Banzhaf (1965). The Shap-
ley-Shubik index was introduced by L.S. Shapley iadtin Shubik (1954).
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The Banzhaf index thus measures the relative nupibaitical presences or ‘swings’,
i.e. situations where coalitighis winning but the exclusion @#fmakes it non-winning.
Standardisation yields the ratio of the swings lafyeri (the numerator) to the total
number of swings (the denominator). The unstandaddBanzhaf index differs from
the standardised one in that the denominat@"ig or the number of coalitions in
whichi is present. The Shapley-Shubik and standardisedH2d indices of all parties
always sum to unity, but this is generally not tase for the unstandardised Banzhaf
index. The comparability of unstandardised Banahdices across voting situations is
therefore limited.

The Banzhaf index considers all winning coalitioflse Holler index or the Public
Goods Index (Holler 1982), in turn, is based solety minimal winning coalitions
where each member has a swing. The Holler ii&x of playeri is

pel = — 2s:eulv(ST) —v(S\]
LT Y jen Zsreav(S) — v(S\U]

whereM is the set of minimal winning coalitior$s'. Holler (2007) also provides an
interpretation of the index as a measure of act@sponsibility for collective deci-
sions.

Felsenthal and Machover’s interpretation of thapy-Shubik index as a measure
of ‘P-power’ would appear to defend using the Sag8hubik index in the present
context where the distribution of resources istakes The distinction between the
Shapley-Shubik and Banzhaf indices as measures ahdP I-power has been ques-
tioned, however (Turnovec 2004). In practice, tlemBhaf and Shapley-Shubik indices
tend to strongly correlate, although they are gahenot identical. They do, however,
generally place players in the same order in unizahvoting bodie$? The correlation
between the two is also strong in the data used, tser the choice between them is
unlikely to have consequences for empirical results

Prior Uses ofA Priori Indices

The main fields of application of power indices @aeen in the characterisation and
normative evaluation of institutions. For examfldnas been asked how power is dis-
tributed in EU decision-making bodies (Herne andriul993; Pajala and Widgrén
2004), whether those distributions can be consititzrie (Laruelle and Widgrén 1998),
and what would constitute a fair voting procedure Bretonet al. 2012). Given that
voting weights in the EU institutions are allocatedhe member states in proportion to
population and the size of the economy, power gxlicelp assess whether actual in-
fluence is proportional to those criteria. Gengratlis not.

181 thank Hannu Nurmi for pointing this out to me.
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Despite the long traditions of the voting powéerature and extensive uses of pow-
er indices in normative research, they have lesgutntly been used as explanatory
variables in empirical research. The small numlierses to which power indices have
been put may in part reflect the assumptions uyithgrithe best-known indices that
can appear exceedingly unrealistic and restrictilereover, the conceptualisation of
power in terms of the ability to affect voting ooiges can be considered overly sim-
plistic, as it neglects other dimensions of powst tare known to be many, such as
power as the ability to define the concepts peapkein perceiving and describing the
surrounding reality.

There is, however, some evidence that the digtabwf a priori voting power has
consequences for the way resources are distriltpdlitical processes. The existing
evidence gives at least preliminary support for ékpectation that voting power can
also affect the effect that the number of partigs dn the management of public funds.

The consequences of voting power for negotiatisicames in the Council of Min-
isters have received attention in the empiricerditure. Bailer (2004) argues that vot-
ing power is of limited importance in determinirigetbargaining success of the mem-
ber states. However, contrary views about the agleg of voting power also exist.
Kauppi et al. (2004) and Kauppi and Widgrén (2007) study whethember states’
Shapley-Shubik indices rather than socio-econoraitales and other indicators of
‘deservingness’ are more plausible predictors eftibhdget allocations member states
receive. Their results suggest that the distrilmutbvoting power is a significant pre-
dictor of how much of EU funds member states rexeawven after controlling for a
host of other explanatory variables.

In a study more closely related to the theme efpitesent work, Hubet al. (2003)
examine how the voting power of government partieeasured using the Banzhaf
index, affects changes in debt levels in a sampR2AECD countries. According to
the results of Hubeet al, the dispersion of voting power, i.e. a large dtad devia-
tion of government parties’ Banzhaf indices, isoagsed with smaller increases (or
larger decreases) in debt levels. This means ttnagrgments consisting of equally
powerful parties, indicated by a small standardiatean of Banzhaf indices, tend to
run higher deficits. The theoretical basis of Hubeal’'s analysis differs somewhat
from that of the present study. It draws on the kvgavernment hypothesis (Roubini
and Sachs 1989a, 1989b) and the war of attritioden@Alesina and Drazen 1991).
These theoretical constructions state that budgeilisations are delayed since inter-
nally divided governments cannot impose the cobtsudget consolidation either on
the opposition or the constituencies of governnpamties. Hubeet al. also test anoth-
er aspect of government strength, the strengthefyjbvernment vis-a-vis the opposi-
tion. This is operationalised as the sum of goveminparties’ power indices but has
no discernible effects. Hubet al. do not consider the number of parties in theilyana
sis.
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A Priori Power and Bargaining in the Fiscal Commons

The power measured by the indices reviewed abo\gepsiori’ because it takes noth-
ing into account except the decision rule and gptirights. They also pertain to very
simple settings where choices are binary yes-oguestions and coalitions are either
winning or losing. The relevance of all this migitt first sight appear questionable
when it comes to the making of budgets in real-d/gdrliamentary democracies. The
assumptions underlying the power indices seem tkensanse in the final approval
stage in the parliament, where budget items mts¢rebe accepted or rejected. How-
ever, much has happened before the proposals tieiadinal stage. In addition, politi-
cal issues in general and budgetary choices ifcphat are seldom either/or questions
considered in isolation from one another. Instéady tax funds are used is a complex
web of interlinked more-or-less questions resoliggdegotiating rather than voting.
However, the voting weights of parties and theisugng abilities to make or break
coalitions at the decisive stage can be arguedfeataarties’ bargaining strengths in
the earlier phases of the process.

Annick Laruelle and Federico Valenciano (2007; &902008b; 2009a; 2009b)
differentiate between what they call ‘take-it-osde-it' committees and ‘bargaining’
committees. The former make decisions by votingdioagainst proposals submitted
by an external actor and cannot make changes tprtposal — that is, they can only
‘take it or leave it'. Bargaining committees, inntkast, are characterised by a number
of features. They deal with different issues oumetand different preference configu-
rations may emerge for feasible agreements onisaah. The aim of the committee is
to find a consensus on each issue and they castgujoposals during the process.
Moreover, any agreement can be enforced by anyimgnecoalition. As Laruelle and
Valenciano put it, bargaining in such settings sagtace in the shadow of a voting
rule. Laruelle and Valenciano, moreover, see tlseres of decisiveness not in being
critical in coalitions but in the ability to affecutcomes by bargaining:dfecisiveness
can be a form or, more precisely, a source of posvdy in a situation in which there
is room for negotiation and the possibility of wsiib with this purpose(Laruelle and
Valenciano 2009b, 459, original emphasis). Theyogoto argue that a ‘take-it-or-
leave-it’ environment precludes that possibility.

Laruelle and Valenciano ask what kinds of agreamean generally be expected
when bargaining outcomes are subject to approvahdjprity voting. They argue that
a reasonable outcome is given by the weighted Nasglrining solution where weights
are a function of the decision rule, the weightgresenting bargaining power. In a
bargaining game with two playefisandj, the Nash bargaining solution is the utility
allocation(u;, up) that maximises the produt; — u;)(u; — u;) whereu;, u; are the
players’ conflict payoffs they receive in case @f inanimous agreement. Harsanyi
(2977, 197) shows that in amplayer simple bargaining game, the solution isghg-
off vector that maximises theperson Nash produﬁiEN(ui — gi).
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Laruelle and Valenciano provide an interpretatdmplayers’ Shapley-Shubik indi-
ces as weights in a weighted or non-symmetric Niasbaining solution. They develop
this interpretation in a cooperative framework (lglte and Valenciano 2007; see also
Harsanyi 1977) but also provide a non-cooperatisgtification. That is, the toolkit of
cooperative game theory is better suited for charsing the outcomes that can rea-
sonably be expected, whereas a non-cooperativeefvark allows for introducing
more institutional detail and therefore providirdpdional plausibility to the interpre-
tation. Laruelle and Valenciano show that in a nooperative setting, the Shapley-
Shubik index and other power indices emerge a$ tiases.

In the present context, an intuition to the intetation ofa priori power indices as
measures of bargaining power ‘in the shadow oftmgaule,’ to quote Laruelle and
Valenciano, can be given as follows. When barggiromer the composition of the
policy package the government is going to adoptigscannot only make demands
but also issue threats, for example about strikimgn the demands of another party in
the legislative phase. The credibility of such #tsedepends on the position of the
party in potential coalitions. If there are feweattative coalitions in which the party is
crucial, its potential to pose credible threatsttom one hand, and to use its coalition-
breaking potential as a means of trade, on ther,ohéow. It is therefore unlikely to
strike very profitable deals on distributive mastdtdowever, a party that is pivotal in a
number of potential coalitions has much more baiggileverage. If its demands go
unheeded, it may credibly threaten to leave thétmaand make another coalition the
winning one.

In the previous chapter, potential asymmetriegarties’ bargaining power were
neglected as it was assumed that each party thahtes part of the ruling coalition is
able to extract resources from the tax base. Bagp@ssibilities for unilateral action
may be limited, however. For example, as Martin ¥adberg (2011) argue, coalition
partners may seek to control each other’s actigrréicedural and institutional means
during the government term. Moreover, their abitiyaffect the outcomes of parlia-
mentary votes is likely to condition the bargainimgtcomes they reach. The specific
ways in which parties interact, how they affectreather’s choices and how they bar-
gain is not central to the argument presented Heaéher, parties’ seat shares in the
parliament provide resources that can be used ffareit ways when policies are
made.

As before, the argument starts from the spendidg af the budget. The previous
chapter shared with much of the previous literatheeassumption that parties are pri-
marily interested in channelling funds to polictesy consider important on program-
matic or ideological grounds (when the quality ogrnment is high) or bring materi-
al benefits to their clientele (when the qualitygofrernment is low).

Consider the case where the quality of governnehbw and, according to the
preceding chapter, distributive motives are onftie. In the previous chapter, the cost
side hardly entered the picture, but parties atdikaly to neglect them altogether. As
far as budgetary decisions take the form of a pgse dilemma, the best outcome for
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any party would be such that the party in quesscaable to finance the programmes it
considers important, while policies it opposes iree@o funds. When distributive pol-
icies are concerned, from the perspective of aymssociated with specific recipient
groups, the ideal outcome would be such that thieipe prioritised by its target popu-
lation are provided, whereas those of other pariéget populations are not. The lat-
ter would impose costs either on the target pojmuatof the party in question or on
the general public, which could weaken the eletiomaspects of the party. Moreover,
a smaller amount of resources going to other Eantimjects implies more room for
manoeuvre in public finance, which may be espsacialevant if public finances are
closely monitored, as they are in the European tniocluding the requirement to
meet the so-called converge criteria before EU ssion.

Parties therefore not only have incentives to dvitkv funds from the tax base but
also to prevent others from doing so, and therattant of these goals depends on par-
ties’ bargaining strengths. In Chapter 2, the maxichof a party was expressed as

m m m m m
NBp= ) NB(x)=) B(x) _?Z- C(x;) _EZ- C(x)
i=1 i=1 i=1 J#EL
(cf. Bawn and Rosenbluth 2006). Parties are tylyi@dsumed to seek the maximisa-
tion of NB, by providing goodsy;, to their target populations. Maximisation can,
however, also be partially based on minimising dbsts of goods going to the target
groups of other parties or on imposing a largeresiod the costs associated with

onto others, thereby minimising the last two teohthe expression.

A party whose bargaining position is strong corepato other parties is not only
able to extract funds to its preferred purposes fitist term on the right-hand side of
the above expression) but, in order to containscfibe last term of the expression), is
also able to prevent others from extracting resesurd@his can be contrasted with a
scenario in which all parties have equal bargaimiagrer. The setting conforms more
readily to the assumptions of basic models of fraigied decision making. Assuming
that the concentration of benefits and diffusiorca@$ts encourages parties to prioritise
the former, all parties are able to extract fundasgthey face little resistance on cost
limitation grounds.

As a consequence, government spending increatiesh@inumber of parties when
bargaining power is equally distributed, whereass dfffect is weak or indiscernible
when power is concentrated. The effects on speratiaglso reflected in government
revenue, although the revenue side can again becedto react more mutedly as
some of the spending increases can be financedcoyring debt. Hence, government
revenue and debt are also expected to increaseheithumber of cabinet parties when
power is equally distributed, but these effectsutthalso be weak when power is une-
qually distributed.

To recapitulate, what was said above pertaingtiings where the number of cabi-
net parties is expected to have fiscal consequendd® first place due to more gen-
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eral societal circumstances, i.e. in post-commususieties where the quality of gov-
ernment is relatively low. Otherwise, the distribatof power should have no discern-
ible effects.

Empirical Strategy

Power is here measured using the Shapley-Shubékifgbe Harsanyi 1977; Laruelle
and Valenciano 2007). As mentioned above, diffepenter indices tend to correlate
and therefore the choice between, say, ShapleyiSlamd Banzhaf is likely to have
little effect on substantive conclusions. To beeswome of the regressions reported
below were re-run by substituting the normalisech®ef index for the Shapley-
Shubik index. As the differences in the regressesults were negligible and did not
have qualitative implications, the results fromgbaeplications are not reported (they
are available from the author on request). The pdmdices were calculated using the
PowerSlave Power Index Calculator (Pajtial. 2002) and based on data on election
results (i.e. the distribution of parliamentarytsesmong parties) obtained from Ddring
and Manow (2016). When calculating the indicefais been assumed that any coali-
tion whose size i% + 1 or larger, wherdV is the number of seats in the (lower cham-

ber of the) parliament, is winning.

As in Huberet al. (2003), the distribution of power is here measwvétl a familiar
statistical measure of dispersion, the standarthtien. When calculating the standard
deviation, the set of cabinet parties is considehedrelevant population. That is, as
data on every member of the population is availghke standard deviation of Shapley-
Shubik indices is obtained from

1 _
Op = JEZL 1(¢i —¢)?

wheren is the number of government partig¢s,is the Shapley-Shubik index of paity
and¢ is the mean of the Shapley-Shubik indices of allegnment parties. When the
power indices become more equal, the sum of(¢he- ¢) terms approach zero and
thereforeoy, approaches zero. Conversely, when indices become mequal, the
squared differences become larger and thereforstmalard deviation also becomes
larger. When the number of government parties & oy naturally equals zero. The
dispersion of bargaining/voting power among goveentiparties is thus calculated on
the basis of their parliamentary seat shares. Mg appear contradictory, but notice
that calculating the indices based only on the remah seats the government parties
control would be misleading because, in that case,would have to assume that the
majority of votes within the government coalitiarffices to pass a bill.

In Figure 6.1g4 is plotted against the number of cabinet partiesach year in all

28 countries over the entire time period. Thera isndency for the standard deviation
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Figure 6.1. The relationship between the dispersfaroting power and the number of govern-
ment parties.

to rise with the number of parties in governmeithaagh there is variation across all
coalition sizes. Especially when the number of webparties is from approximately
two to three, the standard deviation of power cary between zero and 0.5, which is
the largest number in the data. When the numbpaxies in government is very large,
the standard deviation of power in contrast tendset fairly low, most likely because
in those cases all parties tend to be quite swadted with little power and therefore
relatively equal in terms of voting or bargainingyer.

As in the previous chapter, the number of govemntrmparties is expected to affect
fiscal policy outcomes more strongly in the postoaunist member states than in the
rest of the countries. Furthermore, the effecijseeted to be conditional on the quali-
ty of government. The effect is also expected ta@dmaditional on the distribution of
bargaining power so that the effect is the strotigemore evenly power is distributed.
Combined, this means that the interaction effetiveen the number of government
parties and the distribution of power should beditioned by the quality of govern-
ment, so that the interaction effect becomes saoag the quality of government de-
creases.

The principal interest is on the marginal effeicthe number of government parties
conditional on the dispersion of power. Given thee¢-way interaction model, it is
calculated from
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0y
d(dispersion of power); ;4
= By + B4(quality of government); 4
+ fs(dispersion of power);
+ B7(quality of government X dispersion of power); .,

(Aiken and West 1991). Applying Kam and Franzeg@®07) recommendation, the
marginal effect is calculated on two fixed valuéshe quality of government variable
and plotted against empirically relevant valueshef power dispersion variable. This
yields two plots with different slopes that showe timarginal effect on relatively high
and relatively low levels of quality of governmelitthe hypotheses receive support,
the marginal effect plot that corresponds to a tmality of government has a steeper
negative slope than the plot pertaining to a higality of government.

Results
Spending

Total government spending is again considered dissit should be the primary fiscal
policy aggregate reacting to political pressuresdn/e societal groups and interests,
but also to programmatic objectives. Only totalrgbieg is considered because in the
previous chapter it was concluded that this opematisation best captures the com-
mon-pool-problem-like tendencies of budgeting.

Columns | and Il in Table 6.1 show the results tfug entire set of 28 countries,
Column 1 containing a model where the number ofegornent parties is interacted
with the dispersion of power, this interaction inrt being interacted with quality of
government in Column Il. In Column I, the coefficieon the number of government
parties has a positive sign, whereas the intera¢don has a negative sign. Together
they indicate that when power is distributed exaetjually, i.e. when the standard
deviation of cabinet parties’ voting powers is zdhe addition of parties to the coali-
tion tends to drive spending upwards, that effextoning smaller as parties become
more unequal in terms of power. Moreover, the padit signed coefficient on the
three-way interaction term in Column Il indicatéattthe dependency of the effect of
coalition size on the dispersion of power beconmeslier as the quality of government
improves. While none of the interactions or th&instituent terms is statistically sig-
nificant in the group of 28 countries, the signgha# coefficients are in line with ex-
pectations and serve to illustrate what one shioalkl at in the results.
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Table 6.1. Regression results. Dependent variabieual change in total general government

spending, % of GDI

All countries EU1E, Malta and Cyprt Pos-communis
I Il I v \Y VI
Number of | 0.170 1.021 -0.075 -1.180 0.426 4,951 *+*
gov't (0.202) (0.877) (0.247) (1.614) (0.380) (1.284)
parties
Right-left | -0.019* -0.018* -0.007 -0.007 -0.071*** | -0.068***
(0.008 (0.008 (0.007 (0.007 (0.020 (0.019
Quality of | 0.173 0.292 0.162 0.010 1.061* 2.405*
govern- (0.166) (0.264) (0.185) (0.354) (0.536) (0.773)
men
Dispersion| 0.674 13.075 -0.987 -11.459 0.256 66.636*
of powel (3.568 (17.909 (4.219 (27.217 (7.276 (32.070
Caretaker | 0.662 0.651 0.568 0.433 -0.597 -1.290
time (1.276 (1.286 (1.579 (1.633 (1.675 (1.655
Effective | -0.318 -0.355* -0.224 -0.212 -0.643 -0.788*
no. of (0.162) (0.165) (0.180) (0.184) (0.346) (0.310)
parliamen-
tary par-
ties
No. of -0.646 -8.656 1.143 9.243 -0.847 -34.426*
gov't (1.669) (7.912) (2.181) (13.737) (3.302) (14.816)
parties x
Dispersion
of powe
No. of -0.112 0.123 -0.735%**
gov't (0.112) (0.184) (0.218)
parties x
QoC
Dispersion -1.698 1.119 -10.889*
of power x (2.340) (3.240) (5.182)
QoC
No. of 1.097 -0.902 5.494*
gov't (1.062) (1.608) (2.458)
parties x
Dispersion
of power x
QoC
Lagged -0.295%* | -0.299*** | -0.251*** | -0.253** | -0.548*** | -0.570***
spending | (0.033) (0.034) (0.042) (0.042) (0.048) (0.046)
level
GDP -0.397** | -0.395*** | -0.483*** | -0.481*** | -0.318*** | -0.308***
changt (0.028 (0.028 (0.040 (0.040 (0.024 (0.024
Unem- -0.003 0.006 0.029 0.032 0.027 0.068
ploymen | (0.043 (0.044 (0.058 (0.058 (0.068 (0.067
Debt 0.007 0.008 -0.006 -0.007 0.005 0.003
(0.008 (0.008 (0.009 (0.010 (0.027 (0.025
Inflation -0.014*** | -0.014*** | -0.139** -0.137** -0.014*** | -0.014***
(0.001 (0.001 (0.046 (0.046 (0.003 (0.003
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Fiscal rule | -0.583** -0.591** -0.241 -0.267 -0.459 -0.384

index (0.206) (0.218) (0.250) (0.257) (0.313) (0.295)

(IMF)

Maastricht | -0.133 -0.163 -0.941** -0.877** 0.552 0.556
(0.237 (0.239 (0.304 (0.313 (0.582 (0.542

N 607 607 444 444 168 16<

Adjusted | 0.403 0.403 0.389 0.387 0.544 0.550

RZ

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05

When all countries are considered, the prograntuaitentation of cabinets has the
expected effect as more rightist orientations aeiated with lower spending. This
effect is, again, not visible in the group of caiegd consisting of the non-post-
communist Western and Southern European membegsstand no interactions be-
tween the number of cabinet parties, the dispesiqgower and quality of government
are discernible outside the post-communist area.

As was the case in the previous chapter, the teffefcpolitical variables are much
clearer in the post-communist countries (Columnand VI of Table 6.1). In particu-
lar, the interactions have the expected signs amdtatistically significant, as are the
constituent terms. In substantive terms, the efdét¢he number of cabinet parties in-
deed seems to depend on both the dispersion afgvoti bargaining power within the
ruling coalition and institutional quality. As itay be difficult to keep track of this
chain of conditional effects, a graphical examimaiis in order.

Figure 6.2 shows the marginal effect of the nunafeyovernment parties as a func-
tion of the dispersion of power in two cases (bamedColumn VI of Table 6.1). The
figure contains two plots, each surrounded by thendaries of the 95% confidence
interval. The ‘Low QoG’ plot is drawn by estimatinlge marginal effect across the
empirically relevant values of the power dispersiamiable when the value of the
quality of government score is fixed to 4.67. Thisthe lowest, Romanian country
average in the area. The ‘High QoG’ plot, in tusnpbtained by fixing the value of the
guality of government score to the highest couafrgrage in the area, which is 7.45
and pertains to Hungary. Other country averagas,jrmaeed most of all country-years
in the data, would be represented by plots lochéddieen those actually drawn, but as
they would make the figure messier rather thanrmétive, they are better imagined
than shown.

The ‘Low QoG’ plot is downward sloping, and thergiaal effect is positive and
statistically significant when the dispersion ofngw is relatively small, i.e. when par-
ties are not very unequal in terms of power. THeotfdoes, however, approach zero
when inequality within the coalition increases awntually loses statistical signifi-
cance. In contrast, as the quality of governmemtraves, the slope of the marginal
effect plot becomes smaller and on sufficientlyhhegiality of government levels, like
the Hungarian country average, it even turns pasitdlowever, as the quality of gov-
ernment improves, the amount of power inequalitydeel to make the effect lose sta-
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Figure 6.2. The marginal effect of the number dficat parties on government spending in the
post-communist countries, conditional on the disjeer of power and quality of government.

tistical significance becomes smaller, and in thgecdepicted by the ‘High QoG’ plot,
it is statistically insignificant on all values thfe power dispersion variable.

In the preceding chapter, the effect of coalitiize was plotted against the quality
of government, and it was possible to see howflleetdoecame smaller and ultimately
statistically indiscernible from zero as the quatit government improved (see Figure
5.1). The model reported in Column VI of Table &l4o allows for illustrating how
this marginal effect changes with the dispersiop@ier. This is done in Figure 6.3,
which contains the same information as Figure 6.2 different form. Now the mar-
ginal effect is presented as a function of the iuaf government in two cases.

The ‘Small dispersion’ and ‘Large dispersion’ gloefer to the mean of the power
dispersion variable minus or plus one standardatievi. When the dispersion of pow-
er is small and parties are almost equally powgeth# familiar downward sloping
marginal effect plot is obtained. In contrast, wivegguality in terms of power increas-
es, the marginal effect plot turns horizontal andn¢ually it slopes upward. At the
same time, the range of quality of government scorewhich the effect is statistically
significant becomes smaller and ultimately, ashim tase depicted by the ‘Large dis-
persion’ plot, it is statistically insignificant @il quality of government levels.
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Figure 6.3. The marginal effect of the number ofeyoment parties on government spending in
the post-communist parties, conditional on qualftgovernment and the dispersion of power.

A noteworthy feature of Figure 6.3 is the factttttee marginal effect is negative
and statistically significant when power is equallgtributed and the quality of gov-
ernment is very high. While such combinations selaecur in the data from the post-
communist countries, the effect is intriguing aruits counter to the common expecta-
tions about the consequences of multiparty ruleait also be compared to the minus-
signed effect of the effective number of parlianaeptparties, which indicates that
increased party system fragmentation at the pagldany level tends to suppress
spending. What these seemingly anomalous findinganmand what could explain
them will be discussed later at greater length.

Government Revenue

The regression results obtained when the dependeable is government revenue are
reported in Table 6.2. As in the previous chaptiee, general impression is that the
various explanatory variables have similar effemisspending and revenue, although
the effects are somewhat weaker on the revenue side
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Table 6.2. Regression results. Dependent variabieual change in total general government
revenue, % of GDI

All countries EU15, Malta and Cy- Post-communist
prus
] Il Il v \Y VI
Number of gov- | 0.044 1.175** -0.082 -0.208 0.433 3.434**
ernment partie | (0.101 (0.433) (0.129 (0.027 (0.278 (1.131
Right-left -0.008 -0.006 -0.004 -0.003 -0.038** | -0.035**
(0.004 (0.004 (0.005 (0.005 (0.011 (0.011
Quality of gov- | 0.080 0.349* 0.118 0.276 0.418 1.425**
ernmen (0.079 (0.124 (0.094 (0.179 (0.254 (0.440
Dispersion of 3.131 11.254 2.333 3.288 8.156 55.975%*
powel (1.878 (8.825 (2.400 (14.358 (4.697 (19.858
Caretaker time 0.626 0.584 0.539 0.673 0.625 0.173
(0.515 (0.525 (0.563 (0.573 (0.837 (0.915
Effective no. of | -0.054 0.584 -0.029 -0.045 -0.179 -0.267
parliamentary | (0.089) (0.525) (0.112) (0.111) (0.217) (0.220)
partie:
No. of gov't -1.493 -5.964 -0.772 -3.777 -3.070 -25.612**
parties x Disper (0.856) (3.969) (1.155) (6.824) (1.960) (9.690)
sion of powe
Number of gov- -0.141* -0.102 -0.486**
ernment parties (0.054) (0.094) (0.169)
x QoC
Dispersion of -0.944 0.101 -7.710*
power xQoC (1.189 (1.723 (3.110
No. of gov't 0.533 0.257 3.659*
parties x Disper- (0.541) (0.797) (1.538)
sion of power x
QoC
Lagged revenue| -0.247*** | -0.253*** | -0.202*** | -0.208*** | -0.442*** | -0.474***
level (0.024 (0.023 (0.027 (0.027 (0.055 (0.051
GDP change -0.089*** -0.087*** | -0.081** | -0.083*** | -0.078* -0.070*
(0.020 (0.020 (0.025 (0.025 (0.030 (0.030
Unemployment | -0.040* | -0.034 -0.042 -0.041 0.014 0.040
(0.020 (0.021 (0.026 (0.026 (0.045 (0.045
Debt 0.026*** | 0.026*** | 0.023*** | 0.024** | 0.012 0.008
(0.004 (0.004 (0.005 (0.005 (0.014 (0.014
Inflation -0.006*** | -0.006*** | -0.010 -0.012 -0.006** | -0.006**
(0.001 (0.001 (0.030 (0.030 (0.002 (0.002
Fiscal rule index| -0.346** | -0.286* -0.306 -0.275 0.030 0.084
(IMF) (0.131 (0.134 (0.176 (0.175 (0.158 (0.157
Maastricht 0.181 0.083 0.038 -0.038 0.153 0.215
(0.169 (0.172 (0.241 (0.243 (0.348 (0.343
N 607 607 444 444 162 162
Adjusted P 0.20¢ 0.217 0.14 0.15] 0.341 0.35¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05
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This time, the analysis of data from all 28 coiestishows some signs of interaction
effects (Column Il). However, a comparison of tlesults obtained by analysing the
old member states, Cyprus and Malta (Columns Kl &) with those pertaining to the
post-communist countries (Columns V and VI) agaiggests that most of the effects
that political variables have in EU-wide data fallérom the relatively strong effects
in the post-communist countries, while no effeats discernible in the rest of the
countries.

In the post-communist area, government revenuelased to political variables in
almost the same way as spending, except for thetHat empirical associations are
generally weaker. The ratio of government ratiocGbP tends to increase with the
number of cabinet parties, especially when thostgsaare equally powerful and insti-
tutional quality is low. As the quality of governntedmproves, however, the interac-
tion between the number of government parties haddispersion of power weakens.
Conversely, when parties become more unequal insteff power, the interaction be-
tween the number of government parties and thetguafl government is weakened.
After examining marginal effects pertaining to theending side, these conditional
effects are easy to conceive. However, to highlmhtotentially relevant connection
between coalition size and the state of the pudiznomy, a pair of marginal effect
plots drawn on the basis of Column VI of Table i6.Briefly discussed.

In Figure 6.4, ‘Low QoG’ and ‘High QoG’ refer, &gfore, to the Romanian and
Hungarian country averages. On relatively high igpiaf government levels, the inter-
action between coalition size and the dispersiopogier is virtually zero, as indicated
by the almost horizontal marginal effect plot. Whba quality of government is low,
revenue tends to increase with the number of govent parties when coalition mem-
bers are roughly equal in terms of power, whicfuily analogous to the effects on the
spending side. However, when the quality of goveniis low and power is unequal-
ly distributed among cabinet parties, the effecthef number of cabinet parties on rev-
enue is statistically significant but with a negatsign, as both boundaries of the con-
fidence interval are below the zero line in thegdamn the left. This kind of effect is
not discernible on the spending side. A figure whtre marginal effect is plotted
against the quality of government on different ealwf the power dispersion variable
is not included here as it would be very similarFigure 6.3. However, the figure
would again show that when the dispersion of vopiagrer is large, the effect of coali-
tion size on revenue has a negative sign on lowtgud government levels.

There is hence evidence according to which thebmurof cabinet parties in some
cases tends to suppress government revenue rhtremntake it increase. A possible
explanation for this unexpected result, which hosvas probably relevant in a handful
of cases, is that as parties are encouraged t@engalistributive special interest poli-
tics when quality of government is low, they magoatio so by raising less revenue if
they are powerful enough. Recall that it was eadrgued that using the revenue side
of the budget for distributive purposes is mordidlift than using the spending side,
because norms and rules on equal treatment amgetravhen it comes to taxes and
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Figure 6.4. The marginal effect of the number ofeyoment parties on government revenue in
the post-communist countries.

fees than when it comes to spending. A low qualftyovernment by definition means
that rules and norms are not applied impartialhg this may make it easier for parties
to use government revenue as an instrument ofilisire politics. A sufficiently
powerful party could then opt to use this instrutrenthe cost of other less powerful
parties, as indicated by the association of thenplmenon with a highly unequal dis-
tribution of power.

Debt and Deficits

Discrepancies between the spending and revenus ciléd be expected to give rise
to budget imbalances that manifest themselves I @ed deficit figures: if political
factors lead to spending increases but not to gglaaje revenue increases — or if they
even lead to revenue decreases, as discussed abthwe funds for government-
financed programmes have to come from somewherewdss seen in the previous
chapter, however, the relationships between palitiariables and changes in govern-
ment debt are not that straightforward.
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Table 6.3. Regression results. Dependent variablieual change of government debt, % of

GDP
All countries EU15, Malta and Cy- Post-communist
prus
] Il Il v \Y VI
Number of -0.190 -0.313 -0.606 -7.984* 0.491 4.600
government (0.521) (2.062) (0.676) (3.901) (0.726) (2.831)
parties
Right-left -0.011 -0.012 0.009 0.004 -0.013 -0.002
(0.019 (0.019 (0.021 (0.020 (0.040 (0.039
Quality of gov- | -0.102 -0.182 0.414 -0.580 -0.477 1.463
ernmen (0.352 (0.609 (0.423 (0.815 (0.639 (1.232
Dispersion of | -5.598 22.013 -4.209 -72.279 8.437 116.645*
powel (9.394 (44.157 | (13.441 | (64.613 | (13.174 | (49.729
Caretaker time | 6.024 6.022 6.517 5.621 4.321 4.064
(3.517 (3.511 (3.927 (3.992 (4.330 (4.425
Effective num- | -0.251 -0.206 -0.277 -0.178 -0.785 -0.754
ber of parlia- (0.466) (0.475) (0.603) (0.611) (0.629) (0.595)
mentary partie
No of gov't 2.560 -9.168 5.794 60.087 -3.237 -45.633*
parties x Dis- | (4.339) (18.251) | (6.669) (32.539) | (5.613) (22.025)
persion of pow-
er
No of gov't 0.008 0.825 -0.672
partiesx QoC (0.263 (0.450 (0.443
Dispersion of -3.900 7.264 -17.043*
power xQoC (5.760 (7.806 (7.927
No. of gov't 1.688 -6.601 6.814
parties x Dis- (2.482) (3.858) (3.587)
persion of pow-
er xQoC
Lagged debt 0.193** | 0.194*** | 0.125* 0.123* 0.025*** | 0.236***
changi (0.043) (0.043) (0.057) (0.059) (0.048) (0.041)
GDP change -0.801***| -0.802*** | -1.081*** | -1.069*** | -0.597*** | -0.587***
(0.088 (0.089 (0.141 (0.140 (0.074 (0.074
Unemployment | 0.480** | 0.478** | 0.775** | 0.791** | 0.007 0.055
(0.113 (0.113 (0.143 (0.134 (0.104 (0.108
Debt -0.087*** | -0.088*** | -0.090** | -0.098*** | -0.135*** | -0.154***
(0.021) (0.021) (0.027 (0.027) (0.037) (0.036)
Inflation -0.043*** | -0.042*** | -0.140 -0.127 -0.037*** | -0.035***
(0.004 (0.004 (0.148 (0.137 (0.001 (0.006
Fiscal rule 0.396 0.310 0.550 0.403 0.211 0.368
index (IMF) (0.611 (0.606 (0.801 (0.791 (0.601 (0.651
Maastricht -0.007 0.110 -1.341 -0.921 0.155 0.625
(0.734 (0.749 (1.055 (1.074 (0.787 (0.809
N 60C 60C 44z 442 15¢ 15¢
Adjusted P 0.39¢ 0.39¢ 0.38¢ 0.39( 0.60¢ 0.60:

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05
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Figure 6.5. The marginal effect of the number ofggoment parties on the annual change of
government debt in the old member states, Cyprddvéiaita.

The results reported in Table 6.3 show that thalso the case when the dispersion
of power is taken into account. To begin with, ficdil effects have no discernible
effects at all when all 28 countries are taken imtoount. In the group of countries
consisting of the old member states, Cyprus andayiad turn, the number of govern-
ment parties has a statistically significant, negasigned effect, indicating that larger
coalitions are associated with reductions of dibte that this effect may pertain to a
special case, as the variable is also part ofeetihmay interaction term and hence its
coefficient pertains to a case where the qualitg@fernment is extremely low and
parties are exactly equal in terms of power.

None of the interaction terms in Column IV of Talfl.3 is statistically significant.
However, the large negatively-signed coefficienttio® number of government parties
is clearly against expectations, so that it is wistef assess when this effect is statisti-
cally significant (see Braumoeller 2004). Figur& 6hows the marginal effect of the
coalition size of government debt as a functionhef dispersion of power outside the
post-communist area. The figure again contains ats. The ‘Low QoG’ plot is
drawn by fixing the quality of government scorethe second-lowest country average
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in the area, which is Italy’s 6.87 The ‘High QoG’ plot is obtained by fixing the gisal
ty of government score to the highest country ayer&inland’s 9.98. The ‘High QoG’
plot is almost identical with the horizontal zenoel, which is in line with the expecta-
tion that neither the number of parties nor theelision of power matters when the
guality of government is high. However, when thaliy of government is relatively
low, increases in the number of cabinet partiesamsociated with debt reductions
when parties are equally powerful.

It can be noted that in the post-communist coeastrthe political variables have
‘correct’ signs. In particular, the effect of thamber of government parties interacts
with the dispersion of power and the quality of gawment in the expected way, albeit
the three-way interaction term is statisticallyigmificant. When marginal effects are
analysed, it turns out that coalition size hastatisically significant effect on debt in
the post-communist countries on either low or higiality of government levels, no
matter how equally or unequally power is distrilolittdo marginal effect plot is shown
as no statistically significant effects are visible

Table 6.4 reports the results when the budgenbel&s operationalised as net lend-
ing or borrowing. The results are largely similarthose obtained using the annual
change of government debt, the signs being revaaseskpected. However, none of
the coefficients on the political variables is istitally significant on acceptable levels.

Quality of government appears to have a pecutiaditioning effect when it comes
to the primary balance (see Figure 6.6. and Taldié& An the Appendix). When the
guality of government is relatively low, like theoRanian country average of 4.67, the
number of government parties has no statisticadjgificant effect on the primary bal-
ance on any level of the power dispersion variallecontrast, when the quality of
government is high, for example the Finnish aver@ig®.98, the effect is practically
zero when parties are equally powerful but is negatnd statistically significant when
parties are relatively unequal. This kind of coiodiality, however, is not discernible
in either sub-group of countries; as in the presiobapter, the programmatic orienta-
tion of the cabinet affects the primary balancen@m-post-communist countries, but
this is the only statistically significant effediat political variables have when the
country groups are considered separately. Therfin@i still intriguing as it suggests
that coalition size has the kind of effect on theldet balance that could be expected
based on the ‘established view’, but exactly in tle@ditions that should make the
likelihood of such an effect especially small. Aadible explanation is that a balance
of power between government parties prevents pyimeficits, i.e. deficits when debt
servicing costs are accounted for, when the noravofding deficits is supported by a
strong public bureaucracy. Unequally distributeev@n in contrast, creates more op-
portunities for powerful parties to circumvent tharm as resistance from other parties
is weaker.

¥ The Greek country average is slightly lower, 6.88ly’'s country average is used here with
illustrative purposes in mind, as it allows a direemparison in one figure between two coun-
tries with a tradition of large cabinets but qudtBferent quality of government levels.
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Table 6.4. Regression results. Dependent variaelelending (+) or borrowing=), % of GDP

All countries EU15, Malta and Cy- Post-communist
prus
I Il I v \Y VI
Number of -0.191 0.035 0.001 2.774 -0.308 -1.247

government (0.215) (0.883) (0.285) (1.497) (0.325) (1.188)
parties

Right-left 0.013 0.013 0.005 0.006 0.033 0.034
(0.008) (0.008) (0.008 (0.007 (0.020) (0.020)
Quiality of gov- | -0.112 0.026 -0.175 0.280 -0.581 -0.691
ernmen (0.155 (0.264 (0.176 (0.357 (0.353 (0.604
Dispersion of | 1.582 -8.134 4.448 26.828 0.821 -19.012
powel (3.751 (17.446 (4.998 (28.037 (6.450 (24.878

Caretaker time -0.291 -0.334 -0.414 -0.059 0.738 0.730
(1.214 (1.217 (1.464 (1.482 (0.882 (0.924

Effective no. of | 0.198 0.198 0.205 0.185 0.507 0.570
parliamentary | (0.170) (0.171) (0.195) (0.199) (0.307) (0.296)
partie:

No. of gov't -0.612 5.171 -2.648 -18.955 0.306 11.561
parties x Dis- | (1.733) (7.969) (2.551) (13.738) | (2.700) (10.595)
persion of pow-
er

No. of gov't -0.022 -0.307 0.148
parties xQoC (0.119 (0.277) (0.194
Dispersion of 1.517 -2.227 3.224
power xQoC (2.356 (3.424 (3.793
No. of gov't -0.882 1.726 -1.810
parties x Dis- (1.101) (1.646) (1.727)
persion of pow-

er xQoC

Lagged deficit | 0.642*** | 0.632** | 0.663** | 0.652** | 0.309* | 0.300*
(0.032) | (0.032) | (0.040) | (0.041) | (0.066) | (0.067)

GDP change 0.317%* | 0.318** | 0.419* | 0.416™* | 0.244** | 0.230%
(0.037) | (0.036) | (0.045) | (0.045) | (0.030) | (0.031)

Unemployment | -0.071 | -0.076 -0.121* | -0.130* |-0.100 |-0.112
(0.043 | (0.043 | (0.058 | (0.058 | (0.054 | (0.057
Debt 0.021* | 0.021** | 0.025* | 0.027** | 0.039 0.038
(0.007 | (0.007 | (0.009 | (0.008 | (0.022 | (0.022
Inflation 0.019 0.019 0.082 0.075 0.008 0.006
(0.010) | (0.010) | (0.045) | (0.042) | (0.009 | (0.009
Fiscal rule 0.063 0.138 -0.272 -0.190 | 0.289 0.276
index (IMF) (0210 | (0.217 | (0.261 | (0.264 | (0.290 | (0.286
Maastricht 0.570% | 0.494* | 1.253%* | 1.072** |-0.392 | -0.329
(0246 | (0251 | (0.315 | (0.335 | (0.458 | (0.466
N 60E 60E 444 444 161 161
Adjusted P 0.57¢ 0.57¢ 0.63¢ 0.631 0.43¢ 0.43:

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05
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Figure 6.6. The marginal effect of the number ofggoment parties on the primary balance in
the EU countries.

The cyclically adjusted balance is affected byitjgall variables in a way analogous
to the change of the debt level: in the non-posttoanist countries, increases in coali-
tion size tend to be associated with reductionthéncyclically adjusted deficits when
the quality of government is low. There is hencmeavidence that outside the post-
communist area, the number of government parties dispersion of power and the
quality of government jointly affect debt and dé&¢c although marginal effects are
statistically discernible from zero only under riestve conditions and three-way inter-
actions are statistically insignificant on accefgalevels. While the practical im-
portance of this relatively uncertain result shootd be overstated, it also should not
be ignored as it runs counter to theoretical exgiExts. In explaining the unexpected
effect, some guidance can be found from the faat ith similar circumstances, the
effect of the number of cabinet parties is hegadivespending but positive on revenue,
although both estimated effects are accompaniatbtable uncertainty and lack statis-
tical significance (see Tables 6.1 and 6.2). Heicghis group of countries, the cost
containment element in parties’ maximisation probleppears stronger than the re-
source extraction element, that is, equally powgrhrties prevent each other from
spending rather than spend on their own projedteréby, the balance of power facili-
tates raising more revenue as distributive tax gxiems are less feasible.
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The Role of Competitiveness and Monitoring

The effective number of parliamentary parties waduided as a control variable in all
regressions that were reported in this and theeplieg chapter. Its role as a control
implied that it was not given much attention wheparting and interpreting the re-
sults. However, when looking at all regressiondabh the said chapters and in their
appendices, a consistent but somewhat peculiarrpietmerges.

The effective number of parliamentary parties ndases the effect it ‘ought to’ have
given the standard arguments about the fiscal cuesees of party system fragmenta-
tion. The fragmentation of the party system atghdiamentary level never turned out
to give rise to increases in spending, revenuet debeficits. The regression coeffi-
cients were for the most part statistically insfigaint, but in those cases where statisti-
cally effects showed up, they were opposite to wbatd have been expected. If it has
any effect, the fractionalisation of the parliansytparty system seems to curb spend-
ing increases and deficits.

A plausible reason for this follows from the fdbat although the central role of
political parties in both cabinets and parliamemisy blur constitutional distinctions
between the organs of state, they are still disfimen each other and the parliament
must approve government proposals before they bedam. That is, if the govern-
ment seeks to push through a policy package thatis a large amount of distribu-
tive spending devoted to government parties’ taggetips, a fractionalised parliament
may contain a large number of actors who questienl¢gitimacy of such a policy
package. Consequently, the overall level of spandinlower compared to a policy
package a similar government could adopt if thdigmaent were less fractionalised.
The same applies to deficits and debt: more resistanay arise in a parliament whose
members are connected to a larger variety of gagoosips and segments of the socie-
ty.

Insofar as this is the case, the parliament migtio the political process a dose of
‘desirable’ competition, i.e. competition that encages the adoption of efficient poli-
cies, in contrast to competition that rather redemh rush to exploit a scarce resource
(see Mukherjee 2013). As the parliament is accdlatio various segments of the
society and therefore seeks to guard a varietyntefests and ideas, it may be more
willing and better able to monitor the actions loé government. More effective moni-
toring is also what Pettersson-Lidbom (2012) refersvhen finding that the sizes of
Finnish and Swedish municipal councils tend torbeiisely related to the volume of
spending, which runs counter to what the ‘law of {¥Veingastet al. 1981) would
lead one to expect.

The differences between the effects of the nunabeyovernmentparties and the
effective number oparliamentaryparties at the very least point to the potentied-m
leadingness of speaking about the consequencesiltpanty politics if one does not
take into account the different tasks and operatirigciples of different organs of
state. Coalition cabinets make package deals wherbargaining process leading to a
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deal may be more or less regulated and coalitiomimees may give their consent to
each other's actions more or less explicitly. Hogrewall members of the coalition
must be at least marginally more satisfied withdbteome than they would be outside
the coalition. Similar needs to attain outcomeg #ra sufficiently good for all mem-
bers do not exist, at least as strongly, in padiai®. Therefore, while the ‘law ofril/
helps understand the workings of coalition cabinetsrtain settings, it need not apply
to parliaments even in the same circumstances.

Conclusion

This chapter started with the claim that the nundigrarties does not capture all rele-
vant aspects of the process in which decisionenitilisation (or exploitation) of the
tax base are made, because parties may be incayfablFzacting the funds they would
prefer to extract. The claim is hardly new as #rgé number of works on procedural
fragmentation and on the means to decrease pradefdagmentation testifies. How-
ever, the approach to the decision-making procaesnt here differs from the proce-
dural fragmentation literature. In this chaptentiga’ bargaining strengths, instead of
formal procedural norms, were in the spotlight.

The existing literature on procedural fragmentatioconcerned with the role of the
finance minister in the preparation of the budges, ability of other ministers to affect
spending independently of the minister of finante, authority of the parliament to
amend budgetary proposals, and so forth. This apgprmeglects the fact that much
inter-party bargaining takes place before the appbn of formal procedural rules
becomes topical. Before any budget proposals ade npaarties have most likely nego-
tiated the policy guidelines that will be followsehen concrete policy proposals are
prepared. Even in the absence of explicit barg#tinse responsible for the preparation
of budget proposals need to take the likely reastiof other parties into account, in-
cluding the threats that those parties can creditdke. Hence, this chapter focussed
on power resources that are derived from the vatithgyand the distribution of parlia-
ment seats.

Those resources were measured using an indexabri voting power, the Shap-
ley-Shubik index, that draws on parties’ criticakgence in coalitions, that is, their
ability to make or break winning coalitions. Theegeding chapter suggested that the
number of cabinet parties tends to have fiscal @gumsnces in specific circumstances,
when a communist past is coupled with a low qualftgovernment. This chapter de-
limited the conditions even further by pointing dliat the relevance of the number of
cabinet parties presupposes that those partiesuffreiently equal in terms of power —
otherwise a powerful party could effectively derthar parties the amounts of spend-
ing they want.

The main empirical finding is that both public sgang and revenue tend to in-
crease with the number of parties in governmentrwbewer is evenly distributed
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among the parties, the quality of government islyffdow and the society is post-

communist. This is compatible with the claim thdtiler widespread particularism and
partiality in the public sector strengthens disttibe aspects of politics, the even dis-
tribution of bargaining strength makes it possifoieparties to channel funds to their
favoured projects and recipient groups. In contrimt centralisation of bargaining

power or improvements in the quality of governmmiakke such empirical associations
effectively disappear. In the post-communist cdasir only effects pertaining to

spending and revenue are empirically relevant.

Outside the post-communist area, the effects bfiqged variables again tended to
be weaker, and whenever they were discernible, peetained to the budget balance.
The available evidence suggested that equally galvearties may be more likely to
keep budgets in balance when the quality of govemins relatively low. A plausible
explanation for this unexpected finding lies in {hessibility that balance of power
restricts the use of both spending and revenues sifieche budget as instruments of
distributive politics, and hence enhances revenisAg.

The way in which bargaining power, which has @sts in the ability to affect vot-
ing outcomes, thus conditions the fiscal conseqeenaf multiparty government,
alongside the factors that were identified in thevipus chapter. Decisiveness in vot-
ing situations brings power resources, and howgsause those resources is connected
to the societal and institutional context — in limigh the notion that as the management
of the budgetary commons is both representativecaheéctive, ‘counting heads’ is not
enough.
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Appendix

Table A6.1. Regression results with the Europeami@ission’s fiscal rule index. Dependent
variable: annual change in total general governreapanding, % of GD!

All countries EU1E, Malta and Cyprt Pos-communis
| Il "l v V VI
Number of | 0.197 1.011 -0.159 -1.819 0.634 4. 585%**
govern- (0.222) (0.896) (0.285) (1.915) (0.367) (1.162)
ment par-
ties
Right-left | -0.029*** | -0.028** -0.009 -0.008 -0.069*** | -0.067***
(0.008 (0.009 (0.008 (0.008 (0.018 (0.017
Quiality of | -0.015 0.042 0.034 -0.323 0.679 1.709*
govern- (0.193) (0.289) (0.207) (0.413) (0.475) (0.698)
men
Dispersion| 0.839 6.825 -1.271 -27.236 0.939 47.706
of powel (3.909 (18.064 (4.783 (31.393 (7.285 (31.773
Caretaker | 1.073 1.035 0.440 0.130 0.444 -0.298
time (1.327 (1.337 (1.672 (a.771 (1.637 (1.625
Effective | -0.226 -0.282 -0.082 -0.082 -0.733* -0.883**
no. of (0.185) (0.185) (0.200) (0.202) (0.325) (0.301)
parliamen-
tary par-
ties
No. of -0.654 -7.434 1.508 13.423 -1.363 -27.646
gov't (1.802) (8.006) (2.438) (15.520) (3.197) (14.275)
parties x
Dispersion
of powe
No of -0.110 0.184 -0.643**
gov't x (0.117) (0.214) (0.199)
QoC
Dispersion -0.900 2.907 -7.826
of power x (2.381) (3.656) (5.059)
QoC
No of 0.964 -1.318 4.335
gov't x (1.087) (2.775) (2.357)
Dispersion
of power x
QoC
Lagged -0.336*** | -0.346*** | -0.270*** | -0.276*** | -0.566*** | -0.584***
spending | (0.037) (0.037) (0.048) (0.048) (0.044) (0.041)
level
GDP -0.384*** | -0.381*** | -0.462*** | -0.458*** | -0.322*** | -0.313***
changt (0.028 (0.028 (0.041 (0.041 (0.021 (0.021
Unem- 0.006 0.022 0.021 0.028 0.025 0.057
ploymen | (0.048 (0.049 (0.071 (0.081 (0.062 (0.051
Debt 0.002 0.003 -0.011 -0.012 -0.007 -0.006
(0.010 (0.010 (0.011 (0.011 (0.024 (0.023
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Inflation -0.014** | -0.014*** | -0.187** -0.182** -0.013%* | -0.014***
(0.001 (0.001 (0.057 (0.057 (0.002 (0.002
Fiscal rule | -0.692** | -0.730*** | -0.427* -0.433* -1.097%* | -1.071***
index (EC | (0.165 (0.172 (0.172 (0.173 (0.264 (0.027
Maastricht | -0.506* -0.543~ -1.434%* | -1.365*** | 0.367 0.310
(0.218 (0.213 (0.279 (0.282 (0.484 (0.462
N 537 537 374 374 168 16<
Adjusted | 0.430 0.430 0.411 0.409 0.571 0.573
RZ

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05

Table A6.2. Regression results with the Europeami@izsion’s fiscal rule index. Dependent

variable: annual change in total general governmmrénue, % of GD|

All countries EU1E, Malta and Cyprt Pos-communis

I Il I v \Y VI
Number of | 0.107 1.153* -0.083 0.136 0.506 3.208**
govern- (0.112) (0.460) (0.152) (0.933) (0.275) (12.110)
ment par-
ties
Right-left | -0.012* -0.010* -0.005 -0.004 -0.036** -0.034**

(0.005 (0.005 (0.005 (0.005 (0.012 (0.012
Quality of | 0.033 0.278* 0.054 0.067 0.225 1.096*
govern- (0.091) (0.134) (0.107) (0.202) (0.244) (0.447)
men
Dispersion| 4.289* 8.516 2.293 -11.427 8.358 47.368*
of powel (2.106 (9.492 (2.739 (16.702 (4.577 (21.041
Caretaker | 0.873 0.775 0.488 0.517 0.995 0.493
time (0.558 (0.562 (0.634 (0.641 (0.859 (0.923
Effective | -0.070 -0.111 -0.069 -0.084 -0.227 -0.311
no. of (0.098) (0.099) (0.122) (0.120) (0.216) (0.222)
parliamen-
tary par-
ties
No. of -1.921* -4.967 -0.876 2.632 -3.313 -22.518*
gov't (0.943) (4.206) (1.315) (7.740) (2.917) (9.859)
parties x
Dispersion
of powe
No. of -0.133* -0.023 -0.440**
gov't (0.058) (0.103) (0.167)
parties x
QoC
Dispersion -0.437 1.853 -6.349
of power x (1.291) (2.003) (3.269)
QoC
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No. of 0.351 -0.509 3.134*
gov't (0.576) (0.894) (1.564)
parties x
Dispersion
of power x
QoC
Lagged -0.279** | -0.285*** | -0.204*** | -0.212*** | -0.448*** | -0.473***
revenue (0.027) (0.027) (0.030) (0.030) (0.054) (0.051)
level
GDP -0.075** | -0.074*** | -0.056* -0.056* -0.082** -0.076*
changi (0.020 (0.020 (0.028 (0.028 (0.030 (0.030
Unem- -0.020 -0.015 -0.008 -0.006 0.010 0.033
ploymen | (0.022 (0.023 (0.029 (0.029 (0.044 (0.045
Debt 0.019*** | 0.020*** 0.015* 0.016** 0.007 0.005
(0.005 (0.005 (0.005 (0.005 (0.013 (0.014
Inflation -0.006*** | -0.006*** | 0.015 0.012 -0.005** -0.006**
(0.001 (0.001 (0.037 (0.037 (0.002 (0.002
Fiscal rule | -0.186* -0.189* -0.020 -0.031 -0.454** -0.403*
index (EC | (0.091 (0.095 (0.095 (0.095 (0.270 (0.188
Maastricht | -0.029 -0.075 -0.278 -0.295 0.229 0.276
(0.155 (0.155 (0.224 (0.223 (0.303 (0.318
N 537 537 374 374 163 163
Adjusted | 0.225 0.236 0.157 0.163 0.359 0.371
RZ

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05

Table A6.3. Regression results with the Europeami@ission’s fiscal rule index. Dependent
variable: annual change in government debt, % oP!

All countries EU1E, Malta and Cyprt Pos-communis

I Il 11 Y \Y VI
Number of | 0.073 -0.443 -0.293 -8.106 0.531 4.475
govern- (0.590) (2.199) (0.815) (4.697) (0.678) (2.717)
ment par-
ties
Right-left | -0.027 -0.028 -0.000 -0.002 -0.010 0.000

(0.023 (0.023 (0.027 (0.026 (0.039 (0.039
Quality of | -0.307 -0.528 0.261 -0.874 -0.613 1.388
govern- (0.391) (0.683) (0.481) (1.008) (0.650) (1.219)
men
Dispersion| -0.761 16.916 -0.503 -84.781 8.416 113.557*
of powel (10.758 (46.574 (15.636 (76.090 (13.024 (47.828
Caretaker | 7.644 7.730 8.795 7.562 4.502 3.923
time (3.950 (3.951 (4.557 (4.740 (4.333 (4.431
Effective | -0.270 -0.234 -0.448 -0.354 -0.824 -0.762
no. of (0.512) (0.522) (0.687) (0.698) (0.610) (0.592)
parliamen-
tary par-
ties
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No. of 0.157 -8.446 3.744 62.943 -3.444 -44 . 577*

gov't (4.805) (19.090) (7.521) (37.253) (5.471) (21.325)

parties x

Dispersion

of powe

No. of 0.058 0.870 -0.658

gov't (0.286) (0.533) (0.428)

parties x

QoC

Dispersion -2.674 9.093 -16.629*

of power x (6.132) (8.965) (7.614)

QoC

No. of 1.313 -6.588 6.653

gov't (2.608) (4.289) (3.451)

parties x

Dispersion

of power x

QoC

Lagged 0.203*** 0.201**+* 0.117 0.112 0.255%* 0.24 4%+

debt (0.046) (0.046) (0.066) (0.066) (0.046) (0.041)

chang:

GDP -0.782*** | -0.781*** | -1.052*** | -1.037** | -0.602*** | -0.591***

changi (0.091 (0.091 (0.158 (0.157 (0.072 (0.072

Unem- 0.517*** 0.518*** 0.910*** 0.934*** -0.005 0.046

ploymen | (0.125 (0.125 (0.163 (0.163 (0.103 (0.106

Debt -0.096*** | -0.098*** | -0.091** -0.100** -0.136*** | -0.151***
(0.025 (0.025 (0.031 (0.031 (0.036 (0.036

Inflation -0.042*** | -0.041*** | -0.066 -0.045 -0.037*** | -0.036***
(0.004 (0.004 (0.182 (0.172 (0.006 (0.005

Fiscal rule | 0.173 0.164 0.362 0.424 -0.339 0.010

index (EC | (0.423 (0.424 (0.460 (0.448 (0.563 (0.554

Maastricht | -0.336 -0.300 -1.821 -1.533 0.324 0.853
(0.619 (0.630 (1.036 (1.052 (0.641 (0.673

N 53C 53C 372 372 15¢ 15¢

Adjusted | 0.407 0.405 0.402 0.403 0.609 0.603

RZ

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05
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Table A6.4. Regression results with the Europeami@izsion’s fiscal rule index. Dependent
variable: net lending (+) or borrowin-), % of GDP

All countries EU1E, Malta and Cyprt Pos-communis
I Il I v \Y VI
Number of | -0.163 0.013 0.078 2.703 -0.424 -1.073
govern- (0.238) (0.889) (0.340) (1.656) (0.320) (1.162)
ment par-
ties
Right-left | 0.018* 0.018* 0.005 0.006 0.032 0.034
(0.008 (0.008 (0.009 (0.009 (0.019 (0.020
Quality of | 0.023 0.192 -0.124 0.366 -0.379 -0.320
govern- (0.165) (0.270) (0.180) (0.379) (0.342) (0.616)
men
Dispersion| 2.376 -6.429 5.132 23.362 0.459 -8.716
of powel (4.241 (17.948 (5.952 (31.027 (6.415 (26.287
Caretaker | -0.435 -0.536 -0.569 -0.115 0.212 0.212
time (1.336 (1.343 (1.692 (1.716 (0.842 (0.925
Effective | 0.081 0.097 0.049 0.028 0.574 0.642*
no. of (0.189) (0.188) (0.227) (0.232) (0.299) (0.293)
parliamen-
tary par-
ties
No. of -0.961 5.472 -3.368 -16.226 0.605 7.989
gov't (1.916) (8.124) (2.982) (15.019) (2.683) (11.093)
parties x
Dispersion
of powe
No. of -0.014 -0.289 0.102
gov't (0.123) (0.193) (0.190)
parties x
QoC
Dispersion 1.450 -1.627 1.609
of power x (2.462) (3.772) (4.003)
QoC
No. of -0.995 1.270 -1.212
gov't (1.142) (1.776) (1.802)
parties x
Dispersion
of power x
QoC
Lagged 0.609*** 0.595%** 0.631*** 0.619*** 0.304*** 0.292%**
net lend- | (0.034) (0.034) (0.044) (0.046) (0.063) (0.064)
ing
GDP 0.323*** 0.321*+* 0.431*+* 0.426*** 0.243*** 0.239***
changt (0.037 (0.036 (0.049 (0.049 (0.029 (0.029
Unem- -0.050 -0.062 -0.082 -0.094 -0.098 -0.106
ploymen | (0.046 (0.047 (0.067 (0.068 (0.051 (0.055
Debt 0.019* 0.019* 0.018 0.020* 0.045* 0.042
(0.009 (0.009 (0.010 (0.010 (0.021 (0.022
Inflation 0.022* 0.020* 0.144** 0.132* 0.005 0.003
(0.010 (0.010 (0.055 (0.052 (0.009 (0.009
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Fiscal rule | 0.423** 0.451** 0.323* 0.318* 0.550 0.570

index (EC | (0.142 (0.145 (0.149 (0.149 (0.279 (0.297

Maastricht | 0.634** 0.622** 1.349%+* 1.262*** -0.258 -0.150
(0.214 (0.212 (0.275 (0.283 (0.368 (0.384

N 53¢ 53¢ 374 374 161 161

Adjusted | 0.564 0.564 0.618 0.615 0.450 0.444

RZ

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05

Table A6.5. Regression results. Dependent varigimary balance, % of GD

All countries EU15, Malta and Cy- Post-communist
prus
] Il Il v \Y VI
Number of -0.022 -0.941 0.209 -0.944 -0.258 -0.971
government (0.263) (0.978) (0.362) (2.357) (0.315) (1.155)
parties
Right-left 0.035** 0.036*** | 0.029* 0.032* 0.027 0.027
(0.011 (0.011 (0.012 (0.012 (0.021 (0.020
Quality of gov- | 0.314 0.296 0.344 0.238 -0.171 -0.404
ernmen (0.183 (0.311 (0.216 (0.468 (0.346 (0.581
Dispersion of 3.281 -33.258 7.949 -41.416 0.629 -29.096
powel (4.426 (19.530 (6.043 (36.484 (6.272 (25.252
Caretaker time -0.340 | -0.404 -0.966 -0.944 1.320 1.156
(1.445 (1.455 (1.669 (1.714 (0.958 (0.948
Effective no. of | 0.028 0.048 0.016 -0.042 0.492 0.510
parliamentary | (0.259) (0.255) (0.339) (0.331) (0.301) (0.289)
partie:
No. of gov't -1.360 17.616* | -3.829 19.348 0.699 13.576
parties x Dis- (1.994) (8.724) (3.030) (18.894) | (2.566) (10.708)
persion of pow-
er
No. of gov't 0.131 0.140 0.120
parties xQoC (0.135 (0.274 (0.188
Dispersion of 5.207 6.336 4.606
power xQoC (2.676 (4.406 (3.803
No. of gov't -2.740* -2.968 -2.019
parties x Dis- (1.227) (2.203) (1.723)
persion of pow-
er xQoC
Lagged primary | 0.554** | 0.539*** | 0.568*** | 0.572** | 0.301*** | 0.306***
balanc (0.039 (0.040 (0.051 (0.052 (0.066 (0.066
GDP change 0.323** | 0.320*** | 0.442*** | 0.444** | 0.222** | 0.219***
(0.041 (0.040 (0.060 (0.061 (0.031 (0.031
Unemployment | -0.009 -0.023 0.004 0.022 -0.037 -0.053
(0.054 (0.055 (0.085 (0.084 (0.053 (0.055
Debt 0.029** | 0.032** 0.034* 0.037** 0.051* 0.055*
(0.011 (0.011 (0.013 (0.013 (0.022 (0.023
Inflation 0.042** | 0.041** | 0.524** | 0.523*** | 0.030*** | 0.030***
(0.010 (0.010 (0.107 (0.108 (0.008 (0.009
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Fiscal rule index 0.301 0.300 -0.444 | -0.481 | 0.343 0.307
(IMF) (0287 | (0.291 | (0.413 | (0.436 | (0.283 | (0.273
Maastricht 0.633 | 0.657 1.879% | 1.740+ | -0.305 | -0.363
(0378 | (0.374 | (0.667 | (0.705 | (0.474 | (0.470
N 44€ 44€ 28E 28E 161 161
Adjusted P 0.53¢ 0.53¢ 0.611 0.60¢ 0.447 0.44:

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05

Table A6.6. Regression results. Dependent varialyidically adjusted balance, % of potential
GDP

All countries EU15, Malta and Cy- Post-communist
prus
I Il Il v \Y VI
Number of -0.023 0.441 0.183 4.194* 0.288 -0.897

government (0.204) (0.854) (0.290) (1.769) (0.341) (1.389)
parties

Right-left 0.011 0.012 0.008 0.012 0.000 -0.009
(0.007 (0.007 (0.008 (0.008 (0.018 (0.020
Quality of gov- | 0.049 0.254 0.030 0.779 -0.104 -0.812
ernmen (0.154 (0.259 (0.188 (0.402 (0.333 (0.622
Dispersion of 3.984 1.338 6.049 50.073 12.732 -49.134
powel (3.624 (17.355 (5.229 (31.593 (6.590 (35.888
Caretaker time 0.096 0.080 0.013 0.627 2.395 2.594

(1.164 | (1.170 | (1.407 | (1.399 | (1.211 | (1.351

Effective no. of | 0.112 0.111 0.083 0.054 0.202 0.133
parliamentary | (0.158) (0.160) (0.191) (0.194) (0.317) (0.332)
partie:

No. of gov't -1.761 1.539 -3.714 -29.259 -3.829 16.960
parties x Dis- (1.667) (7.751) (2.663) (15.982) | (2.693) (13.928)
persion of pow-
er

No. of gov't -0.050) -0.442* 0.203
parties xQoC (0.203 (0.231
Dispersion of 0.614 -4.659 10.287
power xQoC (2.354 (3.756 (6.028
No. of gov't 0.614 2.730 -3.484
parties x Dis- (2.354) (1.858) (2.356)
persion of pow-

er xQoC

Lagged cyclical-| 0.702*** | 0.686*** | 0.689*** | 0.665*** | 0.494** | 0.518***
ly adjusted (0.034) (0.035) (0.044) (0.046) (0.081) (0.084)
balanc

GDP change 0.024 0.026 0.069 0.065 0.017 0.013
(0.033 (0.033 (0.045 (0.044 (0.038 (0.038

Unemployment | 0.068 0.065 0.011 0.001 0.180*** | 0.180***
(0.037 (0.037 (0.054 (0.053 (0.049 (0.048

Debt 0.016* | 0.015* |0.025* |0.028* |-0.018 | -0.015
(0.008 | (0.007 | (0.009 | (0.009 | (0.017 | (0.017
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Inflation 0.006"* | 0.006%* | 0.148* | 0.147* | 0.009%* | 0.009***
(0.001 | (0.001 | (0.063 | (0.060 | (0.002 | (0.002
Fiscal rule index| 0.165 0.264 -0.162 | -0.030 | 0.858* | 0.807*
(IMF) (0191 | (0.202 | (0.247 | (0.254 | (0.271 | (0.256
Maastricht 0.258 | 0.167 1.052* | 0.801* |-0.678 | -0.872*
(0.250 | (0.262 | (0.322 | (0.356 | (0.453 | (0.428
N 582 582 42€ 42€ 15€ 15€
Adjusted P 0.46% 0.46¢ 0.51( 0.51z 0.36¢ 0.36¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-

ses. Significance levels: **p < 0.001, **p < 0.01, *p < 0.05
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Chapter 7
Budgetary Commons in Context: State Institutioreguar
Influence and Endogenous Rules

The notion of the budgetary commons has implicatioot only for empirical research
concerned with explaining actual fiscal policy ar®s. It also has implications for
evaluating democratic practices. If the politicedgess takes on features of overexploi-
tation problems that lead to the depletion of ptaisiesources, one can expect that the
sustainability of the public economy is endangertidt existing literature has empha-
sised the role of democratic accountability in fitig about such equivalence between
common-pool resource dilemmas and budgetary pmli#crather negative vision of
what a normative democratic theorist might callropess or representativeness emerg-
es: instead of increasing the legitimacy of deaisiib implies that special-interest poli-
tics outstrips general-interest politics, targgpeojects displace universal programmes
and partial optimisation imposes an unduly heast barden on the society, including
the future generations.

This contradiction between democratic ideals ahdtwhe literature on fragmented
policymaking says, is at least partially a functiminthe eagerness to make universal
claims about ‘democracy’ without paying attentiortlie environment in which demo-
cratic politics takes place. As has been highlidlitethe preceding chapters, democrat-
ic politics can be about programmes and ideasit loan also be about the distribution
of material benefits. Moreover, those aspects difig® seem to be substitutes rather
than complementary, i.e. when one gains importdme®ther is weakened. This trade-
off is essential to assessing the role of demacmatbcesses in the development of
sustainability problems.

The results obtained thus far suggest that loatityugovernment institutions, im-
plying partiality in the implementation of laws apdlicies, make the location of the
cabinet on the programmatic right-left axis largiefglevant with respect to outcomes.
It is highly unlikely that without the ability torpsent credible programmes to the pub-
lic, any government can secure public approvaktengts to balance the budget or to
contain the increase of public spending. As lonthashorm of reciprocity guides pub-
lic sentiments, the general public can hardly bpeeted to conform to an austerity
programme if they perceive that people with mormay eonnections survive unscathed
from any austerity measure. The government of eotighly corrupt country can with-
out doubt impose an austerity programme, but ébiliy to have the backing of the
public means that such a programme is not on aisasie basis.

There are normative reasons to expect that immeodeacy, decisions are responsive
to the preferences of the public. In particularonder to make democratic decision
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making conducive of the sustainable managementibligfinances, decisions should
be responsive to the programmatic preferences eofptiblic, not non-programmatic
distributive preferences that easily undermine attgmpt to introduce policies with
long-term benefits but short-term costs. The primgedhapters have highlighted con-
ditions in which the programmatic outlook of thévigeet explains policy outcomes, but
the preferences of cabinet parties are not nedlgsgaline with those of the public.
Hence, more direct links between popular prefererocel policies are traced in what
follows. The difficulty of defining ‘what the puldiwants’ must be acknowledged. The
position of the median voter is used as a feasipf@oximation. While the theory be-
hind the median voter’s decisiveness builds onequstrictive assumptions, the notion
has considerable normative appeal and there a:rgasons to expect that its empiri-
cal explanatory power indicates the existence ammatively desirable democratic
linkages.

One of the noteworthy features of the empiricallis reported thus far has been
the fact that political variables have very feweett on fiscal policy outside the post-
communist area. The countries in question arethfermost part, highly institutional-
ised democracies. Elgie and McMenamin (2008) ckhiat the fractionalisation of the
party system, in exactly those kinds of countramuld predict fiscal policy outcomes.
The credibility of this claim was already questidria Chapter 5 by referring to the
fact that conditions in those countries should bedacive of programmatic effects
instead. Yet, even against this background it isxpected to see that even the pro-
grammatic outlooks of cabinets have no discerndflects on spending and revenue
and only limited effects on debt and deficits, etkaugh high-quality government
institutions that most of the countries have shandble clear programmatic effects.
One may ask whether this tells about another kindegeneration of representative
democracy, not due to the lack of effective statemmery but because of an exces-
sively active bureaucracy that determines poli¢cietependently of electorally ac-
countable politicians. This chapter addressesainestion by analysing Western Euro-
pean data that precedes the abolition of the Iroriah — that is, from a period when
programmes and ideologies allegedly mattered nidogever, even before the 1990s
Western European politics appears largely voidrogmmmatic content, at least as far
as fiscal policy goes.

Earlier in this work, references have been madbdmotion that the public bureau-
cracy may act as a substitute for a ‘stable comiywifiappropriators’ (Raudla 2010)
in a democracy where cabinets and parliaments @rego. Such communities may
encourage the adoption of more stringent fiscasuThis chapter also examines the
plausibility of this claim. Countries with higheudgjity of government scores indeed
tend to have higher fiscal rule index scores, paldily in the old member states. The
chapter closes with a discussion on whether tHigats technocratic tendencies or
democracy with a long time horizon, or perhaps both
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Democratic Responsiveness: The Power of the Medmer

There is no objectively correct size of the pulsiéctor and neither is there an objec-
tively correct priority that should be given to &ating the budget vis-a-vis other poli-
cy objectives. The lack of correct outcomes makesé issues inherently political, and
therefore the optimality of outcomes — an essemiiion that partially defines com-
mon-pool resource dilemmas — cannot be determindtbwt reference to the views
that have gained success in the political prog@sscomes as such cannot be used as
normative yardstick without further information atbevhat brought them about.

It is straightforward to argue that in a democramytcomes should be in line with
the views of the citizens. This raises complicai@s one cannot validly infer that
outcomes reflect a ‘popular will’. In his moderrassic on social choice and democrat-
ic theory, Liberalism against PopulispWilliam Riker (1982) argues that visions of
democracy as the implementation of the will of fle®ple lack a logical basis. This is
because there is no way of aggregating individuefignence orderings into social pref-
erence orderings so that the latter can be gua@ntebe independent of the aggrega-
tion method. Instead, Riker argues that democraoyat be given other content than
citizens’ possibility to get rid of the incumbemtsthe day.

In a more recent critique of populist conceptiaisdemocracy, Christopher H.
Achen and Larry M. Bartels (2016) adopt a more bishaal and social psychological
perspective. Achen and Bartels argue that mostledapk clear preferences in the
first place, let alone detailed information on podlly relevant issues. They claim that
people’s electoral choices are affected by grogmtiles and myopic retrospection,
policy issues being of secondary importance at. lieshsequently, electoral results
cannot be seen as a reflection of the distributibpreferences in the society. Incum-
bents do not have a mandate to enact certain @sliait least not in the sense of that
mandate being granted on the basis of a rationighivey of alternatives.

According to Achen and Bartels (2016), seeing espntative democracy as the
transformation of popular preferences into ele¢totdacomes and finally into policy
outcomes opens the door to excessive interest grolugnce as resourceful special
interests can exploit the bounded rationality agrtbrance of the general electorate to
their own benefit while ‘democracy’ justifies thetoomes. This claim bears a certain
resemblance to Mark E. Warren’s (2004) notion dftigal corruption as breaches of
the democratic norm of inclusion. Warren definestipal corruption as the duplic-
itous exclusion of those that are affected by palitdecisions — ‘duplicitous’ in the
sense that the norm of inclusion is violated, whiile violators continue to publicly
profess the norm. The corrupt, then, use theirrobof resources to achieve gains at
the expense of the excluded. Warren also distihgsibetween different parts of gov-
ernment. In the executive sphere, corruption ctssif violations of public trust by
deviating from laws and norms, and hence Warreefsition is compatible with the
guality of government as the impartial implememtatof laws and policies. Warren
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furthermore argues that in legislative functionsfrgption breaks the link between
expressions of interests and opinions, on the and,land enforcement, on the other.

Acknowledging the problems of defining popularfprences does not eliminate the
fact that one usually wants correspondence bettveeaxpressed views of the citizens
and policy outcomes. If we observed a die-hardiber! agenda being implemented
after an election where parties advocating lefiggndas were victorious, we would
hardly be satisfied with the way in which the denatic process works. The problem
is to find a workable indicator of the expressegf@mrences of the citizens that does not
rely on too many assumptions about the processhighvihose preferences may affect
policy outcomes.

The Median Voter Theorem: Appealing But Restrictive

In the preceding chapters, the weighted mean oémgorent parties’ positions on the
right-left axis was used as the indicator of thegoammatic orientation of the cabinet.
This was based on the assumption that what cab@@tsesults from negotiations
among the government parties, unless there is amty government party that is, in
principle, free to implement its own agenda — scibfe restraints imposed by the fea-
tures of the political system, including the cotusikbn, the state bureaucracy and the
economic environment. The weighted mean representeegotiation outcome where
each party influences the policy package in praporto its size (see Chapter 4 for a
justification of using the weighted mean) whichtumn, reflects its popular support at
least to some extent, depending on how disproptatithe electoral system is. Hence,
the weighted mean also has normative implicatipasties that attract more support
should have a larger say on policy outputs.

Another indicator that assumes less structurehén grocess in which collective
choices are made (i.e. majority voting instead afghining) and therefore appears
more relevant in the case of mass electoratesipdiition of the median voter. As-
sume that policies can be arranged on a singléncamh and voters’ ideal points can
be expressed as placements on that continuum. dpaeifically, to express the basic
idea in more concrete terms, assume that each katel single-peaked preference
concerning the appropriate size of the public segthich means that the utility of the
voter decreases (quasi-)monotonically as one mvegther direction from the ideal
point. As before, the preferences concerning the sf the public sector can also be
expressed as placements on a left-right continisarthat the further to the right a
voter is placed, the smaller the public sector aesiders ideal. If voters could make
proposals about public sector size that shouldobieatively chosen, it could be shown
that the ideal point of the median voter would auelty prevail in a series of majority
votes, the median voter being the voter who hasasy voters to her left as she has to
her right. As that point cannot be beaten in a nitgjwote, it has a normative justifica-
tion as a ‘democratic’ outcome (Powell 2000, 164).
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What has become known as the median voter themasfirst formulated by Dun-
can Black (1948), and its impact on political scierand political economy has been
immense. However, its assumptions are quite réig&icThe theorem assumes that the
policy space is unidimensional. It is possible xtead the theorem to a multidimen-
sional policy space, but in that case the ideahtpoi the median voter loses much of
its appeal as an equilibrium concept. Charles RttR1967) identifies then-
dimensional median, which could be called the mediaall directions, as an equilib-
rium in majority voting when the policy spaceniglimensional. This occurs when the
ideal points of voters can be arranged aroundddal ipoint of at least one voter (if the
number of voters is uneven), or that of an evenbermof voters or a point that is no-
one’s ideal point (if the number of voters is eviena diametrical way. Plott notes that
the likelihood of such an equilibrium is very lowmlass additional elements are intro-
duced into the model, such as constraints on pegsibposals. Moreover, Richard D.
McKelvey (1976) shows that when no equilibrium paxists, any point in the policy
space can emerge as the collective choice in assefimajority votes. Specifically, if
an agenda setter has complete information aboets/qtreferences, by appropriately
pairing alternatives against each other, she cachrany point as the final outcome.
Even if an equilibrium in the sense of a multidirsi@mal median exists, the agenda
setter can eliminate it by voting strategicallyattis, by mispresenting her sincere pref-
erences. In sum, unless strong conditions areangthing can happen and this can be
utilised by a well-informed agenda setter.

The multidimensionality of the policy space undems the median voter theorem
and with it the normatively appealing ‘democratting outcome. However, Kang
and Powell's (2010) results give the theorem erogirtlout as the position of the me-
dian voter on the right-left dimension emerges agyaificant predictor of redistribu-
tive welfare spending in a sample of 17 establigterdocracies in 1960-1991. Specif-
ically, after controlling for a host of plausiblgmanatory variables, they conclude that
a more leftist position of the median voter indubggher spending, which is in line
with the notion that leftist orientations are mdagourable of welfare policies. The
mechanisms Kang and Powell identify draw on theymmmatic promises that parties
make in election campaigns. Drawing on Anthony Dewii1957) model of two-party
competition, they posit that competition in singlember districts leads to conver-
gence to the median, and moreover the clarity sfaasibility associated with majori-
tarian elections encourages the winner to carnttmipolicies it promised. In systems
of proportional representation, in turn, the parti€composition of the legislature cor-
responds to the ideological spectrum that existhénelectorate. In post-electoral bar-
gaining, the median party — whose programmaticooldtis close to the preferences of
the median voter — is in an advantaged positionichvbreates a connection between
policy outcomes and the position of the median vd€ang and Powell only consider
redistributive welfare spending, but given the tielaship between the right-left di-
mension and fiscal policy outputs, the relationsstipuld be analogous when those
outputs are concerned.
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Kang and Powell's study assumes, of course, thdteg are programmatic in the
first place. As Kitschelt (2000) argues, one fumetdf programmatic parties is to re-
duce the dimensionality of the policy space anccheact as partial solutions to prob-
lems of collective choice. That is, whereas thacgatpace is inherently multidimen-
sional in the case of clientelist politics with émagis on distributive issues, the feasi-
bility of programmatic linkages between parties dhe public presupposes that the
public is offered policy packages that can be aednon one overarching dimension,
or at least on a considerably smaller number ofedsions. In this sense, the factors
that favour programmatic politics should also ias® the predictive power of the me-
dian voter theorem.

Empirical Effects of the Median Voter’s Position

Insofar as a high quality of government improves phospects of programmatic poli-
tics, the effect that the position of the medianevdhas on fiscal policy outcomes
should depend on the quality of government. In ®&mab, it was argued that a low
guality of government cuts the linkage betweenptmgrammatic preferences of the
voters and policy outcomes. As the empirical aredy®ported in the preceding chap-
ters only contained a measure of the programmadation of the cabinet, they provid-
ed evidence for the claim that the programmatiderunof politics decreases with the
guality of government. They did not, however, caost a direct test of the claim that
the preferences of the citizens have less impaciutcomes. In principle, it is possible
that the programmatic centre of masses of the etlieviates, for one reason or an-
other, from the median voter’s position, but eleat@ressures still encourage the cab-
inet to please the median voter, whereby outcomedmught back in line with the
median voter's position. This is unlikely to be ttase; if citizen preferences weigh
little in cabinet formation, it is not probable thhey weigh much in actual policymak-
ing. Instead, the effect of the median voter’s pasion the right-left dimension can be
expected to depend on the quality of governmentiilke the effect of the cabinet’s
position did in Chapter 5.

To test this, a series of regressions analogotiso®e reported in Chapter 5 were
run, with the exception that the weighted meanhef ight-left positions of cabinet
parties is excluded and the right-left positiontleé median voter is included instead.
Again, an additive and an interaction model arareged for three groups of countries,
i.e. the set of 28 countries, the post-communighber states and the rest of the coun-
tries?® Dependent variables considered here are totalrgment spending and the
budget balance defined as net lending or borrowivigh respect to revenue and debt,
political variables had only weak and, for the mpatt, statistically insignificant ef-

20 Median voter positions are not available for Maitad data on some years is missing for
Cyprus and Latvia. Therefore, the Ns are slighthaker than in corresponding tables in Chap-
ter 5.
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fects, which is in line with the results discusge€hapter 5. Detailed results obtained
using those dependent variables are not reported he

Table 7.1. Regression results. Dependent variabieual change in total general government
spending, % of GDI

All countries Old member states, Post-communist coun-
Malta and Cyprt tries
I Il 11 \Y V VI
Number of 0.074 0.068 0.031 0.031 0.274 0.403*
government (0.121) (0.123) (0.142) (0.142) (0.205) (0.188)
parties
Quality of gov- | 0.158 0.187 0.153 0.151 1.030 1.194*
ernmen (0.271 (0.167 (0.191 (0.193 (0.528 (0.480
Caretaker time 0.464 0.419 0.638 0.638 -0.601 -0.329
(1.302 (1.297 (1.559 (1.559 (1.671 (1.740
Effective no. of | -0.282 -0.295 -0.273 -0.274 -0.588 -0.477
parliamentary | (0.152) (0.151) (0.174) (0.176) (0.305) (0.269)
partie:
Median voter -0.017 -0.088 -0.003 -0.000 -0.073** | 0.313*
positior (0.010 (0.053 (0.010 (0.080 (0.025 (0.152
Median voter 0.008 -0.000 -0.062*
position xQoC (0.006 (0.009 (0.025
Lagged spend- | -0.290*** | -0.296*** | -0.239*** | -0.239*** | -0.548*** | -0.561***
ing leve (0.033 (0.033 (0.043 (0.043 (0.051 (0.051
GDP change -0.397**4 -0.399*** | -0.495*** | -0.495*** | -0.301*** | -0.302***
(0.029 (0.029 (0.041 (0.041 (0.028 (0.029
Unemployment | -0.008 -0.008 0.009 0.009 0.016 0.004
(0.045 (0.045 (0.059 (0.060 (0.074 (0.067
Debt 0.006 0.006 -0.008 -0.008 0.002 0.001
(0.008 (0.008 (0.010 (0.010 (0.022 (0.020
Inflation -0.014** | -0.014*** | -0.144** -0.144* | -0.013*** | -0.014***
(0.001 (0.001 (0.048 (0.048 (0.002 (0.002
Fiscal rule index -0.558* -0.565** | -0.140 -0.138 -0.369 -0.339
(IMF) (0.216 (0.214 (0.250 (0.251 (0.325 (0.336
Maastricht -0.068 -0.087 -0.966** -0.966** | 0.622 0.328
(0.248 (0.249 (0.329 (0.328 (0.641 (0.620
N 592 592 42¢ 42¢ 163 163
Adjusted P 0.40¢ 0.40¢ 0.39¢ 0.39¢ 0.53¢ 0.55¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05

Table 7.1 reports the results when the dependamible is the annual change of
government spending. As with the cabinet rightefsition, the median voter’s posi-
tion should have a minus-signed effect as largkregindicate that the median voter is
located further to the right, which in turn shoitdicate a preference for less spend-
ing. In the data covering all EU countries, noistaglly significant effects are dis-
cernible. This applies to the group of 17 countdessisting of the old member states,
Cyprus and Malta. In the post-communist countrigsljtical variables again have
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Figure 7.1. The marginal effect of the median vetgght-left position on government spend-
ing in the post-communist countries.

much clearer effects. On average, more rightistiamedoter positions are associated
with less spending, as indicated by the additivelehoeported in Column V. As Col-
umn VI suggests, the median voter position interagth the quality of government.
Specifically, the regression coefficients indictitat the estimated effect of the median
voter position is opposite to what should be exgetethen the quality of government
is extremely low, whereas improvements in the quali government bring the effect
towards the ‘correct’ negative sign. It can alsonl¢ed that when the median voter
position is interacted with the quality of govermtieéhe number of government parties
assumes a positive, statistically significant dffec spending in the post-communist
countries.

Figure 7.1 shows how the marginal effect of theliae voter’s right-left position
changes with the quality of government. Note homilsir it looks to Figure 5.2 in
Chapter 5, where the marginal effect of the rigtit-position of the cabinet is plotted
against the quality of government. The fact that targinal effect is statistically in-
significant in the left-hand part of the figure popts the claim that on low quality of
government levels, the policy preferences of thizesis have little effect on policy
outputs. However, as the quality of government esdocreases, the effect becomes
more deviant from zero with the ‘correct’ negatsign, indicating that the movement
of the median voter to the right tends to be assediwith spending decreases and,
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conversely, that the movement of the median vaténe left is associated with spend-
ing increases. The range of empirically relevartlityiof government scores on which

the effect is statistically significant is relatiyéarge.

Table 7.2. Regression results. Dependent variaklteending (+) or borrowine), % of GDP

All countries Old member states, | Post-communist coun-
Malta and Cyprt tries
| Il 1l [\ V VI
Number of -0.218 -0.216 -0.219 -0.219 -0.226 -0.317*
government (0.132) (0.133) (0.160) (0.160) (0.173) (0.146)
partie:
Quality of gov- | -0.100 -0.113 -0.152 -0.152 -0.517 -0.642
ernmen (0.157 (0.155 (0.177 (0.180 (0.353 (0.326
Caretaker time -0.237 | -0.221 -0.588 -0.588 0.613 0.388
(1.225 (1.225 (1.568 (1.457 (0.910 (1.176
Effective num- | 0.190 0.197 0.252 0.252 0.410 0.284
ber of parlia- (0.160) (0.159) (0.189) (0.191) (0.268) (0.254)
mentary partie
Median voter 0.011 0.046 0.002 0.003 0.028 -0.280*
positior (0.010 (0.055 (0.010 (0.079 (0.021 (0.116
Median voter -0.004 -0.000 0.050**
position x Qo( (0.006 (0.009 (0.019
Lagged deficit 0.646*** | 0.645*** | 0.681*** | 0.681** | 0.325*** | 0.315***
(0.032 (0.032 (0.039 (0.039 (0.066 (0.067
GDP change 0.320*** | 0.321*** | 0.433** | 0.433*** | 0.238** | 0.242***
(0.038 (0.038 (0.045 (0.045 (0.031 (0.031
Unemployment | -0.065 -0.063 -0.096 -0.096 -0.087 -0.073
(0.044 (0.044 (0.058) (0.060 (0.057 (0.049
Debt 0.022** | 0.022** 0.026** 0.026** 0.044** 0.043**
(0.007 (0.007 (0.009 (0.009 (0.017 (0.016
Inflation 0.020* 0.020* 0.089 -0.089 0.013 0.017
(0.010 (0.010 (0.046 (0.046 (0.008 (0.011
Fiscal rule index| 0.067 0.068 -0.289 -0.289 0.266 0.264
(IMF) (0.212 (0.211 (0.256 (0.257 (0.294 (0.292
Maastricht 0.497* 0.507* 1.190** | 1.190** | -0.418 -0.178
(0.249 (0.247 (0.010 (0.334 (0.461 (0.403
N 59C 59C 42¢ 42¢ 161 161
Adjusted P 0.58: 0.58:2 0.64( 0.63¢ 0.43i 0.45:

Results obtained using within-unit transformatiBanel corrected standard errors in parenth

ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05

To assess whether other policy outcomes depenideoposition of the median vot-
er in a similar way, regressions reported in TabBrepeat the analysis with the budg-
et balance, defined as net lending or borrowingthasdependent variable. As more
rightist positions on the right-left dimension shbindicate preference for the avoid-
ance of deficits, the effect of the variable shobbve a positive sign. The additive
models (columns |, lll and V) suggest that, on ager, the effect of the median voter
position is very close to zero. Outside the posttwinist area, the interaction terms
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whose coefficients are practically zero, too, iatkcthat there is also no evidence of
the median voter position interacting with the dyabf government. This is again
different in the post-communist countries. Agahe hegative coefficient on the medi-
an voter position in column VI suggests that tHeatfis reversed when the quality of
government is extremely low, whereas it approathescorrect’ positive-signed ef-
fect as the quality of government improves. Theafbf the number of government
parties can again be noted. In the post-commubigttdes, coalition size has a nega-
tive effect on the budget balance when the med@@r\position is interacted with the
guality of government. Hence, when this interactiwraccounted for, larger govern-
ment coalitions not only tend to spend more bub adsrun larger deficits, which is
what the standard view about the consequences iparty government would lead
one to expect.

As can be seen from Figure 7.2, the position efriiedian voter has no statistically
significant effect on the budget balance on theelstwempirically relevant quality of
government levels, while it assumes a positiveaigeffect as the quality of govern-
ment improves. The ranges of the quality of govemminscore on which the median
voter position has statistically significant effectin spending and the budget balance
are not exactly the same, but both marginal efiémis convey the same message: the
position of the median voter on the right-left gontum affects fiscal policy outcomes
only when the quality of state institutions is siéfntly high.
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Figure 7.2. The marginal effect of the median vetgght-left position on government net
lending or borrowing in the post-communist courgrie
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In the preceding chapters, the effect of the nurobgovernment parties was found
to be strongest when the quality of governmenovs. lit is therefore highly unlikely
that spending increases associated with coalitiwa fellow from the responsiveness
of government parties to the programmatic prefexsnaf the electorate. Moreover,
deficits in environments characterised by a lowliguaf government are unlikely a
function of electorates’ programmatic preferent¢¢ence, insofar as spending increas-
es and deficits are perceived as problematic ih sases, it is difficult to justify them
by claiming that they are in line with the preferes of democratic majorities. Con-
versely, it is difficult to blame profligate majtigs for budget imbalances and the ex-
pansion of spending.

To recapitulate, the right-left scores used heeeasiginally from the Comparative
Manifesto Project and are based on party progranmcoegining statements about
aims and issue priorities. An objection often rdit® scores based on such material is
that they do not necessarily reflect ‘true’ poljmysitions, but instead reflect what par-
ties say with tactical and other context-dependeies in mind (Budge 2000). For the
present purposes, this is a benefit rather thameaeming. It is possible to compare
what parties do once they obtain government powerhat theysaythey would do. If
the former is a function of the latter, there iseaist a programmatic trait in representa-
tive decision making; a strong and systematic mishmavisible even after controlling
for a host of variables plausibly affecting poliaytcomes, can be seen as an indicator
of dishonesty being widespread.

Western Europe before the Fall of Communism

The preceding analysis suggested that the pogifidhe median voter affects policy
outcomes in a limited set of cases, that is, is¢hmost-communist countries where the
guality of government is relatively high. The rdsuhre hence in line with what the
previous chapters revealed about the effects ofdbenet’s right-left centre of masses:
it largely lacks discernible effects in post-comistirtountries with low-quality gov-
ernment institutions, on the one hand, and outlidepost-communist area, on the
other. Given that the lack of programmatic efféstsormatively undesirable, the ques-
tion arises whether the two sets of cases reprategaenerate forms of democracy,
while post-communist countries, with relatively iguality of government, emerge as
champions of democracy.

The lack of programmatic effects outside the mpostimunist area is unlikely a
function of a low quality of government, althoudghs a plausible explanation in the
post-communist context. Plausible explanations bawever, be sought from changed
historical circumstances. Globalisation and ecogonpienness have arguably restrict-
ed the room for manoeuvre that national governmamselectorates used to have. It is
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not, however, simple to draw an unambiguous tempmrandary where national, pro-
gramme-driven politics may have lost its fiscal esquences.

A plausible demarcation line coincides with thik & communism in most parts of
the world, including Central and Eastern Europe #red Balkans. As Tanzi (2011,
132-137) notes, by the early 1990s, pro-marketsidhea become popular and increas-
ingly translated into concrete policies favouringvatisation and public-private part-
nerships. The turn of the decade was also markethéyliberalisation of capital
movements which considerably restricted the abilftpational governments to control
the economy. More generally, the period was charisetd by a wave of globalisation
accompanied by technological advances, especialithé field of information pro-
cessing and communication. To the acceleratingadjdtion of the economy can be
added the effects that the end of the Cold Wagetly had on the political clout of
ideological differences. The fall of communism ehiated the main competitor of
capitalism and, arguably, crucially weakened thwreeleft in western democracies, as
it was no longer able to back its demands for dgiliation of the economy, extensive
welfare state policies and redistribution of incomigh the claim that those are the
only ways of preventing capitalist economies frdidiisg into communism. In short,
all parties independently of their ideological otitions were forced to adapt to the
new global order, where the task of the state wazé¢ate and uphold conditions fa-
vourable to markets. Moreover, European integratidrich at the time was a Western
European project, reached a new phase with thedfogrof the European Union with
the Maastricht Treaty of 1992. In sum, the turntloé decade brought qualitative
changes in the environment in which party politiakes place, those changes being
identified as relevant also by some of those shglyfie fiscal consequences of multi-
party government (e.g. Baek al.2017).

Hence, in order to assess whether the once-progatim politics of Western Eu-
rope has changed into something else, data fronethdefore the fall of European
communist regimes is analysed next. The data cdveM/estern European countries
from approximately 1970 to 1989. That is, the caestare the ‘old’ member states of
the European Union, excluding Luxembourg for whilsta on a number of essential
variables is lacking for this period. Moreover, lifyaof government scores cannot be
included as they are only available from 1984 ownlwaAs Germany was the only
country with fiscal rules (an expenditure rule andalanced budget rule) in place be-
fore the end of the 1980s, the stringency of fisakds is not controlled for.

If political programmes did have more importanceing the period preceding the
fall of communism, this should be reflected in sahtively and statistically significant
effects that the programmatic centre of massesiefchbinet and the median voter's
position have on fiscal policy outcomes. Table h@yever, suggests that this is not
the case. The table contains results from six nsodeb for each of the following fis-
cal policy outcomes: the annual change of governrapanding, the budget balance
operationalised as net lending or borrowing andattireual change of government debt.
One of the models pertaining to each dependerdahlaricontains the centre of masses
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of the cabinet as the programme-related variabhergas the other contains the medi-
an voter’s position.

Table 7.3. Regression results. 14 EU countries ft8i0 to 198¢
Dependent variable: Dependent variable: | Dependent variable:
annual change of spendt net lending or bor- annual change of debt
ing rowing
I Il I v \Y VI
Number of 0.235* 0.265* -0.025 -0.069 -0.328 -0.149
government | (0.108) (0.124) (0.134) | (0.143) (0.355) (0.385)
parties
Right-left -0.003 0.003 -0.029
(0.006 (0.007 (0.017
Caretaker 0.878 1.022 0.100 -0.124 0.731 1.789
time (0.920 (0.937 (1.018 (1.034 (2.563 (2.686
Effective no. | -0.276 -0.312 0.019 0.069 -0.064 -0.307
of parliamen- | (0.201) (0.210) (0.221) (0.222) (0.617) (0.602)
tary partie
Median voter 0.009 -0.014 0.048
positior (0.013 (0.012 (0.035
Lagged -0.080** -0.083**
spending leve | (0.031) (0.031)
Lagged deficit 0.769***| 0.762***
(0.054) | (0.053)
Lagged net 0.187 * 0.193 *
lendinc (0.081) (0.078)
GDP change -0.431%** | -0.427** | 0.248** | 0.241** | -0.554** | -0.510**
(0.055) (0.054) (0.061) | (0.061) (0.161) (0.159)
Unemploy- -0.043 -0.034 -0.052 -0.067 0.651** 0.694*+*
men (0.059 (0.061 (0.021 (0.062 (0.191) (0.182)
Debt -0.019* -0.020* 0.017* 0.018* -0.076*** | -0.081***
(0.008) (0.008) (0.009) | (0.009) (0.021) (0.021)
Inflation 0.038 0.044 -0.008 -0.018 0.029 0.086
(0.03: (0.032 (0.038 (0.036 (0.108 (0.104
N 24k 24E 24E 24k 232 232
Adjusted P 0.41¢ 0.417 0.60¢ 0.60¢ 0.23¢ 0.23¢

Results obtained using within-unit transformatiBanel corrected standard errors in parenthe-
ses. Significance levels: **p < 0.001, *p < 0.01, *p < 0.05

Columns | and Il that pertain to spending showt thiaile the number of govern-
ment parties has a statistically significant, pesisigned effect, the effects of the pro-
grammatic variables are practically zero. Indebd,tumber of government parties is
the only political variable with a statistically balso substantively significant effect:
on average, the addition of one party to the gawemnt coalition led to a more than 0.2
percentage point increase in spending/hat also deserves to be noticed is the coeffi-

21 One might suspect that the result is driven bly lta country with a fragmented party system
and, in the period for which data is availablepw fuality of government by Western European
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cient on the lagged spending level. It is much fnadhan the corresponding coeffi-
cient in comparable models based on newer data.c@ménfer that the restrictive ef-
fect coming from the level of existing spending wasaker in this earlier period,
which may then have led to distributive spendingndgcated by the effect of coalition
size.

Columns Il to VI pertain to the budget balanceaigionalised as net lending or
borrowing and the annual change of debt. Againgrafrthe variables pertaining to the
programmatic aspects of politics have discernilffeces. Despite the rather strong
relationship between the number of government gmdind spending, that relationship
does not appear to directly translate into budgéialances. The same applies to gov-
ernment revenue, the results of which are not teddor reasons of space.

In the light of these results, Western Europeditigm before the end of the Cold
War shared features with the politics of post-comistucountries with low-quality
government institutions. Unfortunately, the intéi@t between political variables and
the quality of government during the earlier peri@hnot be tested with the available
data. Such interactions made it possible to rutewith great confidence, the possibil-
ity that the association between the number ofrelparties and spending increases in
the post-communist countries is about to approactomimal spending level from
below thanks to improved representation (see Cha@ptéHere, that cannot be done. It
is possible that independently of the quality ofzgqmment, distributive issues had
more weight in party politics before the 1990s, was programmatic aspects were as
marginal, at least with respect to fiscal policy tlaey have been in the later period.

In the light of these results, Western Europeditigm before the end of the Cold
War shared features with the politics of post-comistucountries with low-quality
government institutions. Unfortunately, the intéi@c between political variables and
the quality of government during the earlier periahnot be tested with the available
data. Such interactions made it possible to rutewith great confidence, the possibil-
ity that the association between the number ofredlparties and spending increases in
the post-communist countries indicates an optimpahnding level being approached
from below thanks to improved representation (shapfer 3). Here, that cannot be
done. It is possible that independently of the it(piaf government, distributive issues
had more weight in party politics before the 199@bkgereas programmatic aspects
were as marginal, at least with respect to fiscdicp, as they have been in the later
period.

It has to be noted that even the data analys#udrsection dates back to the early
1970s, which already marked the end of the sodtafjelden age of capitalism’ with
relatively steady income increases, extension®oifikprotection and little perceived

standards. The robustness of the result was chdokedxcluding Italy from the analysis. The
coefficients of the number of government partiesrdased somewhat but remained statistically
significant. The removal of Italy does not leadqumlitative changes in the regressions where
the dependent variable is net lending/borrowingherchange of the debt level. The results are
available from the author upon request.
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need to worry about the sustainability of publitafices. Older data might reveal dif-
ferent effects between variables related to progratic aspects of politics and fiscal
policy outcomes. Going further back in time is, leear, outside the scope of this
work.

The Potential Endogeneity of Fiscal Rules

In the opening chapters of this work, referenceseweade to the growing literature on
fiscal rules. The general message from that liteeais that by adopting more stringent
rules, governments can effectively avoid and salammon-pool problems — in fact,
the metaphor of the common-pool problem seems &specially popular in that liter-
ature. The claim that the rule-boundedness of Ifigokcy alleviates tendencies to in-
crease spending without limits and to engage iicilepending is by now well estab-
lished. However, as Elinor Ostrom (2005), amongrthpoints out, the creation and
implementation of such rules may create a secoddraocial dilemma that raises the
original one on a different level. The endogeneitgblems associated with fiscal and
procedural rules as explanatory variables have bemgatedly acknowledged but they
have not been satisfactorily addressed. As Charlttmmerskirchen (2015) argues,
despite the voluminous literature on fiscal rukbg independent effects of such rules
are still highly uncertain.

The same applies to procedural rules. For exantidélerberget al. (2009) start
from a model of a budgetary common-pool problem stmav how the decentralisation
of decision-making authority leads to spendingeéases and to a propensity to spend
sooner rather than later. Hallerbergal then argue that rules that regulate the process
in which the budget is formulated and passed chme the common-pool problem, as
long as the procedural rules fit into the genamatiiutional environment of the coun-
try. The authors note that countries indeed tenaldtupt the kinds of procedural rules
that are in line with the rest of their politicastitutions; Hallerbergt al. are much
vaguer in their attempts to explain the adoptiothoke rules. Fundamentally, the ex-
planations they provide are functionalist: courstidelopt certain kinds of rules because
they have beneficial consequences. Hallerletrgl's focus is exclusively on formal
rules and the institutional structure of represidrgagovernment; they do not consider
informal institutions or the larger societal fabiricwhich those institutions, formal and
informal alike, are embedded.

Advising countries to adopt more stringent fissalprocedural rules has a flavour
similar to many anti-corruption programmes. Basedaoview of corruption as an
agency problem where misconduct follows from catsliof interest and insufficient
monitoring between principals and agents (cf. Be®@06), numerous programmes
have sought to solve problems of corruption by g#nganore stringent legislation that
involves heavier sanctions and more effective nooinit), thereby assumedly deterring
officials from abusing their positions. Anti-cortign programmes of this kind are
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notoriously prone to failure, however. Persgbml. (2012) argue that they presuppose
that the institutional environment that anti-cotiap legislation seeks to create already
exists (see also Mungiu-Pippidi 2006, 2015). Ineotlvords, they assume that there is
an electoral, administrative or judicial principaiplementing and enforcing the anti-
corruption legislation. This is not necessarily ta@se when corruption is systemic,
implying that it should be characterised as a ctille action problem rather than an
agency problem. In such settings, corruption isandéviation from a general norm but
a norm in its own right, whereby people expect the be corrupt and therefore en-
gage in corruption themselves. It is hence unlikblgt a principal who could take
charge of enforcing anti-corruption legislation wbexist. Corrupt politicians at the
top of a society pervaded by corruption are exattity people who would lose most
from changes in the established state of affaind, therefore lack the motivation to
initiate changes.

Similarly, offering formal rules as solutions tooplems in the management of the
public economy appears to suffer from analogougssize reliance on the notion that
there is an actor in whose interest it is to erddhmose rules. After all, the notion of the
budgetary common-pool problem draws attention torhture of fiscal problems as
collective action problems in which none of theevant players finds it worthwhile to
take charge of enforcing fiscal or procedural rules

Hence, although indices of fiscal rule strengthengsed as explanatory variables in
the statistical analyses reported thus far, thetexde of those rules deserves further
attention. The fiscal rule index based on IMF dhta was used in the regressions dis-
cussed in the main text often turned out to havekvee statistically significant effects,
but when it did affect policy outcomes, its effeatsre in line with expectations. The
robustness checks using the European Commissiiseal frule index, with a smaller
temporal coverage but potentially better informattmntent (see Chapter 4), also per-
formed largely as expected. In other words, monagdnt and encompassing fiscal
rules tend to curb increases of spending and revaswell as restrict budget deficits,
in line with the notion of ‘fiscal discipline’ thdtas become popular in everyday politi-
cal parlance.

The extent to which fiscal discipline is a functiof rules as such can be ques-
tioned, however. In particular, one needs to askthdr rules are solutions in them-
selves or just manifestations of solutions to peoid of collective action that have
been reached on a more fundamental level. If titerlgiew is correct, it is not particu-
larly surprising to see empirical connections betwéhe adoption of rules and policy
changes. This pertains not only to (numerical)disales, which are in the spotlight of
the present treatment, but also to procedural afitise kind analysed by Hallerbeeg
al. (2009). Just like numerical targets and limits barseen as part of the solution to a
commons problem, the procedure in which budgetsrar@e can be changed in order
to secure the aims of the solution (cf. Molande®10 As noted earlier, procedural
rules fall outside the scope of this work, andhe following the emphasis is on fiscal
rules.
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Table 7.4. Average values of the fiscal rule indiper countn

IMF index IMF index Commission’s

(national rules  index
Austrizg 0.44 0.2¢ -0.1¢
Belgiunr 0.4t 0.22 -0.0z
Bulgarie 0.7C 0.74 0.27
Croatic 0.24 0.3t -0.3¢
Cyprus 0.2¢ 0.0C -1.01
Czech Republi 0.2¢ 0.0C -0.3¢
Denmarl 0.4t 0.2¢ 0.8<
Estonie 0.57 0.4< 0.91
Finlanc 0.5¢ 0.4z 0.31
France 0.81 0.62 0.04
German' 0.5¢€ 0.4< 0.51
Greeci 0.31 0.0C -0.9¢
Hungary 0.63 0.4< -0.41
Irelanc 0.27 0.0C -0.91
Italy 0.27 0.0C -0.4¢
Latvia 0.2¢ 0.0C 0.01
Lithuanie 0.5¢ 0.5¢ 0.1C
Luxembourg 0.9¢ 0.87 0.6€
Malta 0.2¢ 0.0C -1.01
Netherland 1.1¢ 1.04 0.6t
Polanc 0.6t 0.6¢ 1.0¢
Portuga 0.32 0.0C -0.5¢
Romani: 0.5¢ 0.4k -0.62
Slovakic 0.34 0.0¢ -0.1z
Sloveni 0.5¢ 0.32 -0.0z
Spair 0.8€ 0.64 0.62
Swedel 0.6€ 0.5C 0.91
United Kingdon 0.81 0.6¢ 0.81

It is useful to first take a look at the geograhivariation in fiscal rules. Table 7.4
shows the country averages of three indices. Thedf them is the IMF index used in
regressions throughout this work. The second imdex of domestic fiscal rules, i.e.
those not originating from EU legislation and trest that more accurately reflects the
rules that are in the control of national policymek The third one is the European
Commission’s index. The indices give largely themeampression about which coun-
tries have the strongest and the weakest ruldmuglh they do not produce identical
rank orders. As for the IMF indices, a general ieggion arises that post-communist
countries tend to have relatively strong rules @meyal, whereas outside the post-
communist area, countries with a higher qualitygoernment tend to have higher
fiscal rule index scores. For example, the inderaifonal rules is zero for Greece and
Italy, those countries having the lowest qualitygofzernment scores in the group of
old member states. The level of public debt is aksy high in those countries. More
generally, Southern European countries (exceptndpaind to have lower scores than
the countries of Northern and North-Western Eurapen any of the indices is con-
cerned. This informal examination of country aveagenders preliminary support for

191



Fiscal rule index {IMF) Fiscal rule index (EC)

'
!
o2

4 5 6 T 8 9 10 4 5 6 7 8 9 10
Quality of government Qluality of government

Figure 7.3. The relationship between the qualitg@fernment and fiscal rule indices.

the expectation that the quality of government dredadoption of strong fiscal rules
are connected, although the division between nat-g@ammunist and post-communist
countries again seems to make the picture somewdia complicated.

Country averages give a crude impression of thiegeincy of fiscal rules as they
do not account for the fact that rules can chanvge time. Figure 7.3 shows the values
of the IMF and Commission indices plotted agaihst quality of government in each
country-year. There appears to be no systematitionthip between fiscal rules and
the quality of government, however. The values athlfiscal rule indices are widely
dispersed on any quality of government level aredl&ast squares lines included in
both panels, summarising the linear relationshipveen the variables, have positive
but quite small slopes. Hence, the overall relatidgm between the quality of govern-
ment and fiscal rules does not appear to have moichection.

Country averages do, however, give a somewhardift picture of the relationship
between fiscal rules and the quality of governmewén in a more detailed examina-
tion. Table 7.5 reports three regressions usingvdmt-unit estimations. That is, the
regressions use country averages of all variabldaded in the model. The dependent
variables are the three fiscal rule indices prexkit Table 7.4, i.e. two IMF indices
based on all rules and national rules, respectivaig the Commission’s index. The
independent variables are the quality of governmemtummy variable indicating sta-
tus as a post-communist country, and the intenacifahe two. The interaction is in-
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cluded to test the hypothesis that fiscal rulescareected to quality of government in
non-post-communist countries but not in the postminist area. The regression re-
sults indicate that this is indeed the case, @t e the indices based on IMF data. In
the reference group without a communist past, c@mswith a higher quality of gov-
ernment tend to have more stringent and encomppasslas than countries with a
lower quality of government. However, status a®st{gommunist country suppresses

the effect.

Table 7.5. The impact of the quality of governmemffiscal rules

Fiscal rule index (IMF)

Fiscal rule index (IMF,
national rules

Fiscal rule index
(EC)

Quality of govern-
men

0.238 (0.078)*

0.293 (0.087)*

0.461 (0.131)*

Postcommuni:

2.196 (1.04C*

3.071 (1.15¢

3.898 (1.72%

Quality of govern-
ment x postcom-
munis

-0.305 (0.147)*

-0.402 (0.164)*

-0.438 (0.243)

Constar -1.239 (0.67¢ -2.004 (0.752* -3.962(1.139**
N 28 28 28
Adjusted P 0.31¢ 0.301 0.29:

Between-unit estimations. Standard errors in paesgs. Significance levels: *f¥< 0.001, **
p<0.01, *p<0.05
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Figure 7.4. The effect of the quality of governmentfiscal rule indices.
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This is visualised in Figure 7.4. which shows ¢fffect of the quality of government
on the overall IMF fiscal rule index and the Eurape&Commission’s inde%®. Outside
the post-communist area, the effect is clearly tp@siwith respect to both indices.
However, in the post-communist countries, the pegtimate of the effect is very close
to zero, and the boundaries of the 95% confidentaals span far on both sides of
the zero line, indicating the lack of significanokthe estimate. The difference be-
tween the country groups is clearer when it corogbé IMF index (the same applies
to the index of national fiscal rules, for which piot is shown here as it would be
almost identical to the left-hand panel of Figuré) 7

It could be argued that regressing country averagminst country averages does
not provide convincing evidence about the role haf guality of government in the
adoption of fiscal rules, as those rules may affhet quality of government scores
countries are assigned. After all, the quality of&rnment indicator used here draws
on assessments of country risks, especially wheanites to investment and business,
and lax fiscal rules might increase the assessad &f risk. Hence, one would like to
see that the quality of government scores counive® assigned in the past credibly
predict the fiscal rules the country adopts laterhe effects are largely similar if, for
example, the values of the fiscal rule indices @72 the last year before the global
economic downturn, are regressed against thedfirality of government scores that
are available. In the old member states, the aeffi of the quality of government
score is 0.440p(= 0.002, adj. R= 0.483) when the European Commission’s index
from 2007 is regressed against the first qualitygovernment score, which in most
cases pertains to 1984; in that year, fiscal e still uncommon. Substantively the
same result is obtained if the index of nation&sbased on IMF data is used. There
is a gap of more than two decades between thd fisleaindex values and quality of
government scores, and a connection between thesiggests that countries with a
higher quality of government are indeed more likelyadopt more stringent rules.

To recapitulate, this result pertains to the tiadally capitalist countries. In the
post-communist countries, no clear pattern emefgmsexample, the Romanian quali-
ty of government scores are among the lowest irEti@pean Union, but the country
has had, at least periodically, very stringentdisales in place. Neighbouring Hunga-
ry, in turn, exhibits some of the highest qualifygovernment scores in the area but
has had generally lax fiscal rules. It may be thgsecthat outside the post-communist
area, fiscal rules have evolved to reflect solgitm problems of public finance that
high-quality government institutions have helpedfita. In transition countries, by
contrast, countries where corruption, bureauciagfficiencies and other aspects of a
low quality of government have been perceived ablpms, the adoption of fiscal
rules has provided one way of trying to solve giara— or at least to show internation-
al donors and the European Union that problembéeireg addressed.

22 The figure is drawn with R using code modifiednfr&trezhnev (2013).
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As stated above, the aim here is not to delveldaeto the processes that have led
to the adoption of fiscal rules, since the mainl g®#o establish whether and how the
guality of government is connected to fiscal rulEse data supported the conclusion
that a higher quality of government levels tendsraoslate into stronger fiscal rules,
albeit the effect appears to be conditional. Howelfean empirical analysis suggests
that the fiscal rules of a country affect the lestbpending, changes in debt levels or
other outcomes that analysts are often concern#d wiis not self-evident that the
rules in the best performing countries can actuadlyised as a set of best practices that
could be successfully emulated elsewhere. The ignes not only about the formal
institutional environment in which such rules woblel transplanted (cf. Hallerbeeg
al. 2009), but also the informal institutions of tlueigty.

Quality of Government and Technocracy

Outside the post-communist area, the quality obgawment tends to be high with some
notable exceptions, like Italy and Greece. Morepiremost countries the institutions
of representative democracy have had ample tintak® root in the society, and the
relative stability of party systems — again withmsonotable exceptions — have created
possibilities for parties to establish their pragraatic outlooks. Together, these facts
could be expected to make it possible to see stcongections between variables re-
lated to programmatic aspects of politics and padiatcomes. Yet generally this is not
the case: in light of the evidence accumulatedhéngreceding chapters and the present
one, those programmatic aspects have only a maigihaence on outcomes. Some
might take this as an indication that in matureitedipt democracies, such as those of
Western Europe, fiscal policymaking is as it sholdd in the sense that it reacts to
changes in the macroeconomic environment but ndahécomposition of govern-
ments. According to this benign interpretation il risks faced by economic actors
are small as there is no danger of the public setaating to forcefully expand once a
leftist cabinet assumes office, or conversely raductivity-enhancing government
programmes are terminated by an anti-state rigtdilsinet on ideological grounds.
Another explanation, not at odds with the aforetiomed explanation, draws on the
role of prevalent ideas. The period from the Sedtuwdld War until the early 1970s is
often portrayed as the period of a Keynesian pgmadin economic thinking, although
as Hall (1994) notes, national interpretations apglications of Keynesian ideas var-
ied considerably. Starting from the 1970s, monstaand neo-liberal doctrines have
broken through, first in academic circles and latethe sphere of practical policymak-
ing, ending in a kind of culmination in the so-eallWashington Consensus in the ear-
ly 1990s (e.g. Tanzi 2011). As Raudla (2010) notad) physical common-pool re-
sources, reliable information about the functionifighe resource helps its sustainable
management, this also being so in the case of ubdgdtary commons. Yet, as high-
lighted in Chapter 3, what counts as ‘reliable infation’ is not as self-evident in the
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budgetary case, as the relevant information pertaimighly disputable aspects of how
economic systems work. This is not to deny thavaitimg ways of thinking do change
over time. Insofar as high-quality government togibns bring epistemic content to
the political process, such doctrinal tides hawrtaffects on the management of the
public economy and restrict the effects of the pmogmatic colour of the government
of the day. Studying changes in economic paradigmes beyond the scope of a work
intended to investigate the effects of multiparowernment, although those changes
might be relevant to understanding how the managemiethe budgetary commons
works. This points to the importance of creatingsel connections between different
bodies of work on institutions, quantitative datad aobjective’ observations, on the
one hand, and works with a more qualitative anduilgve approach, on the other.

A strong role of the state administration in traiting prevailing doctrines into
policy choices is not entirely unproblematic améy imply that bureaucrats, techno-
crats or experts effectively set policies, not teally accountable politicians. Such a
view is not necessarily entirely without groundisieg the often-heard claim that poli-
tics of established democracies has declinedtte ftore than the day-to-day admin-
istration of the public sector. An impartial andeetive public bureaucracy that is ca-
pable of operating under the norm of universaliequires that the bureaucracy is suf-
ficiently autonomous from political pressures (Fydana 2014); otherwise, the public
sector would easily turn into an instrument of a&ism and patronage, whereby the
impartial implementation of laws and policies woblel undermined. The relationship
between quality of government and autonomy Fukuydepscts is not, however, line-
ar: when autonomy becomes excessive, bureaucramymas unresponsive and can
effectively set policy goals.

Thus, a problem that countries with high-qualitytonomous state institutions face,
and one that has scarcely been addressed by tliy gfigovernment literature, is the
risk of epistemocracy, or the replacement of deatorwill-formation with the will of
those who purportedly know better. The quality ofgrnment literature has convinc-
ingly argued that high-quality state institutiorr® @onducive of satisfaction with de-
mocracy among the public (Dahlberg and Holmbergd20However, the emergence
of populist movements in a number of countries whin highest quality of government
scores highlights the possibility that even higlaldy public-sector institutions do not
prevent electoral phenomena where experts, officéald other ‘elites’ are placed
against ‘ordinary people’.

Conclusion
This chapter continued investigating the relatigostbetween the quality of govern-
ment and fiscal policy. The emphasis was more eitiglidemocratic than in the pre-

ceding two chapters that were more concerned witdracteristics of cabinets. An
overarching argument in this work has been suchhigh-quality government institu-
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tions increase the programmatic content of poliicd thereby limit the dependency of
budgetary outcomes on the number of parties in mowent. This chapter asked
whether a high quality of government also improtresresponsiveness of the political
process to the programmatic preferences of theiqu®iven the difficulties of defin-
ing or measuring those preferences, the positiothefmedian voter was used as a
workable indicator, given its normative appeal draked on earlier research, empirical
relevance in other contexts.

In line with other evidence presented throughaig tvork, a low quality of gov-
ernment effectively eliminates the impact of thediaa voter’s position on policy out-
comes. In contrast, the effects were largely ag sheuld be when the quality of gov-
ernment is sufficiently high, but this finding onpertains to the post-communist coun-
tries and to certain dependent variables. In tipadiical systems, the movement of the
median voter to the right is associated with spggndeductions and larger budget sur-
pluses (or smaller deficits), which is in line withe notion that rightist orientations
emphasise restricting the role of the public seatat keeping the budget in balance.

However, the position of the median voter turnatito have no discernible effects
outside the post-communist area. The lack of pragratic effects in this set of coun-
tries, which was already visible in the previougmters, is anomalous in light of the
claim that a high quality of government is condecivf programmatic politics. An
analysis of older data from the 1970s and 1980gestgd that programmes had practi-
cally no effects in past decades, either; spendidgiepend on the number of govern-
ment parties, much like in the post-communist coesitwith low-quality state institu-
tions.

As that effect is not visible in newer data, oneld say that the countries of West-
ern Europe have managed, since the 1980s, to fudecommon-pool problem of
budgeting that was visible in the dependency ohdjpgy on the number of govern-
ment parties. In that process, the role of statétiions may have played a role. De-
spite the generally high level of confidence thatntemporary research literature and
political practice put on fiscal rules, their na&was truly exogenous restraints on profli-
gacy has been called into question. Fiscal rulegeskthe feature with many anti-
corruption programmes that there may be no acttr geénuine incentives to imple-
ment them. Rather, stringent fiscal rules may céf'emore fundamental commitment
to fiscal discipline that is then codified in thedgetary legislation or even the consti-
tution. Insofar as a high quality of government@nducive of such commitment, it
should also be associated with more stringent r@desside the post-communist area,
this turned out to be the case. In fact, qualitg@fernment scores from the mid-1980s
were statistically significant predictors of fiscale index values more than two dec-
ades later, despite the fact that fiscal rulet@n1t980s were rare.

In sum, the quality of government appears to itatil the solution of budgetary
common-pool problems in post-communist and non-postmunist countries alike,
but how it does so differs between the two setsanintries. In the post-communist
countries, the quality of government increasesptogrammatic content of politics;
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while this does not guarantee the sustainable nesmeaugt of public finances, it at least
makes it possible to present programmes aimed watdsfiscal stances. Outside the
post-communist area, the quality of government faasitated the adoption of fiscal
rules. While the latter may in principle offer a maalirect route to sustainable public
finances — the empirical record being less clemhas been seen throughout this work
— it is also more problematic in democratic terifisat is, it creates the risk of elimi-
nating everything political from politics and regilag it with rule by technocrats.
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Chapter 8
Conclusion

The notion of the budgetary common-pool problemiesome immensely popular in
comparative political economy and institutional eg@zhes to public finance. There
appears to be a tendency, however, to use thennqtiite light-heartedly without
thinking about its full set of implications. Notgblthe common-pool problem has of-
ten been described as something that more or é&zsssarily emerges in joint decision
making by multiple actors, unless formal rulesniesthose actors’ room for manoeu-
vre. The notion of the common-pool problem crearsnalogy to the management of
certain kinds of physical and natural goods anduees that are liable to overuse and
depletion. However, a body of research, that by molarge and well established, has
repeatedly shown that the view of common-pool resssias being inherently under
threat of depletion is outdated. Instead of tryim@void common-pool resource situa-
tions, it is more fruitful to seek to identify tlenditions in which the management of
common-pool resources succeeds or fails.

This work has focussed on one, widely discussedifestation of common-pool
problems in budgeting: the dependency of fiscalcgobutcomes on the number of
parties in cabinet in countries applying the pankatary system of government. What
by now could be described as something of an estedol wisdom, states that the more
parties there are in government, the more pubkndimg and taxation grow, the more
difficult it is to keep budgets in balance, and theger the debt burden consequently
grows. The political economy literature has focdsse two sets of solutions, one con-
sisting of restricting the number of parties by sti@iational means, the other of impos-
ing rules and restrictions on allowable budgetaricomes and decision-making pro-
cesses.

In line with the general idea that the managenoérdommon-pool resources can
succeed or fail depending on a host of factors, wWuork set out to identify the condi-
tions in which the number of parties in governmaffécts fiscal policy outcomes in
the way it should according to the existing litarat Addressing this puzzle is relevant
not only in terms of understanding the factors diifgy the fiscal standing of govern-
ments, which in the contemporary European Uniccoisstantly on the political agen-
da. It is also relevant in terms of understandiog Iparty democracies work, particu-
larly when it comes to the nature of political catifion, i.e. whether it resembles a
rush to exploit scarce resources or the more pnogatic, and perhaps more long-
sighted, management of public affairs. An overarghtlaim in this work has been
such that the ‘budgetary commons’ must not be tiethérom the wider political, eco-
nomic and historical environment, and that it i$ @sough to consider only the num-
ber of parties and formal rules that are in placensequently, it is questionable
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whether one can sensibly speak of ‘the’ fiscal goéffects of multiparty government
as they plausibly vary across cases and over time.

In particular, it was argued that multiparty gaveent is likely to have the kinds of
fiscal consequences that the ‘established viewdipte when people have reasons to
expect that public power is used according to galdrist rather than universalist prin-
ciples, connections rather than publicised lawsoiities decide what people receive
from the public sector and distributive interestsrtp far-reaching programmes. When
this is the case, representative politics becomegely void of programmatic content
and models of fragmented decision making gain exitay power. In contrast, when
people can be fairly confident that laws and pe8icire implemented impartially, and
that people get from the public sector what they eatitled to according to laws and
official policies, political competition is based @rogrammes rather than the non-
programmatic distribution of resources. Conseqyettie programmatic statements of
the relevant political actors — i.e. the partieg@ernment — predict what governments
do, leaving less room for non-programmatic distiil@ipolitics.

Based on a large body of literature, the qualityavernment, defined as the impar-
tiality of the officials responsible for the implemtation of laws and policies, can be
expected to affect this trade-off between the diffie paths that representative politics
takes. In short, when the quality of governmeittigh, policy outcomes should depend
on the programmes with which the parties in govemninfiought elections, while in low
guality of government conditions, the outcomes #hoather be predicted by the num-
ber of government parties. Analysis of data from thember states of the European
Union supported this argument, but with exceptiamd not in all cases.

Summary of Findings

The starting point of the analysis was the nottlmat the management of the budgetary
commons is representative and collective as budgetcisions — including policies
that are not strictly budgetary yet affect the wawhich the public sector uses money
— are for the most part made by electorally acahlatactors who must secure the
support of a parliamentary majority. Moreover,sitriot straightforward to determine
when the budgetary commons is managed successfulipsuccessfully, as opinions
differ with respect to what politics should attaind in what priority order. Democracy
largely builds on the idea that opinion differenegs legitimate and that a single cor-
rect choice is often lacking in public affairs. Wihihis democratic principle is taken
seriously, merely looking at budgetary outcome®riristance, whether the level of
spending rises or whether budgets are in balandees not necessarily constitute a
sufficient basis for normative conclusions. Thattie fact that government spending
level rises cannot be considered a problem outaoflhwithout also considering the
expressed preferences of the relevant politicalract

What turned out to strongly condition the effeatgolitical variables was a com-
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munist past: in the post-communist member stat@saies related to the number of
parties as well as the programmatic outlooks ofresib and electorates had statistical-
ly significant effects much more often than outdigie post-communist area. However,
even the post-communist countries did not constiuhomogeneous group when it
comes to the fiscal effects of political variablas,they were to a large extent condi-
tional on the quality of state institutions.

In settings characterised by a low quality of goweent, public spending was found
to increase with the number of cabinet parties, rede the programmatic outlook of
the cabinet had no discernible effect. That igyast-communist countries where par-
ticularism in the use of public authority is widesad, it did not seem to matter wheth-
er the cabinets were composed of parties that damga on rightist or leftist pro-
grammes — rather, what mattered was how many papaeticipated in government,
like the conventional view on fragmented decisiaking would lead one to expect. In
contrast, on relatively high quality of governméaels, the roles were reversed as the
number of cabinet parties lost its explanatory powsile the position of the cabinet
on the right-left dimension gained it. Rightist grammes emphasising, for example,
economic orthodoxy and the limitation of socialvéegs were associated with spend-
ing decreases, whereas leftist programmes givinghtvé¢o the expansion of social
services and the regulation of capitalism made dipgnincrease, which is what one
should expect if outputs are determined by thecgajoals that parties in power pub-
licly endorse.

These effects of politics on total public spendimgre quite clear in the post-
communist countries. However, the examination ofnsiing categories produced
mixed and much less certain results. Those caeg@rere chosen so that they corre-
spond to plausible mechanisms linking the prevaleoic particularism to the fiscal
effects of multiparty government. No mechanism dahkerefore be singled out as the
most important one, which is in line with the claflhat diverse particularist practices
can co-exist in different mixtures in societies refaterised by a low quality of gov-
ernment.

These results can be interpreted as evidencepjposuof the claim that the combi-
nation of a communist past and a low quality ofegyownent are conducive of distribu-
tive objectives and favouritist practices that tisp programmatic politics. This was
also visible when the bargaining power of the goment parties was included in the
analysis. Given the notion that policies are largggtermined in bargaining among
parties in government while bargaining outcomestrbasaccepted by a parliamentary
majority, parties’ bargaining strengths were meadwith the Shapley-Shubik index
of a priori voting power. When government parties were equatims of bargaining
power, the effect of the number of cabinet partirsspending tended to be stronger
compared to cases where bargaining power was ulhegligtributed. Moreover, this
was most readily discernible in settings charasgeriby a low quality of government.

Special attention was given to government spendmdt was expected to most
directly react to changes in the political variabl€he effects of political variables on
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other important aspects of the public economy, magedebt and deficits, were indeed
weaker and less consistent even in the post-consinaaiuntries, albeit they also did
not run counter to the theoretical arguments pteseim this work. Government reve-
nue was found to increase with the number of gavent parties when the quality of
government was low and the parties equally powebiut effects on debt were largely
statistically insignificant, although they tendedhave the expected signs. The effect
of the programmatic ‘colour’ of the cabinet on dabt deficits, however, was condi-
tional on the quality of government, much like éffect on spending: rightist cabinets
were found to run smaller deficits on relativehgthiquality of government levels,
whereas no effect was discernible when the quafigovernment was low.

What was said about the implications of the progratic orientation of cabinets in
the post-communist countries largely applies togtemgrammatic orientation of elec-
torates, measured with the position of the mediterv The movement of the median
voter to the left or the right turned out to afféistal policy outputs only on relatively
high quality of government levels, but otherwisamges in electoral winds had no
discernible effects.

Outside the post-communist area, political vagabhad much fewer effects on
fiscal policy. This was so even in the case prognatit outlooks of cabinets, although
there were good grounds to believe that progranentedits would be stronger in the
country group largely consisting of old, establltmocracies than in the group of
post-communist countries. Yet the locations of sats on the right-left axis turned out
to have some effects budget balances, whereadgatbcno effects were found with
respect to other political variables, or when ineato government spending or reve-
nue. It was hypothesised that the overall lackatitipal effects might not always have
been the case and that before the end of the Caldpvégrammatic features of West-
ern European politics would have been stronger. évew that was not the case, as in
the 1970s and the 1980s the only discernible paliteffect was such that spending
tended to increase with the number of cabinet gmrtt much like in the post-
communist countries with low-quality governmenttitugions.

The lack of political effects outside the post-coumist countries also pertained to
the position of the median voter. As far as emplrassociation between policy outputs
and the position of the median voter can be consitlan indication of the responsive-
ness of the representative system to the prefesasfahe electorate, high institutional
guality strengthened responsiveness in the postraoiist countries. However, in the
rest of the countries, responsiveness in this seasenot discernible.

Quiality of government does not seem to have bedinely without fiscal policy
relevance even in Western and Southern Europehisngroup of countries, a high
guality of government has favoured the adoptiostohgent and encompassing fiscal
rules, while in the post-communist countries nackessociation between the two can
be found. Thereby, the quality of government hgsraved the odds of conforming to
today’s popular doctrine, the rule-boundednesssohf policy. Fiscal rules, in turn, do
have the kinds of effects that can be expectedneidwr the fiscal rule indices turned
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out to be statistically and substantively significathey were associated with less
spending and smaller deficits. ‘Whenever’ is andonignt qualifier, as the significance
of the effects depended on the operationalisatfahe dependent variable as well as
on the country group. The observed relationshipveen the quality of government
and fiscal rules — even when the temporal gap @twecasurements was considerable
—isin line with some recent works questioningdgleeauinely independent role of fiscal
rules in the prevention of deficits and other outes that may endanger the sustaina-
bility of public finances.

The Applicability of the Framework

In sum, the theoretical framework developed in ttisdy appears to fit the post-
communist area better than the rest of the Europeémn. That is, the quality of state
institutions conditions the effects of coalitiozesiand the programmatic outlook of the
cabinet more clearly in post-communist societiescauntries where civil societies
were severely damaged by undemocratic regimeshenihstitutions of liberal democ-
racy — including party systems and electoral lavsé to be quickly established while
command economies were replaced by market econpmipartial state institutions
have supported programme-driven politics. Whereinipartiality of state institutions
has been on shakier ground, the number of cabaréep rather than their programmes
has affected the use of resources in the publioisec

The general invisibility of political effects oide the post-communist area in this
work does not imply that political factors have policy implications whatsoever.
Fiscal policy aggregates are largely not associattdthem, but in other policy areas
clearer effects could be visible, or if other ppldimensions than the right-left dimen-
sion were considered.

The results should also not be interpreted sothi@apost-communist countries with
relatively high-quality state institutions, whereogrammatic effects are most clearly
discernible, are ideal democracies. Programmedfdot autcomes, but this does not
imply that politics is particularly participatory that alternatives are weighed based on
high-quality arguments. Moreover, it is not guaesct that even when politics is pro-
grammatic, the actors involved are concerned with sustainability of the public
economy or other long-term developments.

The weakness of political effects does not eli@rthe fact that debt levels in the
old EU states are in many cases high, which maprbblematic. The causes of the
difficulties to keep budgets in balance should, éesv, perhaps be sought from else-
where than political developments, as they have loperationalised in this work. In
particular, the political variables that were cadesed in this work for the most part
pertained to individual cabinets or parliamentsotiher words, they pertained to rela-
tively short-lived phenomena. This observation nudfer a key to understanding
why the effects in Northern, Western and Southaurofe turned out so differently
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from those in the post-communist area: in the da#¢ of countries, short-term political
developments matter, and how they matter dependbeinstitutional environment
state institutions provide. Elsewhere, longer-terocesses may be more relevant.

Something akin to common-pool problems can s#lligoing on outside the post-
communist area, as well. As Wolfgang Streeck (2@t8ues, it may be more profita-
ble to analyse those problems in terms of the fahasthe market economy, especial-
ly financial markets, takes. Have the traditionalgpitalist countries of the EU fallen
prey to influential actors of financial markets?eTtheoretical framework developed in
this work provides few analytical tools to assds tlaim. Or have the old member
states entered a phase of Olsonian institutionefasis whose implications are visible
in rising debt levels, although the disease opsraté through electoral politics and
party systems but via other mechanisms? A venewdfft research setting would be
needed to evaluate claims of this kind.

In the opening chapters of this work, it was adgtleat existing works on ‘frag-
mented’ decision making and its fiscal implicatidras/e downplayed the role of state
institutions and historical circumstances. The ainthis work was accordingly to in-
troduce those considerations to the study of thdgétary commons. However, this
study accepted a more fundamental assumption, rétatively short-term political
developments have discernible fiscal effects. Inigalar, the focus was on party poli-
tics and the linkages between political parties aledtorates. Empirical expectations
formed against this background received supportenudten in the post-communist
countries, where parties tend to be detached fremest of the society, arguably more
so than in the institutionalised democracies of Mt@sEurope.

This work also contributes to the literature oe tluality of government. The quali-
ty of state institutions seems to have few dirdfetcés on fiscal policy outcomes. In-
stead, their effects are largely dependent on gibkitical variables. However, given
the ways in which the quality of government intésagith political variables, especial-
ly in the post-communist countries but also to sextent outside the post-communist
area, using the results of this work in practicaliqgy reforms is not completely
straightforward.

Using the Results

Given the political relevance of the sustainablenaggment of public finances, one
might hope that an investigation into its backgmdactors would end with a list of
practical policy recommendations. Unfortunately tdontents of this work do not easi-
ly translate into concrete pieces of advice, aitleat to ones that could be implement-
ed quickly and with minimal cost and effort. As alsh any association between varia-
bles discussed above is conditional on some otrégible or specific to some group of
countries, it is very difficult to say anything uatsally applicable on desirable re-
forms.
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The benefits of building and upholding high-quaktate institutions perhaps con-
stitute the most important lesson that can be tdewm the preceding chapters. Estab-
lishing an impartial and efficient public sectoyd$ course, more easily said than done,
and at present the origins of good government at&mown with certainty. Attempts
to root corruption and plant institutions basedtuom norm of impartiality instead have
frustratingly often failed, and this work does poetend to be a guidebook on success-
ful reforms of the public sector. Rather, it add® onotivation for such reforms espe-
cially in the post-communist countries.

It has to be noted that even quality of governnignritself does not seem to provide
a solution if the purpose is to curb deficits oe #xpansion of budgets. Institutional
guality can perhaps better be described as atfdoilj as it appears to make pro-
grammes with credible budgetary implications felasib the first place. That is, even
if parties that campaigned on fiscally conservatwegrammes — contributing to a
‘rightist’ position as the term has been used ia #tudy — gained government power,
the likelihood of deficits and spending actuallycmsing would be quite low if cor-
ruption, clientelism and other forms of particusami are prevalent in the public sector.
Similarly, parties campaigning on socially progresprogrammes whose implemen-
tation requires the expansion of budgets and plysgiting up the objective of balanc-
ing the budget are unlikely to actually expand pulservices, redistributive social
spending and other policies typically associatett baftist programmes. Low-quality
state institutions hence prevent the translatiobath rightist and leftist programmes
into concrete outcomes. Whether parties and elgtetorconsider socially progressive
or fiscally conservative agendas desirable, theyumlikely to attain their objectives
without sufficiently impartial and efficient bureanacy. They are instead trapped with
distributive strategies that make universalist amesighted programmes unfeasible.

The role of fiscal rules is, given the currentestaf knowledge, quite unclear. Ac-
cording to previous research they help restricicitefand the expansion of public
spending, and this conclusion received notabl&oafih not perfect, support in the
analyses throughout this work. What affects theptido of fiscal rules has, however,
been much less intensively studied, and therefoi® ot entirely clear whether the
adoption of rules is just an expression of a more&mental commitment to ‘fiscal
discipline,” in which case it would not be partiady surprising to see systematic asso-
ciations between fiscal rules and reductions ofcitefand spending. Even if specific
rules appeared to have the expected effects in seftiag, ‘exporting’ them to other
environments might easily lead to a disappointment.

In sum, the present study suggests that ‘easg’fax@ not in sight. Fundamental
changes to the ways in which politics is made maynbeded if fiscal indicators are
spiralling down. Acknowledging this is only thedirstep in devising reforms that are
tailored to the case at hand. Even then, institafioeforms may not be enough: politi-
cians and political parties have the responsibititgonsider the society-wide and long-
term consequences of their programmatic bids, talevant information into account
and communicate the trade-offs associated withraltive policies to the public.
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As repeatedly noted throughout this work, thegifmentation’ of decision making
also has normative implications when it comes @uwating, designing and reforming
democratic institutions. In particular, the notimfithe common-pool problem has often
been evoked to justify reforms that restrict thenbar of ‘appropriators’, such as the
number of parties that are likely to make it inb@ tcabinet. These kinds of reforms
often imply increased deviations from the norm adgortionality and hence are not
unproblematic, at least if one subscribes to priiqaal visions of democracy (see
Powell 2000). As the effects of partisan fragmeatatend to be confined to environ-
ments characterised by a low quality of governménproving and sustaining the
guality of government seems to allow circumventing trade-off between proportion-
al representation and fiscal responsibility. Howewsofar as that is impossible — and
given the ‘stickiness’ of state institutions thaayrbe the case at least in the short term
— limitations on the openness of the political egsican indeed have efficiency justifi-
cations (cf. Lizzeri and Persico 2005). But evesnttlthe fundamental problem is in the
gualitative aspects of representation and politoahpetition, not in ‘excessive’ repre-
sentation and competition. This is the essencéhefdilemmas and tragedies of the
budgetary commons; feasible alternatives exist,aiatining them is by no means a
trivial task.

Avenues for Further Research

In Chapter 5, it was argued that the quality ofagament may condition the effects of
other political variables via several mechanism®sehimportance may vary across
political systems and over time. Acknowledging thias deemed sufficient for the
present purposes, as the principal aim was to lediabat the quality of government
indeed has conditioning effects. Further researmhlavbenefit from analysing specific
cases in greater detail. A small-N research desayid shed light on what kinds of
policy outputs people demand and expect from tlegiresentatives, how demands and
expectations are expressed in given elections wérgment formation situations and
how the subsequent policy choices are relatedametlexpressions.

Case studies and small-N comparisons could algpurelerstand the adoption of
fiscal and procedural rules and hence the extewmthioh the effects of such rules are
truly exogenous. Especially the relationship betwd® quality of state institutions
and the adoption of fiscal rules deserves to beesddd in greater detail than what has
been possible in the present study. Investigatiag telationship is relevant not only
with respect to improving fiscal governance bubals order to better understand the
relationship between quality of government and dmamy. The aim to curb debt and
deficits may justify stringent rules, but the ragions they set on the room for ma-
noeuvre of democratic majorities can be problem@iketty 2016). Restrictions may
be desirable if they prevent the degradation ofa®acy into something akin to Har-
dinian commons. They may be undesirable if theyqmegenuine freedom of choice
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between programmatic goals. Studies with a morditgtiee approach could fruitfully
address the context in which rules were adoptatifiarent settings: who the relevant
actors were, what motivated them to advocate astresforms, and what followed
from the introduction of new rules.

Much scholarly and practical attention has beerrito rules governing the budg-
etary process. In this work, only fiscal rules lthea numerical limits and targets were
considered; procedural rules were largely negledtesiead, a new approach to proce-
dural fragmentation, based on the dispersion ofjdaing power, was introduced.
Further research could address the relationshigdeet this approach and the ‘conven-
tional’ approach that draws on explicit proceducdeés.

Programmatic aspects of politics in this studyenesnsidered in terms of the right-
left dimension. That dimension has clear implicagidor spending, revenue and debt,
but this is not to say that the dimension is adir¢ghis for programmatic politics. To
better understand how the quality of governmeneci$f the actual programme-
dependency of policies and the responsivenesseopdliitical system to the prefer-
ences of the public, other policy dimensions oughbe considered as well. Further
research could investigate whether similar conditieffects are visible on dimensions
whose economic and fiscal implications are notigittéorward, such as issues pertain-
ing to morality and post-materialist values. Conmpgthe results to those of the pre-
sent study would most probably provide very inténgsinsights into the relationship
between impartial government and programmaticipslit

A related question is whether quality of governtrfamours deliberative and partic-
ipatory forms of democracy. That is, future reshacould address the question on
whether the weight of argument-based debates armbreiinvolvement is actually
greater in the crafting of budgets when institugiloguality is high. This would provide
additional valuable information about the assosiatbetween quality of government
and programme-driven politics.
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