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Research Question 
 
(broad) How do constitutional arrangements affect economic policy outcomes? 
(narrow) would majoritarian election stifle corruption among politicians? 
 
Scope of the Project 
 
Constitutional arrangements (independent variables) 

- electoral rules (majoritarian vs. proportional),  
- forms of government 

Economic policy outcomes (dependent variables) 
- fiscal policy: size of government spending/size of welfare programs/budget deficit 
- choice of broad/narrow programs,  
- political rents as a form of corruption,  
- structural policies fostering economic development/productivity,  

 
Order of Presentation  
 
Chapter 1&2 (intro and theory) – Hyeran 
Chapter 3 (measurement of dependent variables) - Nick 
Chapter 4 (measurement of independent variables) - Ricardo 
Chapter 5 (estimation method) - Kenichi 
Chapters 6-7 (cross-national empirical results) – Craig 
Chapter 8 (time-varying empirical results)- Xiaobo 
Chapter 9 (conclusion) - Kenichi 
 
Theoretical Predictions (cross-sectional) 
 
Electoral rules 

1. (most definitive!) under majoritarian elections, we should observe less spending on broad programs than under proportional 
elections. In other words, majoritarian electoral competition discourages public-good provision in favor of targeted redistribution.  

2. (‘some’ models predict), majoritarian elections are associated with smaller governments. Also consider 
district size and electoral formula. The combination of smaller district size and plurality rule (i.e. 
majoritarian elections) is likely to produce smaller government spending and taxes (Milesi-Ferretti et al. 
2002, Austen-Smith 2000).  

3. (less certain; budget deficit) majoritarian election systems have less budget deficit.  
4. (direction of both sides; rent extraction) the district size and ballot structure in majoritatian elections pull the 

relationship with rent extraction to both sides (+/-). Smaller districts imply larger rents, but voting on 
individuals implies smaller rents. On the minus side (less rent extraction), majoritarian elections with voting 
for individuals reduces the motives for rents whereas under proportional systems, electing politicians from 
party lists weakens their incentives for good behavior. As a result, majoritarian elections are more effective 
in deterring political rents since the outcome of an election is generally more sensitive to the incumbent’s 
performance. On the plus side (more rent extraction), however, smaller single-member districts allow 
politicians to extract rent easily by leaving voters little option because barriers to entry are higher.  

5. No conclusive evidence on the relationship between constitutional rules and structural policies leading to 
economic growth. 

 
Forms of government (presidential vs. parliamentary) 



1. Presidential systems should have smaller governments than parliamentary regimes, in particular, less spending on broad 
government programs (public good provision with many beneficiaries) versus targeted programs. Checks and balances keep 
spending down. 

2. No predictions for budget deficit, however. 
3. Presidential systems are predicted to have less rent extraction than parliamentary regimes. 

 
Note that there is a tradeoff between the provision of public goods and the political rents. In presidential system, 
separation of powers yields less political rents but also produces under-provision of public goods. 
 
Summary 
 

Electoral rules Forms of government  
Majoritarian Proportional Presidential Parliamentary 

Narrow vs. 
broad 
programs 

Narrow Broad Narrow Broad 

 Electoral competition Confidence requirement 
Overall 
spending 

Small Large Small Large 

 Size of constituency/electoral district Confidence requirement 
Political 
rents 

Ambiguous Ambiguous Small Large 

 Accountability, barriers to entry Checks and balance 



Chapter 3: Persson and Tabellini, The Economic Effects of Constitutions (Nicholas Emptage) 
 
This chapter seeks to describe the measures of performance used in the book and the economic policies the authors 
seek to explain as a function of alternative constitutional features.  Dependent variables in these analyses include 
fiscal policy, rent extraction/corruption, and policies that promote growth and their impact over the long term.  
Comparisons are made between nations and across time intervals.  Chapter presents linear regression estimates 
relating each policy measure to specific sets of predictors – constitutional variables are not studied here 
 
Data are separated into 2 sets corresponding to these 2 dimensions of analysis.  Data are restricted to democratic 
governments only (does not specify how governments are determined to be democracies). 
 
Dataset 1: 85 countries, data available only from 1990-1998 – used to analyze all measures of constitutional rules, 
performance and policy outcomes. 
Dataset 2: 60 countries, data available from 1960 to 1998 in panel format – used primarily to study fiscal policy over 
time (missing too much data on other variables). 
Both datasets include many other economic, social, cultural, geographical, and historical variables whose impact on 
specific policy outcomes can be studied – analyses show how policy measures correlate with potential determinants 
over time and between countries as suggested by theory or earlier research. 
 
Fiscal policy – studied in terms of size of government, composition of government, and budget balance. 

• Size of government measured as central government spending as a percentage of GDP, and as central 
government revenues as a percentage of GDP – central governments studied rather than general 
government spending because of data availability, data available for most OECD and Latin American 
countries for all years in 1960-1998 panel – data from IMF Int’l Financial Statistics database – size of 
government varies considerably across nations and over time (general growth upward over time) – included 
indicator variable for presence of federal political structures to control for biases introduced by studying 
central rather than general government size 

• Country characteristics likely related to size of government – level of development (used log of each 
country’s per capita real income, and binary indicator of OECD membership) – quality of democratic 
institutions (Freedom House index and Eckstein and Gurr variable, 1-7 scale with higher values suggesting 
weaker institutions) – population demographics (% population between 15 and 64, % population 65 and 
over) – openness to trade (exports + imports over GDP) 

• Analysis of 80 countries in 1990s cross-section, these variables explain 60% of variation in spending – large 
share of population 65+ associated with higher spending – lower spending in federal states – nations with 
more openness to trade have slightly larger government – better democracies have larger government 

• Additional variables captured geographical and historical effects – location in Africa, east/south Asia 
(except OECD Japan), or south/central America (ref group includes non-OECD Europe and Middle East) 
– colonial history (British, Spanish-Portuguese, other colonial origin), factors weighted by amount of time 
since independence, weight as fraction of last 250 years – Latin American and Asian nations have smaller 
governments, colonial history not significant predictor - similar results when government revenue is DV 

• Hypothesis that government spending is influenced more by country size than trade openness – additional 
analysis replaces openness variable with log of population size and variable representing ethnic/linguistic 
fractionalization (higher value = more fractionalized) – neither coefficient is significant 

• Hypothesis that less developed countries have smaller government because of administrative/deadweight 
costs of taxation, but that large mining sector serves as cheap source of government revenues – UN data on 
output of mining sector used to create indicator of mining output as a proportion of GDP – variable is 
highly robust predictor in these analyses, but low reliability and sample size concerns prevent keeping it for 
future analyses, mining not correlated with constitutional variables of interest 

• Hypothesis that greater income inequality raises spending – used Gini coefficient from 1980 and 1990 for 
60 countries in sample, not significant in analysis 

• Alternative specifications in Table 3.1 show that federal structure, location in Latin America or Asia 
correlated with smaller central government, while older population associated with larger government – 
lack of significance among other predictors may reflect collinearity among regressors, these variables 
included in later specifications 



• Variation over time, use 1960-1998 panel – added dummy variable representing each country as a 
predictor, fixed-effects specification (all country-specific variables held constant over time) – as part of this, 
federalism, OECD membership, location, and colonial history excluded from regression, as all time-
invariant country-specific determinants are held constant – quality of democracy only studied by Eckstein 
and Gurr variable, which is comparable across years and available for entire 1960-1998 period 

• Table 3.2., Greater proportion of elderly, trade openness, and better democracy associated with greater 
spending over time, as is (now) log of per capita income – additional analysis removes 350 observations 
when nation’s political system can’t be described as democratic, income, openness, and population age still 
retain same influence, but democracy variable becomes non-significant, suggesting that prior result 
captured growth of government associated with transition from dictatorship to democracy – missing data 
on quality of democracy lead variable to be dropped in subsequent specifications 

• Subsequent analysis specified “year fixed effects”, hold joint trend effects constant (i.e., upward trends over 
time in income, age, openness may mis-specify size of government, which is also upward trending) – 
demographics and openness retain expected signs, income no longer significant 

• Cumulative growth in spending over time = difference between estimated coefficients on last and 1st year 
dummy of period – governments change in size relatively slowly – control by adding lagged (1-year) 
government size as predictor – analysis shows significant inertia from year to year, income and openness no 
longer significant, specification allows adjustment to shock to spread out over time, year dummies capture 
total effects of common economic/political shocks – study common shock of oil shocks in 1970s and 1980s, 
use US price of oil, remove year fixed effects to eliminate collinearity, interact oil price with dummies for oil 
importers and exporters – add variable measuring shocks viz., country-specific business cycle, log difference 
between real GDP and its trend, or deviation of aggregate value from trend value as a percentage (output 
gap) – outlier output gaps dropped from analysis – all shock variables are highly associated with 
government size, countercyclical pattern where spending doesn’t move in proportion to income during 
business cycle and may move in opposite direction) – demographics significant again – when government 
revenue is considered rather than spending, results are essentially the same, except that output gaps no 
longer significant and oil price coefficients are smaller  

• Composition of government, welfare state programs as percentage of GDP, measured by level of social 
security and welfare spending – data available for 72 countries in 1990s CS, only missing for a few countries 
in 1960-1998 panel – used later to test predictions regarding targeted and nontargeted spending under 
different constitutional rules, welfare spending measures size of broad redistributive programs directed 
toward large groups of population, unclear how this interpretation applies to less developed countries 

• Determinants likely to coincide with overall spending – quality of democracy, log income, trade openness, 
age demographics, federal structure, and OECD membership explain 80% of variation across countries in 
welfare spending (Table 3.3.) – proportion of elderly still exerts strong influence, but openness and federal 
structure no longer significant determinants – additional analysis considering geography and history also 
not significant 

• Estimates from 60-country panel across time shows significant inertia in welfare spending over time, 
regression includes basic time-lagged predictors, country fixed effects, lagged welfare spending, oil prices, 
and output gaps – greater share of elderly associated with greater spending and more trade associated with 
less spending – output gaps but not oil shocks predict less welfare spending – quality of democracy raises 
spending only when data include democratic transitions 

• Budget surplus or budget balance, measured as size of central government budget surplus as percentage 
of GDP – available for 75 countries in 1990s cross-section – predictors studied above explain little variation 
in budget surplus, may be missing critical variables (i.e., availability of funds to particular borrowing 
nations) 

• Table 3.4., richer countries have better budget balances than poor, as are those more dependent on 
international trade – results don’t appear in longer sample – smaller deficits seen in African and Latin 
American countries not seen in analysis (viz., borrowing constraints) – since predictions about tendencies 
toward deficits under specific types of government apply to stock of government debt, predictions should 
cover a long enough time period – Ch. 6 reports only data averaged over entire 1960-1998 period – panel 
estimates, country fixed effects included but year fixed effects not, deficits have strong positive inertia, 
openness to trade has significant positive effect on surplus – larger number of working-age people and 
smaller elderly population improves surplus – strong negative effects of oil prices among importers but not 
exporters – positive output gaps increase surplus only when extreme gaps dropped from sample 



 
Rent Extraction/Corruption – difficult to define, measured here by Corruption Perceptions Index, “perceptions of 
the degree of corruption as seen by business people, risk analysts and the general public”, simple average of country’s 
score on various surveys, range 0-10 (higher=more corrupt), not directly comparable but highly correlated, 
observations weighted by inverse of standard deviation among different surveys, use average score from 1995-2000 
among countries in 1990s cross-section – also use Kaufmann et al.’s “graft” cluster, capturing society’s success in 
developing environment where fair and predictable rules form basis of economic and social interactions (driven by 
perceptions of corruption), rescaled to 0-10 range, available for more countries – also use Kaufmann’s “government 
effectiveness” cluster, combines perceptions of quality of public service provision, quality of bureaucracy, 
competence of civil servants and their independence from political pressures, recoded to 0-10 range with higher 
scores indicating lower effectiveness – no panel data 

• Economic and political developments likely to correlate with rent extraction, measured using democracy 
index, income per capita, OECD membership, also include trade openness and federalism of government – 
literature establishes importance of population variables, use log population size, measure of 
ethnic/linguistic fractionalization, level of education (primary and secondary school enrollment as 
percentage of appropriate age group in population), proportions of population with Catholic or Protestant 
affiliation, dummy variable representing Confucian dominance in country 

• Table 3.5., these variables explain 80-85% of variance in corruption measures, much collinearity among 
predictors in 1990s sample – higher-income countries have less corruption and more effective governments, 
OECD membership has negative impact on rent extraction, as does trade openness – lower proportion of 
Catholics and higher proportion of Protestants tend toward less corruption, federalism not related to rent 
extraction 

• Additional analyses add geography and history with graft as DV, results unaffected except that Protestant 
rather than Catholic affiliation has significant effect – inclusion of continental indicators reduces 
significance of OECD indicators, former British colonies are less corrupt 

• Additional analyses explore history of national legal systems, use legal origin indicator variables (Anglo-
Saxon common law, French civil law, German civil law, Scandinavian law, and socialist law) – substitute 
legal origin variables for colonial origin variables to avoid collinearity – AS and Scand origins have 
strongest negative effects on corruption, AS legal origin captures similar effects as British colonial origin, 
Scand legal origin captures similar effects as proportion of Protestants 

 
Productivity and Policy – lasting impact of country’s economic policy on economic development, relates to question 
of how countries apply available knowledge to production, viz., incentives of firms and individuals to adopt efficient 
technologies 

• Productivity and growth-promoting policy – measured by labor productivity or output per worker with 
output of mining sector removed from total value, measure available for 75 countries in 1990s cross-section 
– also measured as total factor productivity computed as residual after imputing fractions of labor 
productivity attributable to physical and human capital (i.e., average efficiency with which labor is used), 
available for 74 countries – both variables measured as logs of levels with reference to 1988 

• Theory and literature predict that 2 variables largely explain variation in productivity – number of years 
country has been open to international trade between 1950-1994, and perceptions of degree to which 
economic and institutional environments encourage production of output rather than diversion, measured 
over 1986-1995 – latter consists of average of 5 indicators (law and order, bureaucratic quality, corruption, 
risk of expropriation, and government repudiation) – each variable is ratio ranging from 0-1 (higher=better 
policies) 

• Analysis involves instrumental variable strategy (Ch.5) that isolates exogenous variation in these variables, 
allowing precise estimate of their effect on productivity – instruments include direct measures of cultural 
influence (English-speaking fraction of population and population fraction speaking one of five primary 
European languages), distance from equator (rescaled as ratio between 0-1), and log predicted trade share 
(based on gravity model of international trade, population and geographical features) 

• Table 3.6., instruments explain over 50% of variation in output per worker and anti-diversion policies, but 
less of total factor productivity and none of years of trade openness – both productivity and policies improve 
with distance from equator, reflects correlation between latitude and settlers’ mortality – higher fraction of 
English speakers associated with better policies, while higher fraction of European-language speakers 
associated with better productivity but not policies 



• Additional analyses feature 2-stage regression, where productivity regressed on policy indicators subject to 
restrictions imposed by instruments – anti-diversion policies have strong effect on output per worker - weak 
association between trade policy and total factor productivity (poor fit of TFP regression, possible error in 
variable) 

• Variables used in fiscal policy and rent extraction regressions might also have effect on productivity, Table 
3.7., additional analysis adds federalism, colonial origin dummies, and geographic location dummies – 
distance from equator retains explanatory power (collinear with continental location?), lower productivity 
and worse policies in Latin America and Africa, importance of geography underscored by significance of 
gravity variable – history and culture not as important, except that fraction speaking European languages 
associated with greater productivity and better institutions – federal countries also have greater productivity 
and better institutions 

• Two-stage estimates use four instruments, federalism, dummies for Africa and Asia, British and 
Spanish/Portuguese colonial origin – both institutional and policy variables are significant predictors of 
greater productivity, anti-diversion policies have very strong effect on output per worker – better protection 
of property rights, less corruption, and more open access to international trade also have higher 
productivity of labor – determinants of these variables remain mysterious (Ch.7), other country 
characteristics likely shape productivity over and above the effects of these 2 policy variables 



Ch. 4: Measurement of Independent Variables (Ricardo Gamboa) 
- Chapter 2: outlines theoretical views about how economic policy outcomes are influenced by 
electoral rules and forms of governments. Chapter 3 describes measures of performance used and 
the economic policies they seek to explain on the basis of alternative constitutional features.  
 
- Chapter 4: Authors outline the second piece of the puzzle: “How to measure and classify 
observed constitutions in a way consistent with the theoretical construct”.  
 
- Theoretical predictions:  
A. With respect to Electoral Rules (p.21-22): 
 - Large districts and PR both pull in the direction of broad programs, whereas small 
districts and plurality pull in the direction of programs narrowly targeted at small constituencies. 
 - Majoritarian systems present higher barriers to entry than proportional systems, which 
should permit more rent extraction. At the same time, they also have more direct accountability 
because voters choose among individuals (under plurality rule) rather than among parties, which 
should restrict rent extraction (ambiguous effect: depends on which feature is more important). 
 - Elected officials might have stronger incentives to please their voters in the imminence 
of elections under majoritarian than under proportional electoral rule: electoral cycles in 
spending or taxes are more pronounced in majoritarian (plurality and individual-centered 
systems). 
 
B. With respect to Forms of Government. 
 
 - Presidential regimes should be associated with less rent extraction and lower taxation 
than parliamentary regimes. 
 - Presidential regimes should be associated also with more targeted programs at the 
expense of broad spending programs. 
 - Parliamentary regimes should have larger governments than presidential. 
 
 
 
 
 
CHAPTER 4. 
 
- The focus is on constitutions at national state level and limited to democracies. 
 
 - Countries included: Interest is to maximize the number of observations, then they pose 
minimal requirement for classifying a country as democracy. (Data are obtained from two 
sources: Freedom House and Polity IV. FH for 1990s cross section, and on Polity IV to select the 
1960-98 panel). 
 
- Democracies included in the 1990s cross section are those who score below than 5 in GASTIL 
index. They are 85. For the 1960-1998 panel Polity IV is used (It bases on two indexes (DEMOC 
and AUTOC). 60 countries are included in the panel. 
 



- Dating Democracies: countries differ in how long they have been a democracy and this can be 
of importance. They date the birth of democracy as the first year of a string with uninterrupted 
positive yearly POLITY values until 1990. 
  
Electoral Rules. Theoretical discussion involved three aspects of electoral rules: a) district 
magnitude; b) electoral formula, and c) ballot structure. They are analytically different but are 
correlated in the real world.  
 
Basic measures of electoral rules. Basic measure is a classification of the electoral formula into: 
majoritarian, mixed or proportional rules. Years when a country elected its lower house through 
plurality rule is coded MAJ=1 (others are 0). Mixed: value is 1 when country used a mix between 
PR and Plurality.  
 - Among the 85 countries, 52 have proportional, 33 majoritarian and 9 mixed.  
   
Dating the electoral rules. They date the origin of a country’s rules using analog procedure as 
with variable MAJ (last change of value of MAJ gives the value). The date is represented by 
variable YEARELE.  
 - Finding: Considering four broad periods (before 1920, 1921-50, 1951-80 and 1980 on), 
it appears that the frequency of majoritarian rule is systematically related to the age of electoral 
rule. 
Continuous measures of Electoral Rules.  
Because MAJ can be too blunt when predictions are more subtle, they construct three measures, 
one measures district magnitude and the other ballot structure. 
 
 - MAGN. It gauges the average size of voting districts in terms of the number of seats of 
districts. MAGN= Districts/Seats. It ranges 0 to 1, taking 1 in systems like UK and 0 in Israel. 
  - PIND and PINDO are used to investigate rent extraction: focus on voting for 
individuals to capture the notion of individual rather than collective accountability.  
 - PIND captures free rider effect on the incentives of individual candidates associated with 
belonging to a party list (PIND= 1- LIST/SEATS). List is number of lower house legislators 
elected through party lists (open or closed). It measures the proportion of legislators elected by 
plurality via a vote on individuals (takes value 1 in UK, almost 0.5 in Germany and 0 in Poland).  
 - PINDO: is designed to reflect the effect of closed lists only. Defined as: proportion of 
legislators in the lower house elected individually or on open lists.  
 PINDO (1 – (lists/seats) * clists). CLIST is a dummy taking value 1 if list is closed). 
 
FORMS of Government. Theories highlight two features of legislative rules: separation of powers 
and presence of requirement that makes executive accountable to legislature (thereby producing 
greater incentives for legislative cohesion). Prototypes: Presidential and Parliamentary. Most 
systems correspond to prototypes, but a few not (semi-presidential). Also, there are differences 
among systems in same prototype.  
 
Basic measure of Forms of Governments.   
 
-  They limit to a classification of constitutions into presidential and parliamentary regimes. 
Variable PRES (1) means presidential regime (starting point is existence of a requirement of 



confidence: if absent, then PRES =1; if present, then is parliamentary PRES=0). In most cases 
classification is straightforward. Exceptions: CH, semi-presidential. Of the 85 countries of cross 
section 33 are PRES 1 and 52 Parliamentary.  
 
- Dating Forms of Government: Consistent with constitutional inertia, there is no change in the 
classification over time.  
 - As in case of electoral rules, distribution across presidential and parliamentary regimes is 
explored (if it depends on age of constitutional provision). Variable YEARREG. Finding: From 
the 13 regimes who established their regimes before 1920 two of them are presidential; 2 out of 9 
stable regimes that date from 1921-50 are presidential; 1951-1980 produced 7 stable presidential 
regimes out of a total of 23; more than 50% of  democratic regimes born since 1981 are 
presidential). Explanation can be due to many factors (i.e. lower influence of European 
countries). But: pure time effect remains even as we hold constant country characteristics (like 
continental location). 
  
- Comparing YEARELE and YEARREG: all but six countries have electoral rule and form of 
government dating back to same period: This is another confirmation that fundamental 
constitutional features are stable.   
 
The political Atlas.  
 Following combinations are founded: 
- MAJ 1, and PRES 1: 11; 
- MAJ 0 and PRES 1: 22;  
- MAJ 1 and PRES 0: 23; and  
- MAJ 0 and PRES 0: 30.  
  
 - Central point: different types of constitutions do not appear to have been randomly 
selected, geographically and historically speaking. Ex.: most Anglo-Saxon countries and former 
UK colonies are majoritarian, whereas most of Europe and SA are proportional. PRES regimes 
are also confined to non OECD, and in America (and also former Spanish colonies). Table 4.3 
confirms this impression.  
- This raises the fundamental question: can we treat constitutions as exogenous in the empirical 
analysis of policy performance (105)?.  
- Before addressing the point, how constitutions correlate with policy outcomes and other 
variables that probably affect those outcomes is explored.   
 
Constitutions and outcomes. Provisional look at how policy and performance measures vary 
across constitutions.  
 - First a warning: tests are useful to describe data, but not to drew definitive conclusions 
about causal relationships.  
 - Main provisional results:  
a) MAJ= 1 are associated with smaller size of government, larger surpluses, and smaller welfare 
systems than the other.  
 
b) Differences between majoritarian and proportional countries are large and statistically 
significant. Mixed electoral systems  fall between two extremes  



 
c) Rent extraction and indicator of antidiversion policies do not vary with electoral rule. But 
labor and factor productivity are correlated with electoral rules: both are lower in majoritarian 
countries.  
 
d) Parliamentary systems have larger governments, the same is true for welfare systems, and are 
less corrupt than presidential regimes, and have more policies conducive to growth.  
e) With respect to time variation of fiscal policy measures (table 4.6.). Government spending 
increased in all countries in the 70s and first half 80s. Growth of governments is specially rapid in 
parliamentary countries, but also in proportional (the most rapid are in proportional-
parliamentary subgroup). Also, parliamentary grew about twice as much as presidential 
governments in the entire sample period. Similar patterns are observed in social security and 
welfare spending (107). 
 
Last Point:  We cannot use these relationships to infer definitive conclusions (the grouping of 
countries is not random). Constitutions are correlated to other variables, and so random selection 
of constitutional variables can not be assumed. Inference requires additional assumptions and 
more sophisticated techniques than simple tabulation. 



Ch. 5: Estimation Methods (Kenichi Ariga) 

 



 



 





Chs. 6-7: Cross-National Empirical Results (Craig Brown) 

 

 



 

 



 



 



 

 



 

 



 



 



 



 



 



 



 





Ch. 8: Fiscal Policy: Variation across time (Xiaobo Lu) 
 
Why: 
The studies in previous chapter dealt with static environments and do not entail predictions on the interaction 
between institutions and other events. This chapter would like to aim at better understanding what mechanisms 
might underlie the constitutional difference in fiscal policies.  
 
Basic Approach: Less attention to the endogeneity of the constitution, as deep constitutional reform is rare. More 
attention on indirect effects, namely the interaction of constitutions and other time-variant variables. Built on models 
introduced in previous chapters. 
 
Yit =  SiYit

1+  (1-Si)Yit
0 , given Si = (0,1) 

Yit
s = αi

s + λs Yit-1 + βsXit + εit
s  

Yit = αi + λ0 Yit-1 + Si(λ1- λ0) Yit-1 + β0Xit + Si(β1- β0) Xit-1+ εit 
 
Methodology: 
Constitution is measured by time-invariant dummy variables, distinguish between majoritarian/proportoinal 
electoral rule, or presidential/parliamentary type of government. Assuming the persistency of policy outcomes. Keys 
are (λ1- λ0) and (β1- β0). If it is zero, then time varying variable is not systematically related to the constitution.  
 
Unobserved common events: 
The response of fiscal policy to common un-explained events and compares policy persistence in different 
constitutional groups.  
Proxy common events by a set of year-specific indicator variables, and focus on interaction, as the main interest is 
the constitution and its interaction with other variables.  
Conclusion: uncommon events have larger effects on proportional / parliamentary democracies.  presidential 
regimes were less affected, so does majortitarian democracy.  
On the other hand, persistence is less in presidential in terms of spending/budget deficit. Finally, budge crisis is less 
persistent in presidential. (pork barrel and share costs?) 
 
Cyclical behavior of fiscal policy 
output gap (defined in ch. 3) in this case.  
Conclusion: The cyclical response of fiscal policy is indeed affected by the constitution. Proportional – 
parliamentary countries display strong ratchet effects in total and welfare spending; spending in percenrage of GSP 
increase in cyclical troughs, but does not fall in booms. Presidential democracy pursue fiscal policies where budget 
deficits strongly expands in economic upturns, it is less related to business cycle 
 
Electoral Cycle 
The behavior of fiscal policy in the proximity of elections. 
Conclusion: Strong constitutional effects on the presence and nature of electoral cycle in fiscal policy. All counties 
cut taxes before election, and only presidential regimes postpone un-popular fiscal-policy adjustment until after the 
elections. Only marjoritarian countries cut spending during election years. Only proportional democracy raises 
welfare. (Should also discuss in the context of re-distribution). Presidential/majoritarian system have smaller 
government. 
 
Overall,  
proportional vs. majoritarian  

1. More persistence 
2. More spending before election 

 
Presidential vs. Parliamentary 

1. Procyclical / Procastination  
2. cutting more spending before the election 
 



The authors conclude that the finding in this chapter is preliminary. The dynamics interaction between fiscal policy 
and business cycle could be more carefully studied. Propose other area of studies.  
  
Mostly, the findings in this chapter are consistent with authors’ theory and findings in previous chapters. However, 
the key of introducing time variance is to seek if the causality between different systems and fiscal policy is consistent 
over time. Only in this first aspect, the unobserved common events does the authors emphasize the persistency issue, 
whereas the rest aspects are not well elaborated.  
 
 
Puzzle-1: what is the effect of change in constitutions on fiscal policy?  
 
Puzzle-2: Does same institutions/constitutions have same effects on fiscal policies over time? In other words, are 
counties at the same degree of presidential/ parliamentary/ proportional/majoritarian systems? 



 


