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Abstract

This paper analyses which factors influence the likelihood that a fiscal policy adjustment occurs for a panel of 20 OECD countries for the period 1970-2003 using Conditional Fixed Effects Logistic regressions. Two different definitions of fiscal adjustments are used to capture the differences between rapid and gradual adjustments. It is found that these types of fiscal adjustment are differently affected by political variables. Whereas the chance for a rapid adjustment to occur is only influenced by upcoming elections, government ideology and the number of political parties in a coalition influence the likelihood that a gradual adjustment takes place. 
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1. Introduction

After the oil shocks of the 1970s many OECD countries had large and persistent deficits, which in turn resulted in an unprecedented peacetime rise in the public debt-to-GDP ratio. Consequently, many countries started fiscal adjustment programs. There is strong evidence that the success of efforts to consolidate the government budget depends on the kind of budgetary adjustments undertaken. Fiscal adjustments marked by an emphasis on expenditure cuts rather than increased revenues, and that tackle expenditures that are politically sensitive such as transfers, subsidies, and wage expenditures, are more likely to be successful than fiscal adjustments which rely primarily on tax increases and cuts in public investment (see, for instance, Alesina and Perotti, 1995, Alesina and Ardegna, 1998, Alesina et al. 1998, von Hagen et al., 2001).
 This literature starts from the presumption that a fiscal adjustment occurs and then examines which factors affect the likelihood that an adjustment will be successful. Success is generally defined here in terms of the lasting effect the policy efforts have on reducing the government debt-to-GDP ratio and/or the budget deficit-to-GDP ratio. 


This paper examines the factors that determine the likelihood that a fiscal adjustment takes place, no matter whether or not it is successful. This issue has hardly received attention in the literature. It is, however, also relevant to know which factors affect the likelihood that a fiscal adjustment will take place. We use two different definitions of fiscal adjustments in order to capture the differences between rapid and gradual adjustments. The papers that come closest to ours are von Hagen et al. (2001) and Mulos-Granados (2003). Von Hagen et al. use a probit model to determine whether various economic variables influence the fiscal adjustment decision in a sample of 20 OECD countries for the period 1960-1998. In contrast to the present paper, von Hagen et al. do not take political variables into account. Mulos-Granados examines the fiscal policy strategies of EU countries during 1970-2000, focusing on political and economic determinants that explain why countries follow different strategies of adjustment. He finds that besides economic conditions, fragmentation of decision-making, ideology of the party in government, and closeness to elections affect fiscal policy adjustment strategies. A shortcoming of both studies is their neglect of the panel nature of the data. That is, both studies do not take into account that one country may be more inclined to adjust its fiscal policy program than another country.

Using data for 20 OECD countries over the period 1970-2003 and Conditional Fixed Effects Logistic regressions in which we use the method suggested by Beck et al. (1998) to deal with temporal dependence, we test to what extent various political variables affect the timing of a fiscal adjustment. Our main findings are that the two types of fiscal adjustment that we distinguish are differently affected by political variables. Whereas rapid adjustments are only influenced by upcoming elections, the likelihood that a gradual adjustment takes place is influenced by the ideology of the government and the number of political parties in a coalition.

The remainder of the paper is organized as follows. Section 2 reviews the literature on the timing of economic policy reform and other related studies in order to theoretically motivate the selection of our political variables. Section 3 outlines the empirical model and the data, while section 4 motivates our use of Conditional Fixed Effects Logistic regressions. Section 5 contains the main results and the final section offers some concluding comments.

2. Related literature

There are many theoretical studies on the determinants of the timing of economic policy reform or stabilization. Although not explicitly dealing with fiscal policy, the insights of this line of research may be helpful in designing our empirical model. The main building blocks of theories on the timing of reforms are the distributional conflicts that are often aroused by reform (Lora, 2000). The seminal work on this issue is Alesina and Drazen (1991), who hypothesize that the more unequal the distribution of the costs of reform and the more polarized the society is, the longer it takes for the reform to be adopted. The political conflict among heterogeneous groups over how the burden of the stabilization will be allocated leads to rational delays. The reform will take place only when one of the groups concedes as it realizes that the cost of waiting exceeds that of the reform. Alesina and Drazen’s model suggests that, other things being equal, reforms are adopted later in countries with more political fragmentation. In the empirical part of their paper, which does not specifically focus on fiscal adjustments, Alesina and Drazen indeed find that homogenous governments will sooner reform. It seems likely that the political fragmentation of government may also matter for fiscal adjustments; governments that are not very homogeneous may find it difficult to agree on a fiscal adjustment. To test for this hypothesis, we include indicators of the political fragmentation of the government in our empirical model. 

Lorna (2000) points out that the literature on the timing of policy reform offers little explanation of the apparent importance of one factor that seems to be the simplest reasons for reform: a change of government. Based on case studies, Haggard and Webb (1994, p. 8) have pointed out that newly elected governments, which “typically enjoy a period in which the costs of adjustment can be traded against political gains”, can better exploit the window of opportunity that opens during periods of crisis. Similarly, it can be argued that governments that have a strong political position will be in a better position to implement a fiscal adjustment. We therefore include in our model variables reflecting the presence of a new government and the support of government in parliament. 

Likewise, the literature on the determinants and characteristics of successful fiscal adjustments suggests a number of potential determinants of the probability that a fiscal adjustment will occur. For instance, Mulas-Granados (2003, p. 15) finds that in the nineties “the ideology of the party in government has become the most powerful predictor of fiscal policies and strategies of adjustment.” Similarly, for a panel of large fiscal adjustments in OECD countries during the last 40 years, Tavares (2004) finds evidence that left-wing and right-wing cabinets are partisan: the left tends to reduce the deficit by raising tax revenues while the right relies mostly on spending cuts. To take account of possible partisan effects, we therefore include indicators of the ideological position of the government in our empirical model. Mulas-Granados (2003) also finds that government size (measured as the number of parties participating in a coalition and the number of cabinet members) affects adjustment strategies. Perotti and Kontopoulos (2002) were among the first to argue that the so-called size fractionalisation of government – measured by the number of political parties or the number of spending ministers in government – affects fiscal policy outcomes. They find, for instance, that fragmented governments have higher budget deficits. This result has been confirmed by others (see, for instance, Volkerink and De Haan, 2001). Since size fragmentation may also affect the likelihood of a fiscal adjustment, we include the number of political parties and the number of spending ministers in our model. 


The Political Budget Cycle (PBC) literature may also offer some guidance. A political budget cycle is a periodic fluctuation in fiscal policies, which is induced by the cyclicality of elections. Some recent studies present evidence for the existence of a PBC in a large cross-section of both developed and developing countries.
 The PBC literature suggests that fiscal adjustments are unlikely when an election is upcoming. Indeed, Illera and Mulas-Granados (2001) find that upcoming elections make a fiscal  adjustment short-lived. However, there is also some evidence (see, for instance, Brender 2003) suggesting that a strong deterioration of the financial position of the government harms the chances of re-election faced by the incumbent.
 If the incumbent is rewarded for reducing the government’s budget deficit to a sustainable level, an upcoming election may stimulate the government to decide on a fiscal adjustment. Indeed, Alesina et al. (1998) have found no evidence that fiscal adjustments indicate high political cost in their examination of poll data and cabinet turnover after fiscal adjustments. To test for possible election effects, we include a dummy for upcoming elections in our empirical model.


Finally, Rodrik (1994) argues that the political cost of a policy reform is associated with the amount of income redistributed among different groups, while the benefit comes from the efficiency gains it produces. A specific reform that is unpalatable by itself may be politically acceptable if packaged with other reforms that have lower cost-benefit ratios. Rodrik (1994, p. 80) poses that macroeconomic stabilization is such a reform: “Unlike trade liberalization, it holds the promise of generating benefits that will be shared by all....Moreover, the deeper the crisis, the larger the overall net benefits from recovery”. In line with this view, a fiscal adjustment may be more likely if bundled with structural reforms. In our analysis we therefore include an indicator of broad policy reform. 

3. The model and data 

In order to identify years in which a fiscal adjustment occurs we have constructed dummy variables, which take the value 1 if there is a fiscal adjustment and 0 otherwise. As there is no generally agreed upon definition of fiscal adjustments, we use two definitions in our analysis to capture the difference between rapid and gradual adjustments. The first definition used is based on von Hagen et al. (2001) who propose that an improvement of the budget balance by 1.25% points in two consecutive years or an improvement of 1.5% points of the budget balance proceeded or preceded by a positive change in the budgetary position can be considered as a period of fiscal adjustment. The second definition is due to Heylen and Everaert (2000) who propose that any period starting with an improvement of the budget balance by at least 0.25% points in the first year, a minimum duration of 2 years and a total improvement of the budget balance by at least 2% points can be considered as a period of fiscal adjustment. The definition by von Hagen et al. captures rapid adjustments whereas the Heylen-Everaert definition captures gradual adjustments.
 In applying both definitions, we use the cyclically adjusted budget balance.
 Appendix 1 contains an overview of  the periods in which a fiscal adjustment took place. 

We consider a binary choice model in which the dependent variable is the occurrence of a fiscal adjustment. The economic variables included are the lagged cyclically adjusted budget deficit, the debt-to-GDP ratio, GDP growth, inflation, and unemployment. The first variables reflect the need to adjust; if there is no adverse fiscal position there is no reason to adjust. So the probability of an adjustment is expected to be higher in case of a high debt ratio and/or a high budget deficit. The other economic variables are included to take economic circumstances into account; it seems more likely that an adjustment will take place under favourable economic conditions, like low inflation and unemployment, and high GDP growth. 

On the basis of the review of the literature (section 2), we have included the following political-institutional variables to the model: 

· The ideological position of the government on a scale from 1 (left) to 10 (right), defined as 
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, where COLOURj is the political position of party j and NMINj is the number of ministers of party j, while NMIN is the total number of ministers. 
· Two indicators of fractionalisation of government, i.e. the number of political parties in government and the number of spending ministers in government. 

· The degree of political fragmentation of the government defined as: 
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This indicator has been suggested by Volkerink and De Haan (2001) as a proxy for ideological fragmentation. As an alternative, we also employ the maximum ideological distance between the parties forming a government. As both variables are proxies of political fragmentation and are highly correlated, they are not included simultaneously in the model.

· A dummy reflecting whether there is a new government in a particular year.

· The strength of government in parliament, defined as the number of seats of the coalition in parliament divided by the total number of seats, taking into account the number of months of a year that government is in power. The rationale of this variable is that the more seats that the parties forming the government have in parliament, the stronger the government will be (see, also Volkerink and De Haan, 2001).

· A dummy that is one in case of an upcoming election. 

· The first difference of the economic freedom index of the Fraser Institute. As argued by De Haan et al. (2005), an increase in the level of economic coincides with the kind of reform proposed by the IMF and the World Bank (‘the Washington consensus’). So the economic freedom indicator is included as a proxy for broad policy reform.

Appendix 2 provides details on the sources used and offers some summary statistics of the variables used. The following section outlines our estimation method.

4. Conditional Fixed Effect Logistic regressions

A shortcoming of previous studies focusing on the determinants of fiscal adjustment decisions is their neglect of the panel nature of the data. In case of binary choice variables with panel data we observe:


[image: image3.wmf]0

0

0

1

*

*

£

=

>

=

it

it

it

it

y

if

y

y

if

y

 




(1)

where: 
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. This function can be interpreted as the inclination of the government to implement a fiscal adjustment, which is dependent on observed variables (x), unobserved individual (country) characteristics (α) and a random error term (ν). The probability that we observe a fiscal adjustment is:


[image: image5.wmf])

'

(

)

'

(

)

0

(

)

1

(

*

i

it

i

it

it

it

it

x

F

x

P

y

P

y

P

a

b

a

b

n

+

=

-

-

>

=

>

=

=




(2)

In a fixed effects context, the number of parameters increases with the number of countries. This is known as the incidental parameters problem. As shown by Chamberlain (1980), it is impossible to estimate the parameters of this binary choice model consistently. He proposes a method to circumvent this problem, i.e. conditional logit estimation. The idea of this approach is to condition the likelihood function on a minimal sufficient statistic for the fixed effects. Chamberlain argues that 
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is such a minimum sufficient statistic. The conditional likelihood function can now be written as:
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The probability of the observed fiscal adjustment does no longer depend on the fixed effects (by construction) and hence the coefficients of the variables of interest can be estimated consistently. In essence, the conditional fixed effects logit estimator compares all observations within a given country when there is a fiscal adjustment with all the observations when there is no fiscal adjustment.

It is well known that variables in a panel model are likely to be temporally dependent, in which case ordinary logit or probit models may result in overly optimistic inferences (too high t-statistics). Beck et al. (1998) show that panel logit data are identical to grouped duration data and suggest dealing with this problem by adding a series of dummy variables to the model marking the number of years since the previous occurrence of an “event” (in our case a fiscal adjustment). An important drawback of this solution is that a lot of degrees of freedom are lost due to the large number of dummy variables. As a solution, Beck et al. (1998) replace the dummy variables with a smooth function based on cubic splines. We also follow Beck et al. by including the number of adjustments in the past. Again this is necessary since standard logit and probit models assume that the adjustments are independent from one another, which is obviously not true. 

5.  Empirical Results

Tables 1 and 2 show the estimation results. In Table 1 the definition of fiscal adjustment based on Heylen and Everart (2000) is used, while Table 2 shows the results if we use the definition of an adjustment as suggested by von Hagen et al. (2001); the first captures gradual adjustments whereas the latter captures rapid adjustments. 

[Insert Tables 1 and 2 here]

Let us start with the model specification, before discussing the results in some detail. According to the Hausman test, which in this context compares the estimates of the conditional logit regression with the standard logit regression - where the latter is more efficient, but only under the null-hypothesis of no difference between the estimates - the null is always rejected in favour of conditional logit. This suggests that previous studies on successful fiscal adjustments, which usually rely on standard logit or probit models, may have been misspecified. 

In column (1) of Tables 1 and 2, we show the outcomes of the conditional logit regression without taking the suggestions of Beck et al. (1998) concerning time dependence and dependence on previous adjustments into account. In column (2) we add a variable reflecting prior adjustments and in column (3) we also add the number of adjustment years as well as the spline variables to take serial correlation into account. Simple t-tests for dependence on past adjustments and F-tests for the group of splines show that these variables are highly significant. Therefore, this is our preferred specification. In columns (4) and (5) we drop the variable reflecting the effective number of parties in government and add variables reflecting the ideological distance in government and political fragmentation of government, respectively. As explained in section 3, the latter are  proxies for the political homogeneity of the government. These variables are highly correlated with the number of parties in government and therefore not simultaneously included with this proxy for government size fragmentation. 

As to the results: not surprisingly, we find that a weak fiscal situation increases the likelihood of a fiscal adjustment, be it a rapid or a gradual one. Prior adjustments and the number of years with an adjustment reduce the likelihood of an adjustment. Somewhat surprisingly, we find that the economic situation is not a strong determining factor of fiscal adjustment; only the coefficient of inflation is often significantly different from zero.

The two most important conclusions that follow from our results are that (1) most political variables do not affect the likelihood that a fiscal adjustment will occur; (2) the two types of fiscal adjustment are affected differently by the political variables that we take up in the analysis. Whereas the chance for a rapid adjustment to occur is (negatively) influenced by upcoming elections only, the likelihood that a gradual adjustment takes place is influenced by government ideology and the number of political parties in a coalition. The coefficient of the government ideology variable is positive, which implies that it is more likely that a gradual fiscal adjustment will take place under a right wing than under a left-wing government. Also the number of political parties in government, which is a proxy for government size fragmentation, has a significant (negative) impact. Neither government ideology nor size fragmentation affect the likelihood that a rapid adjustment will take place. Likewise, the coefficient of the first difference of the economic freedom indicator of the Fraser Institute, which proxies for broad policy reform, is not  significantly different from zero in case of rapid adjustments, while it is generally significant in case of gradual fiscal adjustments. 

6. Conclusions

This paper examines an issue has hardly received attention in the literature so far, i.e. which factors determine the likelihood that a fiscal adjustment takes place, no matter whether or not it is successful. So far, the literature on fiscal adjustments primarily focuses on the determinants of successful fiscal adjustments, where success is generally defined in terms of lasting effect the policy efforts have on reducing the government debt-to-GDP ratio and/or the budget deficit-to-GDP ratio. It is, however, also relevant to know which factors affect the likelihood that a fiscal adjustment will take place. 

In contrast to previous studies on the determinants of successful fiscal adjustments, we use conditional logit models taking the suggestions of Beck et al. (1998) to deal with time dependence and dependence on previous adjustments into account. Various tests clearly show that this modelling approach is superior to traditional logit or probit models. 

Two different definitions of fiscal adjustments are used in order to capture the differences between rapid and gradual adjustments. It is found that these types of fiscal adjustment are differently affected by political variables. Whereas the chance for a rapid adjustment to occur is only influenced by upcoming elections, the likelihood that a gradual adjustment takes place is influenced by government ideology and the number of political parties in a coalition. Likewise, the coefficient of the variable reflecting broad policy reform is not  significantly different from zero in case of rapid adjustments, while it is generally significant in case of gradual fiscal adjustments.
Appendix  1. Periods of Fiscal Adjustments

	Country
	Rapid Adjustments
	Gradual Adjustments

	 
	
	

	Australia 
	86-88
	79-80, 86-89, 94-99

	Austria
	84-85, 96-97, 00-01
	96-97

	Belgium
	84-86, 93-94
	84-87, 93-96

	Canada
	80-81, 86-87, 94-97
	79-81, 86-90, 93-97

	Denmark
	83-86, 98-99
	83-86, 96-99

	Finland
	88-89, 93-94, 99-00
	88-89, 93-94, 98-00

	France
	95-97
	94-97

	Germany
	81-83
	80-85, 93-94

	Greece
	82-83, 86-87, 90-94
	82-83, 86-87, 90-94

	Ireland
	81-84, 86-89
	82-84, 86-89, 91-94

	Italy
	76-77, 82-83, 90-93, 96-97, 
	76-77, 82-83, 89-93, 95-97

	Japan
	-
	79-87

	Netherlands
	81-83
	81-83

	New Zealand
	
	89-92

	Norway
	-
	93-95, 99-00

	Portugal
	81-84, 02-03
	81-84, 02-03

	Spain
	85-86, 95-97
	86-87, 94-97

	Sweden
	83-84, 86-87, 95-97
	86-87, 94-98

	United Kingdom
	74-75, 79-81, 95-99
	74-75, 79-82, 94-99

	United States
	-
	72-73, 76-79, 87-89, 93-98


Appendix 2. Explanatory variables: sources and summary statistics

	
	Obs
	Minimum
	Maximum
	Mean
	Std. Deviation
	Source

	debt
	569
	8,04
	154,61
	60,76
	28,64
	sourceoecd.org

	Economic Freedom
	680
	3,74
	8,53
	6,71
	0,84
	Gwartney and Lawson (2005)

	Effective # of parties in government
	661
	0,00
	5,50
	1,68
	0,94
	Update of Volkerink and de Haan (2001)

	Elections
	680
	0,00
	1,00
	0,29
	0,45
	Brender and Drazen (2003) + Political Data Yearbook (2002, 2003)

	Excess seats in parliament
	661
	-0,39
	0,39
	0,04
	0,10
	Update of Volkerink and de Haan (2001)

	Fragmentation of government
	661
	0,00
	7,13
	0,47
	0,88
	Update of Volkerink and de Haan (2001)

	Government ideology
	661
	0,12
	8,53
	5,69
	1,64
	Update of Volkerink and de Haan (2001)

	Ideological Distance in Government
	661
	0,00
	5,25
	1,04
	1,30
	Update of Volkerink and de Haan (2001)

	Inflation
	680
	-0,92
	28,78
	6,40
	5,54
	WDI (2005) Worldbank

	New Government
	680
	0,00
	1,00
	0,40
	0,49
	Own calculations

	Number of Spending Ministers
	662
	7,00
	33,00
	16,35
	3,85
	Update of Volkerink and de Haan (2001)

	Real GDP Growth
	678
	-6,44
	11,28
	2,87
	2,38
	WDI (2005) Worldbank

	Structural deficit
	582
	-9,16
	7,12
	0,08
	2,98
	sourceoecd.org

	Unemployment
	680
	0,08
	18,44
	6,25
	3,59
	WDI (2005) Worldbank
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Table 1. Determinants of gradual fiscal adjustments

	
	(1)
	(2)
	(3)
	(4)
	(5)

	
	
	
	
	
	

	Structural Deficit (lagged)
	-0.29
	-0.15
	-0.49
	-0.49
	-0.50

	
	-5.52
	-2.54
	-5.43
	-5.41
	-5.48

	Debt 
	0.04
	0.07
	0.07
	0.07
	0.07

	
	4.75
	6.35
	5.04
	4.84
	4.79

	Real GDP growth
	-0.01
	-0.05
	-0.01
	0.01
	0.03

	
	-0.10
	-0.73
	-0.15
	0.10
	0.33

	Inflation
	0.00
	-0.09
	-0.19
	-0.20
	-0.19

	
	0.05
	-2.10
	-3.34
	-3.36
	-3.28

	Unemployment 
	0.00
	0.03
	0.02
	0.01
	0.01

	
	-0.06
	0.38
	0.26
	0.08
	0.10

	Government Ideology
	0.31
	0.37
	0.26
	0.20
	0.20

	
	3.80
	4.10
	2.21
	1.84
	1.83

	Effective number of parties in Government
	-0.56
	-0.65
	-0.77
	
	

	
	-2.08
	-2.12
	-2.01
	
	

	Ideological Distance in Government
	
	
	
	-0.29
	

	
	
	
	
	-1.08
	

	Fragmentation of Government
	
	
	
	
	-0.59

	
	
	
	
	
	-1.57

	Number of spending ministers in Government
	-0.01
	0.05
	0.03
	0.02
	0.03

	
	-0.16
	0.79
	0.40
	0.25
	0.34

	Excess Seats in Parliament
	0.02
	0.02
	0.00
	0.00
	0.00

	
	1.28
	1.01
	0.18
	-0.12
	-0.20

	New Government
	0.07
	0.03
	0.04
	0.03
	0.03

	
	0.30
	0.12
	0.14
	0.11
	0.10

	Upcoming Election
	-0.16
	-0.33
	-0.51
	-0.49
	-0.43

	
	-0.63
	-1.18
	-1.49
	-1.43
	-1.27

	Economic Freedom (first difference)
	0.03
	0.03
	0.06
	0.06
	0.06

	
	2.01
	1.48
	2.29
	2.32
	2.28

	Prior adjustments
	
	-1.74
	-1.47
	-1.42
	-1.38

	
	
	-6.41
	-4.54
	-4.40
	-4.27

	Number of Adjustment years
	
	
	-2.02
	-2.00
	-2.06

	
	
	
	-6.69
	-6.68
	-6.69

	Spline (1)
	
	
	0.00
	0.00
	0.00

	
	
	
	-3.03
	-2.97
	-3.13

	Spline (2)
	
	
	-0.17
	-0.16
	-0.17

	
	
	
	-4.76
	-4.74
	-4.84

	Spline (3)
	
	
	0.08
	0.08
	0.09

	
	
	
	4.36
	4.35
	4.47

	
	
	
	
	
	

	Observations
	483
	483
	483
	483
	483

	Mc-Fadden R-squared
	0.17
	0.28
	0.51
	0.51
	0.51

	Adj. Mc-Fadden R-squared
	0.12
	0.23
	0.44
	0.44
	0.44

	
	
	
	
	
	

	Hausman test
	18.86
	46.30
	59.78
	137.01
	70.57

	prob>Chi^2
	0.09
	0.00
	0.00
	0.00
	0.00


Table 2. Determinants of rapid fiscal adjustments
	
	(1)
	(2)
	(3)
	(4)
	(5)

	
	
	
	
	
	

	Structural Deficit (lagged)
	-0.39
	-0.25
	-0.49
	-0.48
	-0.48

	
	-5.60
	-3.29
	-4.54
	-4.62
	-4.61

	Debt 
	0.07
	0.11
	0.13
	0.12
	0.12

	
	5.40
	6.49
	5.66
	5.46
	5.48

	Real GDP growth
	-0.11
	-0.17
	-0.16
	-0.17
	-0.16

	
	-1.43
	-2.09
	-1.68
	-1.71
	-1.62

	Inflation
	0.04
	-0.09
	-0.12
	-0.14
	-0.14

	
	0.73
	-1.62
	-1.78
	-2.04
	-1.99

	Unemployment 
	-0.07
	-0.02
	-0.09
	-0.11
	-0.11

	
	-0.76
	-0.26
	-0.81
	-0.91
	-0.94

	Government Ideology
	0.07
	0.19
	0.20
	0.06
	0.06

	
	0.55
	1.38
	1.12
	0.34
	0.37

	Effective number of parties in Government
	-0.47
	-0.51
	-1.02
	
	

	
	-1.49
	-1.37
	-1.91
	
	

	Ideological Distance in Government
	
	
	
	0.01
	

	
	
	
	
	0.05
	

	Fragmentation of Government
	
	
	
	
	-0.09

	
	
	
	
	
	-0.26

	Number of spending ministers in Government
	0.08
	0.12
	0.22
	0.16
	0.17

	
	1.13
	1.48
	1.94
	1.44
	1.54

	Excess Seats in Parliament
	-0.03
	-0.01
	0.00
	-0.02
	-0.02

	
	-1.11
	-0.48
	-0.06
	-0.73
	-0.70

	New Government
	-0.18
	-0.30
	-0.51
	-0.50
	-0.50

	
	-0.59
	-0.90
	-1.26
	-1.26
	-1.25

	Upcoming Election
	-0.26
	-0.48
	-0.90
	-0.87
	-0.86

	
	-0.81
	-1.35
	-2.07
	-2.02
	-1.98

	Economic Freedom (first difference)
	0,00
	0,01
	0,02
	0,03
	0,03

	
	-0,09
	0,26
	0,76
	0,90
	0,84

	Prior adjustments
	
	-2,39
	-2,42
	-2,48
	-2,44

	
	
	-5,72
	-5,10
	-5,11
	-5,08

	Number of adjustment years
	
	
	-1,86
	-1,76
	-1,79

	
	
	
	-4,78
	-4,70
	-4,68

	Spline (1)
	
	
	0,00
	0,00
	0,00

	
	
	
	-0,45
	-0,39
	-0,39

	Spline (2)
	
	
	-0,12
	-0,11
	-0,11

	
	
	
	-2.82
	-2.69
	-2.72

	Spline (3)
	
	
	0.05
	0.05
	0.05

	
	
	
	2.31
	2.19
	2.23

	
	
	
	
	
	

	Observations
	409
	409
	409
	409
	409

	Mc-Fadden R-squared
	0.24
	0.37
	0.58
	0.56
	0.57

	Adj. Mc-Fadden R-squared
	0.18
	0.30
	0.48
	0.47
	0.47

	
	
	
	
	
	

	Hausman test
	40.46
	49.62
	48.26
	52.29
	47.46

	prob>Chi^2
	0.00
	0.00
	0.00
	0.00
	0.00


� However, Heylen and Everaert (2000) reject the hypothesis that to succeed, consolidation should rely on cutting the government wage bill.


� For instance, Shi and Svensson (2002) show that significant pre-electoral increases in the government budget deficit exist for their panel of 91 developing and developed countries over the period 1975-95. Moreover, Persson and Tabellini (2002) report statistically significant tax decreases before elections in a sample of 60 democracies over the period 1960-98. Brender and Drazen (2005) pose, however, that the results of these studies are driven by the experience of so-called “new democracies”, where fiscal manipulation may be effective because of lack of experience with electoral politics in these countries. They argue that once the “new democracies” are removed from the sample, the PBC disappears. However, some other studies focusing on “old” democracies also find evidence for a PBC; see, for instance, Tujula and Wolswijk (2004) and Mink and De Haan (2005).


� Drazen and Eslava (2003) try to reconcile this fiscal conservativeness and the PBC.


� Note that both definitions overlap and that according to the definition a country can have both a gradual definition and a rapid definition in some years of the adjustment period.


� The cyclically adjusted budget balance suffers from the fact that there is no consensus on how it should be computed; figures provided by various international organisations often show large differences. De Haan et al. (2004) demonstrate that OECD figures on cyclically adjusted balances are also subject to large revisions for a rather long time after their initial publication. We therefore also employed the unadjusted budget balance figures to construct our fiscal adjustment indicators. This did not qualitatively affect our main findings; results are available on request.
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