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Program Report

Political Economy

Alberto F. Alesina*

The Political Economy Program is new at the NBER, and thus needs
an introduction. What is political economics? And, why has the NBER
chosen to have a program in it?

The best way to answer is to set back the clock to the mid-1980s. This
was a time of great turmoil and transformation in the American economy.
President Reagan was in the middle of his “revolution™: there were large
deficits, taxes were being cut, and the economy was being deregulated.
Continental Europe, in contrast, was entering a long period of sclerosis:
some countries in Europe (but not all) had accumulated debt that was ris-
ing towards wartime levels. The need for structural reforms and liberal-
ization in Europe was evident, but they were delayed. A dozen European
countries were heading towards uncharted territories of monetary, and
some sort of political, union. Latin America was in the midst of a huge
debt crisis and a “lost decade”, with very high or even hyperinflations, for-
eign debt defaults, and large budget deficits. Unavoidable policy reforms

were delayed, increasing the economic costs and leading to crisis. The

*Alesina directs the NBER's Program on Political Economy and is a professor
0f economics at Harvard University.

successor at its meeting in April 2008.

Feldstein to Step Down as NBER President in June 2008

Martin Feldstein told the NBER Board of Directors that he will make this his last year as president of the NBER, a position
he began in 1977. He will continue as an active NBER Research Associate as well as a professor of economics at Harvard. The
NBER Board has established a search committee under the Chairmanship of NBER Director Michael Moskow, a former NBER
Board Chairman and retired president of the Federal Reserve Bank of Chicago. The Board plans to elect Professor Feldstein’s

NBER Reporter « 2007 Number 3 1



2

NBER Reporter ¢ 2007 Number 3

NBER Reporter

The National Bureau of Economic Research is a private, nonprofit research orga-
nization founded in 1920 and devoted to objective quantitative analysis of the
American economy. Its officers and board of directors are:

President and Chief Executive Officer — Martin Feldstein
Vice President for Administration and Budget — Susan Colligan
Controller — Kelly Horak

BOARD OF DIRECTORS

Chairman — Elizabeth E. Bailey
Vice Chairman — Jobn S. Clarkeson
Treasurer — Robert Mednick
DIRECTORS AT LARGE

Peter Aldrich

Jessica P. Einhorn Laurence H. Meyer

Elizabeth E. Bailey Martin Feldstein Michael H. Moskow
Richard Berner Jacob A. Frenkel Alicia Munnell
John Herron Biggs Judith M. Gueron Rudolph A. Oswald

Robert S. Hamada
George Hatsopoulos
Karen N. Horn

John Lipsky

Andrew Brimmer
John S. Clarkeson
Don R. Conlan
Kathleen B. Cooper
George Eads

DIRECTORS BY UNIVERSITY APPOINTMENT

George Akerlof, California, Berkeley ~ Joel Mokyr, Northwestern

Jagdish W. Bhagwati, Columbia Andrew Postlewaite, Pennsylvania
Glen G. Cain, Wisconsin Craig Swan, Minnesota

Ray C. Fair, Yale Uwe Reinhardt, Princeton
Franklin Fisher, MIT Nathan Rosenberg, Stanford
Mark Grinblatt, California, Los Angeles David B. Yoftie, Harvard

Saul H. Hymans, Michigan Arnold Zellner, Chicago

Marjorie B. McElroy, Duke

DIRECTORS BY APPOINTMENT OF OTHER ORGANIZATIONS

Robert T. Parry
Richard N. Rosett
Marina v. N. Whitman

Martin B. Zimmerman

Jean Paul Chavas, American Agricultural Economics Association
Gail Fosler, The Conference Board
Richard C. Green, American Finance Association
Tim Guinnane, Economic History Association
Dr. Arthur Kennickell, American Statistical Association
Thea Lee, American Federation of Labor and

Congress of Industrial Organizations
William W. Lewis, Committee for Economic Development
Robert Mednick, American Institute of Certified Public Accountants
Angelo Melino, Canadian Economics Association
Harvey Rosenblum, National Association for Business Economics
John J. Siegfried, American Economic Association

The NBER depends on funding from individuals, corporations, and private foun-
dations to maintain its independence and its flexibility in choosing its research
activities. Inquiries concerning contributions may be addressed to Martin
Feldstein, President & CEO, NBER 1050 Massachusetts Avenue, Cambridge,
MA 02138-5398. All contributions to the NBER are tax deductible.

The Reporter is issued for informational purposes and has not been reviewed by
the Board of Directors of the NBER. It is not copyrighted and can be freely repro-
duced with appropriate attribution of source. Please provide the NBERs Public
Information Department with copies of anything reproduced.

Requests for subscriptions, changes of address, and cancellations should be sent
to Reporter, National Bureau of Economic Research, Inc., 1050 Massachusetts
Avenue, Cambridge, MA 02138-5398. Please include the current mailing label.

Soviet Bloc was about to collapse; when it did,
it opened a Pandora’s box of politico-economic
questions.

It was increasingly difficult to fit all of
these complexities and varieties of experiences
into traditional models of economic policy
in which benevolent social planners maxi-
mize the utility of a representative individual.
Some economists started exploring how politi-
cal forces affected the choice of policies, paying
special attention to distributive conflicts and
political institutions, which are absent in rep-
resentative agent models.

Let’s be clear: they had predecessors; they
were not building from scratch. The “Public
Choice School” of Buchanan, Tullock, and
associates had made contributions that can-
not be overemphasized, especially in consti-
tutional theory (together with Hayek), and in
modeling politicians as self-interested agents.
But, it remained on the sideline of mainstream
economics, and the responsibilities lie on both
sides. The Public Choice School refused to
embrace the methodology of the field, which
was in great transformation in the mid-1970s
with the rational expectations revolution,
game theory, and advances in econometrics.
Traditional economists did not look outside
the box, and ignored, with a hint of intellec-
tual arrogance, the important contribution of
Public Choice. There were exceptions: some
economists made important contributions that
were in a sense ahead of their time, from
Becker’s model of lobbies, to Nordhaus’s politi-
cal business cycle model, just to name two.

But from the mid-1980s onward, the new
(or “renewed) field of political economics
became more and more mainstream and estab-
lished: in fact, it has been one the most rapidly
growing and exciting field in economics. Even
a cursory look at the NBER Working Paper
series from the late-1980s onward reveals that,
in a variety of different programs, political eco-
nomics was more and more present: in macro-
economics, closed and open, from trade to pub-
lic finance to labor, even in finance. Therefore,
it makes sense to have a program that provides
ahome for those working in the field. However,
perhaps to a larger extent than in other areas of
research, any work that is broadly defined as
political economics will continue to be repre-
sented in other programs as well.

The first phase of research in this area is
well summarized, systemized, and extended in




three important books by Allan Drazen,
Torsten Persson, and co-authors Guido
Tabellini, Gene Grossman, and Elhanan
Helpman, all conceived and written
around the mid- to late-1990s. The
research summarized here involves rea-
sonably “traditional” topics: the influ-
ence of elections on the choice of eco-
nomic policy; determinates of electoral
outcomes; strategic manipulation of pol-
icies (especially fiscal policy); central
bank independence; redistributive con-
flicts in fiscal policy; the political econ-
omy of delayed reforms in developing
countries and of excessive deficits, lobby-
ing models, fiscal federalism, and politi-
cal business cycles.

Since the late-1990s, the field has
taken on even more challenging top-
ics. For instance: where do institutions
come from? What is the origin of cer-
tain political institutions? How quickly
do institutions change? What is the role
of culture in explaining economic out-
comes and developments? How does
culture evolve? What is the role of eth-
nic identity in explaining economic con-
flict, success and failures? What explains
why countries stay together or break
apart and the size of nations? What is
the role of the press in influencing indi-
vidual political opinions?

The richness and variety of these
questions is one of the reasons why the
NBER Working Paper list in Political
Economics and the Program Meetings in
this area covers extremely diverse issues;
it is impossible to mention them all, or
even to group them in a few sub-sec-
tions. What follows is a sample of a few
recent papers published by NBER in the
Political Economics Program and/or pre-
sented in one of the Political Economics
Program Meetings.

Democracy and Development

This is, of course, a hugely important
topic. Does development deliver democ-
racy or does a transition to democracy
foster development? This question, stud-
ied for years by both economists and
political scientists, is still hotly debated. In
fact, several recent papers have addressed

various aspect of it. Recent results by
Persson and Tabellini suggest that previ-
ous papers underestimated the positive
effects of democracy on growth.! Aghion,
Alesina, and Trebbi argue that democ-
racy becomes especially useful to growth
in more advanced sectors of the economy
that need more freedom of innovation
and flexibility, so the benefits of democ-
racy are increasing with income per cap-
ita.2 An efficient democracy also needs
education and human capital— other-
wise, it may not survive, as discussed by
Glaeser, Ponzetto, and Shleifer.3 But oth-
ers (Acemoglu, Johnson, Robinson, and
Yared) question the effects of education
and per capita income as determinants
of democratic institutions.* The diffi-
culty of establishing efficient democracies
is emphasized in papers by Acemoglu,
Ticchi, and Vindigni; Acemoglu and
Robinson; and Besley and Persson.’
Further, Persson and Tabellini, ¢ using
a concept of “democratic capital” that
captures the solidity of democratic rule,
have examined transitions in and out of
democracy, and the stability of the lat-
ter. Indeed, some regimes are more stable
than others and often the fate of dictators
and democracies may be influenced by
events as unpredictable as successful ver-
sus unsuccessful assassination of leaders, a
point made by Jones and Olken.”

Culture, Ethnicity, and
the Formation of Beliefs

Perhaps at some deep level, cultural
traits matter for economic choices and
behavior, and they are profoundly differ-
ent across nationalities. Political econo-
mists have just begun to investigate mea-
surements of different cultures and their
effects on politico-economic choices.
Giuliano and I emphasize how different
family structure affects many economic
decisions, especially by measuring family
ties, namely how tightly integrated fami-
lies are.8 Cultural traits may negatively
affect incentives to grow, as argued by
Tabellini.? But where does culture come
from? It may come from past experi-
ence; for instance Fuchs Schuendeln and
I study the effects of Communism on

preferences for state intervention in post-
Communist societies.1? Culture evolves
over time through transmission in fami-
lies, a point made by Tabellini in a paper
that examines the evolution of beliefs and
trust.!1 Washington studies how children
may affect the political beliefs of their
parents.!2 Glaeser and Sacerdote study
reversal of preferences in response to eco-
nomic shocks.13

Cultural traits often are associated
with ethnicity, language, and religion,
and they evolve with history. Guiso,
Sapienza, and Zingales study how cul-
tural barriers may impede trade; Spolaore
and Wacziarg explore how the diffusion
of technology is facilitated by closeness,
in terms of ethnicity, language, and cul-
ture; they find that it is.!4* However,
Giuliano, Spilimbergo, and Tonon argue
that geographical features may be what
really explain ethnic distance.’> Ethnic
conflict may cause policy failures, even
state failure and wars, especially if polit-
ical borders do not well serve ethnic
groups and interests, a point investigated
by Easterly, Matuszeski, and mel®. Even
within the United States, it is well known
that racial and ethnic animosity affect
policy choices and social capital. In an
experiment based on the relief efforts for
Hurricane Katrina, Fong and Luttmer
find somewhat unexpected results.l”

The press and the media are certainly
major contributors to the formation of
beliefs. In fact, several papers recently
have studied what determines media ide-
ological inclinations and their effects.
Gentkow and Shapiro study newspa-
pers’ slant; Della Vigna and Kaplan and
Oberholzer-Gee and Waldfogel study the
effects of television on electoral outcomes
in the United States.!8 Olken studies the
effect of television on social capital in
Indonesia.?

U.S. Elections

Several papers, with new tools and
new points of view, have examined an
“old” topic in political economics: how to
predict US. elections and how to evalu-
ate their impact on the economy. Leigh
and Wolfers compare different approaches
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for predicting elections, and Wolfers and
Zitzewitz focus in particular on close elec-
tions and their ex-ante unpredictability, a
topic investigated in a different context by
Chang.20

Snowberg studies the effect of elec-
tions on policies, using unpredictable elec-
tions to isolate “shocks”2! Vigdor and
Mullainathan and Washington investi-
gate voters motivation and rationality.?2
Belonging to a prominent family of poli-
ticians implies an electoral advantage, as
shown by Dal Bo, Dal Bo, and Snyder
who consider the entire history of the
U.S. Congress.23 Snowberg, Wolfers, and
Zitzewitz study the effect of elections on
policies, disentangling issues of reverse
causality.24

Institutions and
Policy Outcomes

One of the central themes in political
economics has been and continues to be
the effect of different political institutions
on economic outcomes. Using a theoreti-
cal model, Caselli and Gennaioli study
how different voting rules and institu-
tional structures make policy reforms more
difficult; Ardagna, Trebbi, and I empiri-
cally consider a vast sample of countries
asking what forces make policy reforms
more likely to occur and to be successful.25
Brander and Drazen ask what determines
the occurrence of political business cycles
in various institutional settings.2¢ Political
distortions and deficits are the subjects
of Robinson and Torvik, Battaglini and
Coate, and a paper by Tabellini and me;
Grossman and Helpman study pork bar-
rel policies, the budget process, and trade
policy; Rajan and Zingales look at unem-
ployment, and Shoven and Slavos focus
on social security.?” The role of competi-
tion in political markets is the subject of
Mulligan and Tsui.?8 Trebbi, Aghion, and
I also study the effects of electoral rules
with an application to U.S. cities.?

Corruption: Measures
and Effects

In the last several years the topic of
government corruption, especially in
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developing and middle-income coun-
tries, has been the center of attention for
not only academics but also policymak-
ers. Should foreign aid and credit flow to
countries run by corrupt governments or
should support be stopped? The question
is very important and therefore under-
standing corruption is essential. Often the
perception of corruption may be different
from reality, a topic tackled by Olken in
reference to Indonesia.3® He shows that
perception and reality often differ predict-
ably. Corruption in Indonesia, especially
in local government, is also the topic of
Henderson and Kuncoro.3! Olken and
Barron study whether corruption in truck-
ing levies in Turkey is consistent with
an efficient model of rent extraction:
they conclude that it is.32 Padro I Miquel
focuses on rent extraction by rulers in
Africa.33 Ferraz and Finnan focus on local
governments in Brazil 34

Corruption may have long lasting
major consequences. It may interfere with
the development of liberal democracies, as
pointed out by Di Tella and McCulloch.35
It may also make it difficult to enforce an
embargo against countries, as shown by
Della Vigna and La Ferrara.3¢

Conclusion

This brief and incomplete survey
of papers recently issued and discussed
in the Political Economic group high-
lights the wide variety of exciting top-
ics covered in the field. It is impossible
to review every paper of the group, espe-
cially since this is the first report and
there is a “stock” of papers to be high-
lighted. I should conclude with the obser-
vation that the Political Economy group
has provided a useful public good for
the profession: a paper by Kim, Morse,
and Zingales has examined the pattern of
citation of economic articles in econom-
ics.37 This is a paper that has made many
economists happy and proud, and many
disappointed!
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