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I. IKTRODUCTION *)

Public expenditures and the supply cf public Services shov consi-

derable Variation over time; in particular there is a close connec-

tion. with the legislative term. Such variations in public expendi-

tures (and other government actions) may lead to "political business

cycles" though a more appropriate nanie would be "politico-economic.

cycles" . It has recently received attention by theoreticians, espe-
2)

cially in Europe .

The approach taken in the present paper can be charachterized by

three inain aspects:

1) The study is positive f i.e. intends to be explicative and concern's

itself with intertemporal variations of public Services;

2) The analysis is in an explicit macro-economic framevork, which

seems appropriate because of the quantitative importance of public

Services in a modern society;

3) The theoretical background is given by the New Political Economy

or Public__Choice. However, the restrictive set^ up of e.g. DOV/NS

(195?) is left: the government is assumed to maximize its own
3)Utility , elections are discontirmous, and the emphasis lies on

the disequilibriuni dynamics.

Besides the government, public^bureaucracy is another politically

relevant decision-maker taken account of.

Section II presents the basic model; in section III it is assumed that

the government maximizes its Utility, in section IV that it maximi-

zes the length of being in power. In section V bureaucratic behaviour

is added. Sorne concluding remarks are made in section« VI,

*) I am grateful to Friedrich Schneider for performing the
computations and for helpful comments.

1) For empirical evidence see e.g. LINDBECK 1970, SNYDER 1970; and
in particular for England DOW 1964 (esp. p-384), PBEST 1968.

2) The forerunner is KALECKI (1943); GOODHAET and BHANSALI (1970)
and NORDHAUS (1972) analyze the phenomenon in the Phillips-curve
context; Special emphasis on the time perspective is put by FREY
and LAU (1968) and LIEFMANN-KEIL (1970). A simple Simulation
model of the politico-economic System without public Services
and bureaucracy, and no explicit optimizing behaviour of the
government is presented in FREY (1974).

3) Note that only under four very strong conditions utility-maxi-
mization non-trivially boils down to vote-maximization of the
government: (i) a two-party System, (ä) perfect political compe-
tition, (iü) continuous elections. Civ1) fii i n ^ i
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II. THE BASIC MODEL

The model developed is kept as simple as possible. It is composcd of

four parts, namely three sectoics :

(a) the economy,

(b) the public Services,

(c) the polity,

and the interaction equations cormecting these sectors, of vhieh thert

are two kinds:

(i) the popularity function transmittirig economic impulses into the
political sector;

. • sheujcn q

(ii/ the reaction functioris^—which—©kevä how the government uses the
various Instruments to reach its goals.

The economy is pictured as a real one-good model. The emphasis lies

on intertemporal aspects introduced through Investment equations and

various time lags. Füll employment of capital and labour is assumed.

The time periods can be interpreted as covering half a year, elections

take place each fourth year, i.e. at t = 8, 16, 24, 32......
r

The basic model consists of the following equations:

•• I» The Economy

Real national income Y depends on the real capital stock K by means

of a linear-limitational production function

V (i) = MO- K(O-

Capital productivity\ \&& rises ithe more public Services PS are offered

(as a share of national income) and falls the larger the share of

current public expenditures (PEC) in national income. This last effec"fc

is due to the anti-productive effect of much current public expendi-

tures ' .

(2) -kd) = -ko +

where k = const.o

Real capital stock is increased by "private" investment I and "poli-

tical" investraent PI, and decreased by depreciation D

(3) K ti+\) = K HT+ r (t) -TPZ~(i)~ -£> (t > .

l) Current public expenditures often impede growth by subsidizing in
efficient sectors such as agriculture. For a theoretical discus_
sion see BERNHOLZ (1966).
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The terms "private" and "political" investment refer to the Control-

ling entity. A consideraable part of investment undertaken for pri-

vate profit reasons can be controlled by government Intervention.

"Political" investment thus Covers not only infrastructural invest-

ments in the widest sense but also part of investment in the private

sector. It is undertaken by government for political reasons,

To minimize the fluctuations originationg from privately controllsd

investment, it is simply taken to be a constant fraction of income

(4) X(t) = AX, V(t,) .

Capital depreciation is proportional to capital stock

(5) DU) = d- K(l) .

Private consumption goods are simply assumed to be a constant frac-

tion of income.

(6) C(t) •=

The government politicians receive an "income" in the form of con-

sumption goods. This "political" consumption PC is residually detei

mined by

where PT are government expenditures for investment and public ser-

vices.

2. Public Services

Government expenditures can be used for investment into real capital

("political investment11 Pl) or for the production of public Services

The latter expenditures must be split up into those immediately in-

creasing public Services Output (PEC = public expenditure current),

those increasing public Services Output only after a time lag of tvo

periods (PEM = public expenditure medium run), and those increasing

it only after a lag of four periods (PEL = public expenditure long

run).

Total government expenditures PT are

(8)
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The production function for the Output of public servicos is

It is reasonable to assume 3. < $^ < ßpg-L : expenditures with a lagged

effect have a higher productivity.

3.' The Polity

In analogy to real capital, the concept of a political capital stock

is introduced which reflec£s the long-run or basic evaluation of the

government's Performance from the voters' viev, A

similar concept is used by some empirically oriented political scien-

tists (e.g. CAMPBELL, CONVERSE, MILLER, STOKES i960) and corresponds

to the, stock of "good will" as estimated in econometric studies of

advertising (e.g. PELES 1971, TSURUMI 1973).

Political Capital stock PK is increased by popularity POP and de- '

creased by political depreciation PD

(10) RK(i+O - PK(t) -̂  P0P(-t)-~ PD(t)-

The depreciation of political capital is due to voters forgettirig past

government achieveraents. It is assumed to be proportional to the stock

(11) PD(t) - <*"• P

'Popularity, on the other hand,'refers to the consumer-voters' short

run or current evaluation ofthe government's behaviour.

The politicians in power estimate in each time period t their likely

vote share S(t) at the next elec-tion. They base this estimate upon the

stock of political capital accumulated. They know that the (reasonably

rational) voters base their judgment of the government's expected

Performance over the next electoral period not upon short-lived ira-

pressions reflected in popularity ratings but rather upon their rnore

basic evaluation reflected in political capital. The government poli-

ticians thus expect their electoral vote share to rise if political

capital is increased.

(12) SM = S C 1 - O + X

The vote share received by the government i s measured in porcc



points, such that 0 =c S (t) •< \ÖO . Before the elections it .indi-

cates the vote shan; expectcd by the govcrntncnt if i t dons not un Irr-

take any action to influence popularity ratin;;s, A t o .1 •'.• c i: i o n t i ni o ,

S indicatos the ac taial vo te share rccoivcd by the go vorntin;n c. .11 6 is

lower than a givon minimum sharu SMIN, the governrnont changes and :i s

taken over by the formerppposition party (or by a coalition of fori.ner

Opposition parti.es). The size of SMIN depends on a great many faci.ors

such as the number of competing parties and their coalition poseibi-

lities, on institutional factors (e.g. the nuraber of seats reeeived

in parl'ament on the basis of S) etc. In the pres.ent model SMlM is ta-

ken to be exogenously deter'mined and is fixed at 50 /»; the Opposition

is composed of only one party and does not strategica11y compete

with the party in power. (This would involve the construetion of.a

differential game),

The Opposition party builds up a stock of political capital PKO in the

sarae way as the government

PD(0

where the Opposition1 s popularity and depreciatien n.re POPO and PDO,

respectively.

The consumer-voters have expectations concerning the Provision of pri

vate consumption and public Services. They are formed on the basis of

discounted past experience. The consumption expeetation EC is

and the expeetation about public Services EPS

Using Koyck-transf ormations, tKis siniplifies to

(16) EPS

l) The parameter values used in th.; following Simulation runs ar
chosen with a view to realism: -Pco

r- 0. '.?S\ -<;p<.-O*iZ , -£~r£c = -'• °'7 ••
\r-=.0.a , d- Q.CS, C -0.SO t j?pi„ s (. ; S ; Ji^f^ tr I.'/O / £ - 0.20 / So - O.^o

5"= O.so, Ac= Ö.SS", p̂£--.-

For reasons of capacity, PI can be changed only to the exteni-
5 units per period.
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i

i
i

k, Interactinn Equations

Government popularity POP is. in. this niniple model only influonced by :

the level of private consumption and the supply of public Services, ir'j

both cases compared to voters1 expectations

Popularity is also measured in percentage points, hence C^ FOP (t) $102.

Popularity funetions have recently reeeived much attention by mathe-

matical political sciontists and economists. A connection betv/een

economic conditions (mainly inflation, unemployment and growth of in-

come) and party popularity has been conjeetured for a long time, e.g.

by AKEKMAN (19^7) for various1 European countries and BEAN (l94o) for

the United States. The taking over ' of the Nazi has been shown to be
4f,e%

closely related tovfailing economic Situation in the Weimar Republic

(KALTEFLEITER 1966).

These studies have,however, been undertaken with inadequate statisti-

cal methods. Of great interest are the recent studies by GOODHART

and BHANSALI (1970) using regression and spectral analysis for Great .

Britain, and KRAMER (l97l) for the US.

There is a corresponding study for Germany (FREY and GARBERS 1972).

Though there is some criticism about these approach.es it seems

reasonable to assume that (i) popularity funetions reflect a relation

ship existing in reality, and that (ii) public Services are a signi-

ficant determinant (a proposition untested so far).

The second type of interaction equations, the action and reaction

funetions of political decision_maker"S: are discussed in the next

sections. *

l) See in particular the discussion betv/een STIGLER (1973) and OKL'N
(1973).
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III. A UTILITY MAXIMIZING GOVERMMENT

1. The Maximization Problem in the Politico-Economic System

as perceived "by the Government

For most governments the relevant time horizon seems to extend

over one term and the first upcoming election, only. Such a govern-

ment is not concerned with any election farther in the future. It

seeks to maximize the utility of being in power (PU) over the

election term ^A+^ -
 T^ (where T^ indicates election dates oc-

curing at t = 8, 16, 24- ) subject to the condition of re-

election at the end of the term. The maximization problem is

max
(policy instruments) t = T.

subject to S (Ti+1) £ SMIN

(the Lagrangean multiplier corresponding to this constraint will

be denoted by A , with A = 0 indicating that it is non-binding,

A> 0 that it is binding).

Government utility depends on its ideological views about the

levels of consumption and public Services available to the popula-

tion and on its own consumption

(18) PU(t) = ic • C(t) + i p s • PS(t) + £ • PC(t).

The government does not have füll information about the politico-

economic System in which it is acting. It is forced to perform

the above maximization problem within the System as it perceives

it which is certainly simplified compared to the"true" structure

as developed in section II. Thus the (small) effect of public

expenditures on capacity Output is disregarded (kpg=O, kpgC=O). '

Due to incomplete information, the government finds it parti-

1) Dashed Parameters indicate the values as perceived by the
government.
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cularly difficult to make an estimate of the popularity function

It has only a vague ootion of how consumption and public Services

affect its popularity and feels unable to separate the direct

effect of C(t) and PS(t) from the indirect effect through the
p)

induced change in voters1 expectations . To reduce complexity,

the government takes the popularity function to be

(17)' POP(t) = K'c C(t) + K p s PS(t),

but makes a conservative estimate of TTC and TVp<, to take account

of the changes in voters1 expectations ( "Hc and TTPs will be taken

to be much smaller than H"̂  and "TTps f respectively).

2) Note from (15), (16), (1?) that the total effect is

aP0P(O/^C(i) ̂  ^c-^c

c)P0P(t)/dPSti) - ^fs-TP
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The maximization problem the government perceives ia solved here

by dynamic progratniuing. However, it can also be found or a t least
a so * t

suitably approximated by intuitive reasoning of y<rhi&£j< governmtnt

politicians. may well be capable of.

(
The optimalfvalues for the policy Instruments available to the

government havo the following properties:

(i) Long-run public expenditures PEL* are always reduced to zero

the four last periods before an election, becäuse due to the

four-period lag they afterwards have no effect on the current

election term;

(ii)Political investment PI* is for the same reason always reduced

to zero the last period before an election»

Particularly interesting results can be presented for the case of

governments with Special ideological views. For the purpose of ex-

position, three "ideal" types (in the sense of MAX WEBER) of govern-,

ment ideologies are assumed:

(a) "Extreme Left-wing Government" which puts no value at all on pri-

vate consumption and on its own political consumption. It is on-

ly interested in providing the population with public Services

(18a)
tc~ E. - 0.

t

(b) "Extreme Right-wing Government" which is only interested in the

population1s consumption level

f •

(18b)

(c) "Extreme Exploitativa Government" which only wants to consuir-e it-

self as »auch as possible during the period in power

' \ PUEX(O -
(18c)

t c =

A complete set of optimal policies can only be specified, nioreover,

if the many degrees of freedora due to the linearity of the conccivod

(and "true") politico-economic model are removed. It is realistio

to assumo that the government solves the problem by a rule of thurnb,

i.e. by allocating equal amounts to each "free" instrument vithin
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the total limit set to public expenditures and "political" consump

tion given by

(19)
. rr\ — I - C -

Table 1 gives the optimal policy set for the maximization problem

in which the reelection constraint is non-binding ( ^ = 0).

Table 1; Optimal Policy for non-binding reelection
constraint ( ^\ = 0)

Type of
government instruments

time periods (between elections)

3 election S

"Left-
wing"

PEC

PEL*
*

PI

l/2-mY('t)

0 '

0

0

"Right-
wing"

PEC

PEL*
*

PI

0

0

0 |

0 j

0

0

0

0
f

mY(t)

0

0

0

0

0

o
0

0

0

»Exploi-
tative"

PEC

PEL*

PI

0 0!
j i

0 ! 0 j

0

0

0 i 0

0 0

.mY(t) .

0

0

0

0

0

0

0

The "right-wing" and the "exploitative" governments have the same

optimal policy as both are interested in increasing capital accumu-

lation as mucii as possible in order to have the highest private and

political consumption level attainable in the last period ("consum-

ption orgy").

Table 2a shows the optimal policy for governments having to use their

instruments in order to guarantee reelection ( A > 0)« I* ^ s thus as-

sumed that the government politicians are able to trace ttvbught the

consequences of a certain policy, "iTe. thefy irealize when the re-

election constraint is—going- to~be violated, -•-—
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Table 2a: Optimal Policy for binding roolection constraint (/\ > 0)

Type of
government Instrument

time periods (between elections)

"Left-
wing"

PEC*

PEL*

PI*

•1/3 raY(t)

1/2

0 0 0

o o

"Right-
wing"

PEC*

PEL*

PI*

1/3 mY(t)

1/2 mY

O O

1/2 mY

O

0

0

Not surprisingly, the policies of ideologically "left" and"right"

governments are much more similar when a compromise is needed in

order to be reelected. Both are now compelled to take account of the

voters1 opinions as reflected by the parameters of the popularity

•function.

The optimal policy for an "exploitative government" depends on how

binding the reelection constraint is, i.e. on the level of the shadow-

price A . If reelection is a serious problem for such a government

(if /\ > £ / *"• TTps ) the optimal policy set is given in table 2b.

Table 2b: Optimal policy for- the "exploitative government" with
binding reelection constraint (case: JK > £ / Jf- *Tps ). )

Instruments

PEC*

PEL*

PI*

time periods

6 * 7 elect,
8

1/3 mY(t)

1/2 mY(t)

0 O

-1/2 mY(t)

O

O

0

O



For othcr valuos of A » tho optimal policy is in-botweon tlio v.-il.nes

shown in table 1 and 2a (for sirnplicity not shown höre).

In order to receive more definitive results, it is interesting to

see how the three types of government fare with their optimal strate-
igeyccivcii

gies under alternative^ "environments" a These environrnents are charac-

terized by the voters1 preferences with respect to piublic Services

and private consumption as they materialize in the popularity func-

tion. Two basic environmental conditions are shown here, one in which

the voters have a bias for public Services ( TTC= O.O'Z , TTps = 0. |3 L 4 -} '• ,-

the population is "left"), the second in which the voters have a bias

for private consumption ( TY^~C.\ TTf^O. Ovr̂  ; the population is "right"]

Table 3 shows the expected election results for the three types of

government and the two environments according to the government's

perceived view of the politico-economic system. Only a "right-wing"

or "exploitative" party in power in a "right_wing" environment can

simply maximize its own utility without regard to elections. In all

other cases the government must inake a compromise in order to stay

in power ( /\ > O ). Under this proviso, the "extreme right" and

"exploitative" governments expect to stay indefinitely in power. This

is due to the fact that their own goals - the maximization of pri-

vate or "political" consumption - involves bilding up the real ca-

pital stock, which is at the same time a prerequisite for political

survival in the long run. Under the simplified politico-econoniic

structure assumed, the "left-wing" government is in a rauch more dif-

ficult Situation. Even when environmental conditions are favourable

i.e. if the voters are also "left" it can expect to survive only over

three legislative periods. At t = 2k it is defeated, even if in the

respective electoral period it takes voters' wishes as much into ac-

count as possible. With a "right-wing" population, the "left-ving"

government expects to hold power over two periods only: a defeat

at t = 16 is unavoidable.
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Fable 3: The Government' s Vote Shares at election time under two basic
Menvironmental" conditions (voters' preferences) under the per-
ceived view of the politico-economic System

\

type \ .
of go- >v
vernment \ -

"extreme
left"
i = 0
c
e =. o

"extreme
right"

if>x = 0

i = o

"exploitati-
ve"

election
dates

8
16
24
32
40
48

8
16
24
32
40
48

8
16
24
32
40
48

P « t c e H.-YY{

"Environment"

Dias for public
Services

"fic = 0 . 0 5
TTpj = 0.1364

reelection constraint
non-ope- operative
rative N
(A = ô  (A -7 0 )

67.21
56.82

(45.06) 46.72

(41.90) 59.31
(45.65) 67.89
57.00
89.87
98.30
99.71

(41.90) 52.42
64.65
93.86
98.97
99.83
99.97

bias for private
consumption
iTc = 0.100 .
TT̂  = 0.0454

reeiection conscraint
non-ope- operative
rative
(A = O (A 7C)
53.29

(44.81) 49.02

65.07
93.73
98.95
99.82
99.97

100.00

65.07
93.73
98.95
99.82
99.97.

100.00
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2. Application of tho "optimal policy" n.s pursucd by tho govern :r<r<!\ j

The government having no knowledge about the "true" structure of

the politico-economic System, S.-&—£o-r-o*>d—to—oomic—sys tßa\, is forced

to apply that policy which is optimal in the politico-economic System

as the government perceives it. It thus sets the instruments avai-

lable (PI, PEL and PEC) as shown in table 3. An "extreme left" govern-

ment confronted with a favourable environment (voters have a bia.s for !

public Services) e.g. frhtttj plans not to take account of the reelection

constraint in the first two terms (i. e <, /̂  — O ), but intends to

make an effort in the third term to fulfill the reelection constraint

(i»eo Ä > 0 ) 0 Table 4 shows how the government fares with such a

policy in the "actual world" as represented by the model developed

in part IIO In the case just mentioned of a government of the "left-

ving" in a friendly environment, the government is reelected at t - 8

with a vote share of 100 °/of but incurs a heavy defeat at the next i

elections with a vote share of 13»17 °o, only. !

A comparison of table k with table 3 indicates that, quite generallyr |

the choice of that policy set is not very advantageous for the govern- !

ment as it is at best reelected for one further term. The difference ;
1

lis especially marked for "right-wing" and "exploitative" governmonts \
i

vhich according to their perceived view of the politico-cccnonic !

System expect to always be reelected. This resull is, of course, not ;

surprising as the structure of the two Systems is different. In parti-
cctrr.t !•€•-/ )

cular9 the government is assumed to be unable toYpeFceive the influen-

ce of fce-fc-^&s-J—aapectation-e on popularity . This lack of knowledge

is, indeed, one of the major reason why the government's policy is

not very successful in the "true" politico-economic system. It is

interesting to note the importance of expectations in quite different

fields of disequilibrium economics (see e.g. STIGLITZ 1973).

The utility maxiraizing model is not further pursued here as the use-

fulness of simulations seems to have reached its limits.

l) It is easy to show that there are better policies available. If,
^go the government knew in advance whether it needs to use the re-
stricted policy ( ̂ ,>O ), the "exploitative" government couid cr.si-
ly survive in bota environments, the "right-wing" government at
least in a favourable environment. (Results not shown here).
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le 4; The Government's Vote Share S at election dates when the policy de-
rived from the perceived politico-economic system (see Table 3)
is applied in the "true" structure.

\
pe\
g o \

rnmenk

ixtrerne
,ft"

£ *

i - o

yctreme
ightu

ip 0
E = 0

i?loi-
tive"
.

<fi"- ö

election
dates

8
16
24
32
4 0
48

8
16
2 4
32
4 0
48

8
16
24
32
4 0
48

"Environment"
Voters' Preferences

bias for public
Services

Perceived
optimal
policy*

A = 0
A = 0
A > °

A-70

/ > o
A = o
A = o
/̂  = o
A= o

h y o -

•/\ =0

h =o
A =o
/^ =0

:r : 0.2S

s= 0.5ST

' Vote
Share

1 0 0
13.17

64.34
38.72

55.93
0.00

-

bias for private
consumption

TTC *= 0.3 5"

rrPS = o.*s

Perceived
optimal
policy*

A = 0
#1 •
• i

A = o
/ = 0

J\ = o
/ = 0

A = o
^ = o

Ä = o
A = o
4 = °
A '= o
^ = o
^ = o

Vote
Share

•-•

93.49
3.12

f

9.76

3.76

A = 0 indicates that the policy is pursued without regard to the re-
election
count of

constraint; A> 0 means that the policy is used which takes" ac-
this constraint
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Realis tically assuming that the goverrimcnt is never absolutely sure

of being reelected ( 0 ^ 'p^. < 1 ) , this reduces to

Putting TT -fx ~ Ht it

follows

from which it is easy to see that yP = I +" (pt , with p t the

rate of time discount of period t .

2. The Simulation Runs

The politico-economic system as developed in section II (eq. 1 througl:

17) combined with the government's behavioural equations (l9a)
o \

through (l9d) is in stationary equilibrium if all expectations are

fulfilled (EC = C, EPS = PS) and if the government has been elected '

with the minimum share of votes (S = SMIN). This stationary equilibri-

um serves as a starting point for the exogenous shocks upon the po-

pularity function. These exogenous shifts may be due to extemal de-

velopments (e.g. international crises) or to internal non-economic

shocks (e.g. political scandals).

Table 5 shows the effects of positive popularity shocks of +20, + 10

and +5 percentage points, and negative popularity shocks of -5» -10

and -20 percentage points. For'simplicity, the table only show0 the

two variables entering the popularity function {consumption C(t) and

public Services PS(t)|and the government•s vote share in the election

penods/T The figures show the development for every time period and

moreover for long run (Pl(t), PEL(t))and short run (PEC(t)) Instru-

ments, The development of all the variables for every time period is

reproduced for the case of the -5^-shock in the appendix.

Because of the simultaneous interdependence of Variables in the po-

litico-economic System it is not easy to give a verbal account of the

1) See FREY and RAMSER (197^), COi.ipare the present approach to INAGA-
KI ._(.197O) » who.„quite...un.theore tically... just ..stipulates. an "ins tanecusr
government".

2) Consumption is assumed to have a st»mewhat larger weight than public
Services in the popularity function: TTt - O,"Eo ( TTPj— 0.2.O .

3) The parameter values assumed are:
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deveiopments. However, an attempt i s made to nevertheless give an

intui tive« .̂eoouflfe—£-e~~the-deveiopme-nts i

Run 1 ( f ig . l a ,b , c )

The high exogenous popularity increase of 20 c/o enables the govern-

ment to invest into the future by rapidly stepping up long-run ex-

penditures (PI and PEL). As the government is very confident of,it?
ito

reelection, it reduces short-run public expenditures to zero upj the

fxrst election. The rapid increase of political investment and of to-

tal public expenditures leads, however, to a displacement of con-

sumption. Though public Services are rising all through, government

popularity and its expected vote share therefore fall somewhat

(s (<6)~ 66v© ) , The real capital stock and national income continual-

ly rise in all periods due to the heavy public investment. Between •

periods 12 and 32 this capacity effect is about equally strong as

the displacement effect: consumption fluctuates around 233« There-

after the capacity effect dominates, and the government's vote share

reaches the upper limit of 100 ?o, the variables being connected in a»

"virtuous" circle.

Run 2 ' ,

With an exogenous popularity increase of 10 fo only, the government

is somewhat less confident (cornpared to run l) to win the upcoming

election. Lohg run public expenditures are increased less quickly,

Short rxin expenditures reduced more slowly. The net effect is a mo-

derate reduction of the supply of public Services in the first term.

Though *̂el real capital and income rise as quickly in the first term,

consumption drops considerably due to the displacement effect. The

first reelection is won with a 56 c/o of the vote. While the real ca-

pital stock and national income grow continually the government only
carv

slowlyKallow itself over the next terms to concentrate more on long-

run expenditures. The take-off into a virtuous circle of increasing

ccnsumption, public Services and a maximum vote share takes place

only after period ̂ *0.

Run 3 (fig. 2a» b, c)

With an only minor/exogenous popularity increase of 5 °ß> the govern-

ment just manages to win the first election but can barely raise ex-

penditures for future public Services (PEL, PEM). The same holds truo
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fable 5; Simulation runs for positive and negative shocks: Consumption C,
public Services PS and the government's vote share S in election
periods.

Run

1

j2

|

4

5

6

ite:

Exogenous
popularity
shocks

+ 20 %

+ 10 %

+ 5 %

- 5 %

- 10 %

- 20 %

The figures

Varia-
bles

C
PS
S.

c
PS
s

c
PS
s

c
PS

s -±—

• P 2

c
PS

pl

c
PS

pl

%

Initial
Equili-
brium

2 5O
178
50

250
178
50

250
178
50

25O
178
50

250
178
50

25O
178
5O

i for consumption

8

247
146

73.54

235
166

55.71

242
174

50.02

259
181

50.06

267
185

50.11

256
197

(41.19)

58.81

Election
16

232
189
66.51

261
165
59.44

246
167
56.50

252
186

(42.39)
57.61

229
195
(33.68)

66.32

190
219
86.93

(13.07)

24

234
231
94.48

271
171

79.50

283
153

67.95

237
191

63.89
(36.11)

205
188

68.01

(31.99)

165
164

51.27

period..
' 32

233
324
100

257
240
100

276
203
1OO

209
188

(34.16)
65.84

168
161

50.90

171
185

(48.14)

51.86

' 40

260
426
loo

262
341
100

2 76
302
100

177
171

56.79
43.21V

179
173

52.75

125
204
75.75

24; 2 5]

and public Services are rounded. :

48

309
528
100

292
443
100

302
404
100

156
162

59.74

145
188
(32.28;

67.72

108
168
(48.O1)

51.99

come for "party" 1, the lower for "party" 2. Figures in parentheses
indicate an insufficient vote share (S <. SMIN) and a change of govern-
ment.



- 19 -

for tho following election terni, in which consumption and public

Services stay nearly constant. After the election victory at t-l6,

the capacity effect of the increase in political investment leads to

a rise of consumption while public Services fall somewhat mainly due

to the now possible reduction of current public expenditures. The

effect is a more comfortable victory at the next elections. Now the

government is able to invest into future public Services whica yields

a maximu'm vote share at t=32 despite a consumption set-back due to

displacement.

Run k (fig. 3a, b, c)

The government's policy is quite different when it suffers an exoge-

nous popularity decrease, even if only as small as - 5$ • Fearxhg not

to be reelected, investment into real capital and (less strongly)

long and medium run public expenditures are reduced. At the same time

Short run public expenditures are somewhat increased. This drives up

both consumption and the supply of public Services, and the govern-
r

ment is reelected. In the new term, at first a long run policy is puf-

sued but the concomi-fc-ant popularity fall forces the government to re-

duce long run expenditures (PI, PEL and PEM) and to strongly step up

expenditures with an immediate effect on public Services Output.

Though this reversal of policy has a positive effect on both con-

sumption and public Services, the government receives only k2 "fo of

the vote and is thus defeated.

The new government comes into power with a relatively low majority

(58 °JO) and is therefore soon förced to pursue a short run policy:

it manages to increase public expenditure output somewhat, but con-

sumption steadily decreases. The real capital stock gradually falls

as political investment is reduced to zero. The government stays in

power over one period, only, as its vote share does not go beyond

36 io in t = 2k.

The following governments are confronted with the same Situation. The

real capital stock and national income gradually fall as no party in

power can afford to undertake any significant Investments, and public

Services output experience a long run fall for the same reason. There

are, however, some short run fluctuations within this long run trend,

and in period k8 a government manages to be reelected, partly because

voters expectations have been strongly adjusted down_wards.
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Run 5 . .

Due to the larger exogenous downward shock of -10 "/o, the government

takes even more decisive action than in the previous run to win for a

second term: especially political investment are reduced (from 50 to

9), and short run public expenditures increased (from 50 to 65) even

more strongly. The elections at t = 8 are won with a vote share of

slightly over 50 c/°» The defeat at the next election is, of course,

ev£n more pronouncecL as consumption clearly falls due to insufficient

investment during the first election term. The increased supply of

public Services brought about by short run expenditures cannot coun-

terbalance this effect.

The new government comes in with a considerable majority (66 -c/o) but

inherits a bad economic Situation. The real capital stock, consumptior

and now moreover public Services fall over the period such that a

heavy election defeat results (s(24) = 32 %) . The first party which

now resumes power is able to be reelected for a secor1 consecutive

period as it can use its initially high majority to invest into fu- .

ture public output, and the fall in consumption and public Services

does not have much effect on popularity as voters1 expectations are

already low.
i •

j .

Run 6 (Fig. 4a, b, c)
Vith an exogenous popularity loss of —- 20 °'o which is twice as large

as in run 5» the general picture is similar. The real capital stock

and consumption have a long run falling trend. Public Services shov

more marked short-run fluctuations.than consumption. There are many

government changes, but after a large victory, i.e. a heavy defeat

of the party in power, the new government is sometimes able to get

reelected for another term (here at t = 2^).

V. BUREAUCRATIC BEHAVIOUR . ,

Governments only partially control policy instruments, bureaucracy

also has an iraportant say. Within the politico-economic model de-

veloped, this influence shows in two forms:

(a) Bureaucracies resist structural changes for various reasons, e.g.

because established positions may be threatened andYinformation

hinder quickadaption. Empirical studies show that bureaucracies

act "incrementally" (tfILDAUSKY 1964). They are only willing - or

Can only be forced - to follow part of governmental expenditure

intentions.
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(b) Income, career and prestige of any bureaucrat is closely linkcd

with the size of the entity a member is acting in. Each bureaucrat

is interested in continually increasing the size of overall bu-

reaucracy and hence of the budget. Bureaucrats are even describc

as'budget .raaxiraizers• (NISKANEtf 197l).

These two effects may be formalized as

(20a) PX3(t)= IHC^- Pia (*-<)<•

(20t,) PELBCO-'^^-^B U-l)+

(20=)

(20d)

The letter B after an expenditure category PI, PEC and PEL indi-

cates the actual allocation undertaken by the bureaucracy. The first,

expression on the right hand side shows the auto-dynamic, effect of

continually rising expenditures (all INTC>l), the second expression

indicates that only the fraction b of an intended expenditure change

of the government actually materializes.

This bureaucratic behaviour is now introduced into the long run maxi-

mization model. It is assumed that the bureaucracy autonomously

spends 1 c/° P e r period more in every sector, and that only 95 °/° of the

changes of instruments intende'd by the government are actually under-

taken (in any period) ', For reasons of Space, only a verbal account

of the results is given. Table 7 gives the vote shares for the model

with bureaucracy; it should be contrasted to table 6. The interferenc

of bureaucracy with the government's plans means that no stationary

equilibriuni exists any longer, and that there is a continous tencien-

cy for any government to lose votes. While the government is able to

manage the politico-economic system such that it survives exogenous

popularity falls of -5°/o and -10^ for one term (S = 50.06 c/o and 50.11
cfo) respectively, as shown in table 6), the lack of adaption and in-

cremental behaviour of tho bureaucracy prohibits this succes (S =

kl ."}k yö and 47.14 $, respectively).

P t
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Table 7' Simulation runs for the politico-economic model. with
bureaucracy

l

no exogenous
shock i:

exogenous
popularity
shock
*

+ 20 io

- 5 i>

- 20 9o

Vote
share

-X
s
s

p

S P2

S
P 1

5 P2

0

50

50
50

50

50

50

50

e l ec t i i ' - n da
8

(47.49)

52.51

71.43
53.99

(47.62)

52.38

(47.34)

52.66

(47.11)

52.86

(35.64)

64.35

16

54.11

(45.45)
i

62.80
57.61

51.96

63.70

(36.10)

88.71

(11.29)

81.86

(18.14)

t e
24

(43.19)

56.81

87.76
72.69

64.87

(30.36)

69.64

62.26

55.82

32

58.43

(41.57)

100
99.97

91.73

51.74

(48.26)

(46.15)

53.88

(42.78)

57.22

40

(42.93 |

57.07

100
' 100

1 0 0 •-

63.47

77.79

(22.21)

72.28 •

(27.72)

53.03

100
100

1 0 0

69.08

53.3 5 '

(47.22)

52.68

VI. CONCLUDING REMARKS

The model formulated and the various simulat'ion runs discussed serve
t

three main purposes:

First of all it should contribute to a better understanding of po-

litical-economic interaction with Special emphasis on the intertempo-

ral fluctuations in the supply of public Services.

Secondly, it serves as a first step towards an endogenous treatrr.ent

of the government sector in economic modeis. This applies particular-

ly to macro-econometric modeis whose use as a forecasting device is

severely limited. The future course of the economy depends in a mo-

dern society to a very large extent on the government's actions,

which in all existing econometric modeis are exogenous1. There is a
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serious imbalance in present econometric model building because on

the one hand purely economic aspocts are by now treated in a very

refined way, but on the other hand nothing is said about governmenr

behaviour. The "reaction funetions" (see e.g. FRIEDLAENDER 1973) scr-

ve only a speeifie purpose, namely to reveal the government's pre-

ferences unaer the (completely unrealistic) assumption that there are

no political influences. They represent "measurement without theory"

in political economy.

Closely related is the third purpose . The approach should serve to

understand more fully the problems connected with the formal esti-

mation of politico-economic relations ("politometrics")such,as the

popularity function or the determinants of the supply of public ser-

vices (in the sense of e.g. PRYOR 1968).

No general discussion of the merits and demerits of simulations

is intended liere. It must be pointed out, however, that the Simu-

lation runs presented. are not thought to directly represent reality;

they should rather give a "feeling" of how the interaction of poli-

tical and economic Systems may be modeled. Realism is approached

only when the economic System is represented "by a full-scale eco-

nometric model, the political and interacting equations are empiri-

cally estimated, and all are combined. Obviously the analytic method

is in some respects more powerful but has the disadvantage that it

is difficult to deal with large modeis without having to deal almost

exclusively with the mathematical instead of the material aspects.

It has been attempted here to combine the analytic and Simulation

approaches.
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