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Expenditures and votes:
In search of downward-sloping curves in the United States
and Great Britain*
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Abstract

An earlier paper showed a negative relation between increases and accelerations in F, the ratio
of federal expenditures to GNP and E, the reelection or defeat of the incumbent party in the
White House over the last 100 years. This paper argues that there also exists a negative rela-
tion between ¥, the percentage of the popular vote cast for the incumbents, and F. This func-
tion is displaced by wars and depressions and can drift over time, making it difficult to
discover negative curves in the data. Dividing British and US data for the last 50 years into
party periods yields clearly discernable negative functions for F and V for the incumbents.

Introduction

In an earlier paper on federal expenditures and presidential elections in the
United States (US), we found that in 21 of the last 26 elections, fiscal ex-
pansion was followed by the defeat of the incumbents and fiscal cut-back
by their reelection (Cuzan and Heggen, 1982). Those findings are consis-
tent with Niskanen, who found a negative relation between real per capita
federal expenditures and percent of the vote won by the incumbent party
in the White House (Niskanen, 1979).

In this paper, we show that fiscal policy and election results in Great Bri-
tain (GB) since 1935 behave in much the same way as in the US. We explain
why fiscal expansion politically damages the incumbents with an economic
model of expenditures and votes. The model incorporates a number of con-
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University of West Florida for their encouragement. Thanks, finally, to Judy Peters and Dale
Ganus for typing many drafts of this manuscript.
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cepts and hypotheses familiar to Public Choice readers. These are
Wagner’s Law, Peacock and Wiseman’s displacement effect, Downsian
two-party competition, Niskanen’s budget maximizers, Tullock’s politi-
cian, and the median-voter theorem.

The model: I

Table 1 describes five variables that make up the model. Three of the
variables are fiscal: F, the ratio of expenditures to GNP; F, the change in
F between election years; and F, the change in F between election years.
These variables are equivalent to the physical concepts of relative position,
velocity, and acceleration/deceleration, respectively. The electoral
variables are V, percent of the vote received by the party’s candidate; E,
reelection or defeat of the incumbent party; and P, percent of parliamen-
tary seats won by the incumbent party in GB.

The functioning of the model rests on two fundamental hypotheses. The
first is that F and V are negatively related as shown in Figure 1. Fand V
are inversely related because they are equivalent to a fiscal ‘price’ charged

Table 1. Fiscal and electoral variables, United States and Great Britain

Country
Variable United States Great Britain
F - Central government expenditures
Gross National Product
E F = F —F,-, _ dF/F

Fi—1 — at

where t is an election year and ¢~ 1 a previous election year

F F =F-F_,

v Percent of the popular vote Percent of the popular vote
won by incumbent party in won by party that controls
the White House the Cabinet

P Percent of parliamentary seats

won by party that controls the
Cabinet
E Election outcome for incumbents, coded +1 (reelections) or

—1 (defeat)
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VvV, Vote Percent

F‘Q
F, Expenditures / GNP

Figure 1. Expenditures and votes: A negative demand function for incumbents

the economy by the government, and to political ‘demand’ for the incum-
bent party, respectively. According to the first law of demand, the higher
the price, the smaller the quantity purchased or consumed. Hence, the
higher F, the smaller the support found for the incumbents in general elec-
tions (and, we might add, for ‘government’ in general). This presumes that
if the price (F) is too high, the individual voter registers his displeasure by
voting for any party but the incumbents. Hence, a downward-sloping
political demand function expresses the relationship between F and V. This
is shown by the D curve in Figure 1.

The second hypothesis of the model is that the incumbent party wishes
to maximize expenditures provided it receives sufficient votes to be re-
elected. This is similar to the desire of a firm to charge the highest possible
price while remaining competitive in the market. Whereas the firm utilizes
revenues to cover costs and make a profit, the incumbent party allocates
expenditures to reduce interest-group pressure, reward its leaders and sup-
porters, and influence public policy. Some parties may sacrifice reelection
in order to exert an extraordinary influence on public policy or society for
a short period, but, in general, parties seek to discover how much they can
spend without incurring defeat. Thus, the model combines the Downsian
notion of reelection-minded parties with Niskanen’s budget maximization
bureaucracy. The incumbent party, hoping to be reelected, yields to the
bureaucracy but only up to a point, raising F no more than can be done
and still retain power.

In a two-party democracy, where the incumbents are defeated if they fail
to win at least 50% of the vote F grows until it reaches F*, at a V of half
the votes cast. F* is the optimal or equilibrium level of expenditures for the
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incumbent party. Beyond F* it is defeated; below F* it can spend more and
still get sufficient votes for reelection. Note that F* splits the electorate in
half — those who prefer a higher and those who prefer a lower F. The
equilibrium level F* belongs to the median voter, as in other public choice
models (Buchanan and Flowers, 1980).

This concludes the initial description of the model. In the foilowing sec-
tion, we test fiscal-electoral hypotheses derived from the model with
American and British data. After that, we return to the model for addi-
tional theoretical specification. Then we do additional testing. We con-
clude with general ¢bservations about expenditures and votes.

Hypothesis testing: 1

In the earlier paper, we tested for a negative F— V' function by examining
the effects of £ and F on E. F and F represent the incumbent party’s fiscal
policy relative to its predecessors. Different combinations of values for
these two variables make up different kinds of policies, as shown in Table
2.

Table 2 also shows our hypothesized electoral effects of each policy. On
‘the basis of a negative relation between F and V, and assuming F is near
or at equilibrium, we hypothesize that expansionary policies will result in
defeat and cutback policies in reelection of the incumbents.

An expansionary policy is one in which either For F or both are positive
and neither is negative.

A cut-back policy is one where F, F, or both are negative. Even in the
case where F is positive, if F is negative there has been a reduction in the
rate of growth (velocity) in F, i.e., a deceleration. That is a form of fiscal
cutback.

A third policy, the steady-state, occurs when both F and F are close 10
zero. For the purpose of this paper, these variables take a value of zero if
they fall between ~2 and +2.

Table 2. Fiscal policies and hypothesized election outcomes

Fiscal policy F- F combination Hypothesized election outcome

Expansionary F or F greater than zero Defeat
but neither less than
zero

Cut-back Either F or F less than Reelection
2ero

Steady-state F and Fequal to zero Indeterminate




Table 3. Fiscal policy and election outcome, United States, 18801980

Fiscal policy

Election outcome Expansionary Cut-back Total
Reelection 2 12 14
Deleat 9 3 i2
Total 1 15 26
Chi square = 9.64; df = |
Significant at .005 level
Source: Appendix A.
Table 4. Fiscal policy and election outcome, United States, 1936—1980

Fiscal policy
Election outcome Expansionary Cut-back Totai
Reelection 1 6 7
Defeat 4 1 5
Total 5 7 12
Chi square = 5.09; df = |
Significant at .05 level
Source: Appendix A.
Table 5. Fiscal policy and election outcome, Great Britain, 1935-1979

Fiscal policy
Election outcome Expansionary Cut-back Total
Reelection 1 4 5
Defeat 4 2 6
Total 5 6 I

Chi square: 2.49; df = 1
Significant at (5 level

Source: Appendix B.
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We test the hypothesis shown in Table 2 with data from the US and GB
assembled in the appendices. The US data include 26 elections held be-
tween 1880 and 1980. The data on GB include only 11 elections between
1935 and 1979, a period with a two-party system similar to the US. In the
1983 election, the two-party system broke down in GB. But for much of
the period after 1935, elections were decided between the Labor and Con-
servative parties. (See also the Appendix for additional comments on
British elections.)

Tables 3, 4 and 5 present data on fiscal policy and election outcome for
the United States and Great Britain. Table 3 includes all 26 American elec-
tions held between 1880 and 1980 while Table 4 includes only the 12 elec-
tions held since 1936. This period is nearly coterminous with that of Table
5, which includes 11 British elections held between 1935 and 1979.

Chi-square analysis shows that the relationship between fiscal policy and
election outcome is significant and in the direction we hypothesized. Fiscal
expansion is usually followed by the defeat of the incumbents while fiscal
cutbacks are normally followed by reelection. The relationship is stronger F
in the US than in GB. Eighty percent of the American elections and nearly
75% of the British elections conform to our expectations.

It is interesting to note that we did not find a single administration that ‘ v
pursued a steady state policy. There was always some policy change. This v
may reflect a political preference to distinguish every administration from I
its predecessor. f

I
a
The model: 11
; tl
Up to now we have discussed the political demand function as if the D is
curve in Figure 2 remained static over time. In this section of the paper we
examine changes in the position of the curve caused by the ‘displacements’ ;
of wars and depressions, secular forces like Wagner’s Law, and changes in
the legitimacy of the government. In the next section we search British and A
American history during the last 50 years for evidence of migrations or E L
shifts in the fiscal demand curves of these two countries. a
W
. F
The displacement effect N
Peacock and Wiseman (1961) and Kendrick (1955) noted the displacements fi
in F caused by war or depression. During such periods of political and , D
economic upheaval, F is known to take values much higher than what had
been considered normal up to that time. After the crisis is over, F drops 4 1
but settles at a level higher than before. They conclude that wars and 1 re
depressions have a ‘displacement’ effect on F. 3 0
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v, Vote Percent
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Figure 2. The displacement effect

The displacement effect is illustrated in Figure 2. Assume a stable pre-
war period of F*,. In the next time period, the nation is involved in a world
war. Such an event brings forth an upsurge in support for fiscal expansion.
In our model, this is seen as a temporary shift in the demand function,
from D to D'’. F now reaches F;. Once the crisis is past, D falls back, to
D'. The result is a permanent shift in F*, to F*;. (We do not consider Fs3
a long-run equilibrium level, hence we label it simply F3 instead of F*;.)

It is beyond the scope of this paper to discuss all the questions raised by
the displacement effect. Our only purpose is to show that the phenomenon
is incorporated into the model.

Wagner’s Law

Another phenomenon readily incorporated into the model is Wagner’s
Law of Increasing State Expenditures. This holds that growing population
and economies demand an increasingly larger state sector to service them
with collective goods. Thus, F has a long-run tendency to more rightward.
Figure 3 shows what happens as society’s demand for state services relative
to private goods rises over time. As demand for state services grows, the
fiscal price the electorate is willing to pay the government rises. Ceteris
paribus, this leads to a higher V for the incumbents, from 50% to, say,
60%. The incumbents utilize the added support to increase F until V falls
to 50% again, reaching a new, higher equilibrium. If the process is
repeated continuously, F* migrates rightward, so that every decade F is
observed to be higher than before.
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Figure 3. Wagner’s Law

There is considerable debate over the universality of Wagner’s Law. It
appears to hold only for some countries and for certain periods of time
{Buchanan and Flowers, 1980). For our purposes, it is sufficient to- show
that Wagner’s Law can be easily added to the model.

Changes in legitimacy

In another paper, we argued that the optimal F for any government
depends on its legitimacy (Heggen and Cuzan, 1981). The legitimacy of
government has to do with the opinion its leaders, processes, and policies
enjoy among the citizenry. [t is roughly equivalent to its quality, The
higher the public regards this to be, the higher F they support, ceferis
paribus.

It seems reasonable to hypothesize that legitimacy grows with policy suc-
cesses, victory in war, and the prestige of a nation’s leaders. Conversely,
defeat in war, reduced confidence in public officials, and perceived policy
fFailures work in the opposite direction. These changes in attitudes and
perceptions are influenced by ideology. Historically, a government’s
legitimacy can rise or fall, rise again, and so on in response to changes in
ideology and events. This would have a pendulum effect on the D curve
and, hence, F*.

To sum up: The political demand curve does not stand still. Rather, it
shifts and migrates in response to parameter changes. Three important para-
meters are: the occurrence of war, depression, or other major crisis; popula-
tion and economic growth; and the legitimacy of the government.
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Figure 4. F and E, Great Britain and the United States, 1928—1980

Testing: 11

Understanding the displacement effect and Wagner’s Law is important for
testing historical relationships between F and V. This is particularly true
over long periods of time characterized by ideological revolutions, social
and economic dislocations, and large wars. During the twentieth century,
the US and GB have gone through several such periods, often simultane-
ously. Figure 4 compares the time-paths F has followed in each country
(1928—-1980 in US; 1935-1979 in GB). Note the similarities in direction
and magnitude of change, distance between the paths and, generally, the
slopes of the curves. Note also that the historical tendency, up to the 1970s,
was for F to rise in both countries, suggesting something like Wagner’s
Law. Finally, note the large ‘displacements’ in F associated with the Great
Depression, World War Il and, in the US, the Korean War.

These changes in the F expansion path should be reflected in shifts and
migrations in the D curve in both the US and GB. We examine each coun-
try separately.




