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1. Introduction
Electoral motives can and do influence economidcgoln particular, politicians have been
shown to behave opportunistically before electitmsncrease their re-election prospects
(e.g., Nordhaus 1975; Rogoff and Sibert 1988). Meent studies fail to identify electoral
cycles in unemployment or inflation, but find cyxlen policies such as government
expenditures. By using panel data, electoral cyobese been identified in OECD countries,
across states or provinces in federal systemsasodacross municipaliti€ss.

Unemployment has been shown to be an importantatai of government popularity
(e.g., Ursprung 1984; Lewis-Beck and Paldam 2000¢lMr 2003). Voters tend to be little
informed about the state of the (macro) econony,(E€aplan 2007: 80), but make reasonable
assessments about unemployment (Conover et al.; 1P8@lam and Nannestad 2000;
Davidson et al. 2010). Governments can reduce uloyment directly by using Active
Labor Market Policies (ALMP). In countries such @ermany, individuals employed in
ALMP measures immediately drop out of the unemplegtmstatistics. ALMP therefore
decreases official unemployment measures in atdivag. In the former West Germany, for
example, the unemployment rate over the 1980-1@8®g would have been 0.25 percentage
points higher without job-creation schemes (Haged &teiner 2000: 127). Total yearly
expenditures on ALMP amounted to more than 24dpiliEuros in 1998 (Hagen and Steiner
2000: 14).

Many European governments have implemented ALMRyraros? Because of the

political benefits, it is likely that electoral manlation through ALMP is undertaken.

! Electoral cycles have been shown, for exampléQBECD countries (Katsimi and Sarantidis 2011; Ph&af
2011a), the European Union (Efthyvoulou 2011), @erman states (Schneider 2010; Tepe and Vanhuysse
2009), Canadian provinces (Blais and Nadeau 198®] R998; Tellier 2006), Portugese municipalitiggifja

and Veiga 2007; Aidt et al. 2011), Brazilian mupalities (Sakurai and Menezes-Filho 2008, 2011¢néh
municipalities (Foucault et al. 2008). For counstydies see, for example, Grier (2008), Berger \Atuitek
(1997), Belke (2000), Batool and Sieg (2009), Fk&42012), Ferris and Voia (2011).

2 To be sure, the success of ALMP programs is anshigland varies across countries. In Switzerland and
Germany, for example, ALMP programs hardly shortenaemployment duration (Lalive et al. 2008; Hagen
and Steiner 2000; Fertig et al. 2006). In Polamaining programs have increased the probabilitindividual
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Governments may do so by implementing governmeml@&ment programs, vocational
training programs or offering early retirement payns to the unemployed elderly. Against
the background that electoral manipulation has lieastigated in several fields of economic
policy-making, it is surprising that electoral agslin ALMP have not been investigated. We
study whether election-motivated manipulations diM® have been undertaken in the
German states in the period 1985 to 2004. Our teeshlow that job-creation schemes have
been pursued more vigorously to reduce unemploymagat significantly in the run-up to
elections..

The paper is organized as follows. Section 2 ptestire institutional background.

Section 3 describes the empirical strategy. Seetipresents the results. Section 5 concludes.

2. Institutional background: active labor market policiesin Germany

Active labor market policies are intended to regnéée unemployed persons into the labor
force, for example, by subsidising wages or by reeaf job-creation schemé&sALMP
programs in Germany are supervised by the Fedenaldyment Agency (Bundesagentur fur
Arbeit, FEA). Historically, ALMP programs were amportant innovation of the Job
Promotion Act (AFG, Arbeitsférderungsgesetz), whidimed the legal basis for labor
market policies in Germany in the 1969-1997 peridd. 1998, the Social Code
(Sozialgesetzbuch, SGB) Ill was adopted with thenhon of expanding the provisions of

ALMPs. ALMPs are not, however, limited to the fealelevel of government. In practice,

employment, whereas wage subsidies have had aiveedgatiluence on individual employment probability
(Kluve et al. 2008). Using data from Denmark, Graea and van Ours (2008) find positive activationgpam
effects on unemployment duration and job findingesa Evidence from the United States suggests that
taxpayer-financed job-training programs are "sasfid" mainly because the individuals receivingtstraining

are more employable even before entering the pnagttaat is, admissions officers "skim the creanf'té top

of the pool of applicants (see, e.g., Bell and @002). The ambiguity of ALMP success notwithstaggin
politicians have implemented ALMP programs for agdime.

3 There are several ALMP instruments which broadipained the same but were extended over time. Téroms
(2007) refers to the SGB Il as a legal basis aistindjuishes between “Measures to Enhance and Athjes
Qualification of the Individuals”, “Counselling andlssistance for Regional and Vocational Mobilitynd
“Subsidised Employment”. The latter category cassisf wage subsidies and two groups of employment
programs, namely job-creation schemes and strdcauljastment schemes. They both establish the ledca
second labor market.
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ALMPs are administered not only by the FEA, butbaly state-level public employment
agencies (Landesanstalten, LEA) (for further detail labor market policies in Germany and
the institutional set-up of job-creation schemes, s2g., Thomsen 2007: 16). The state
governments can implement their preferred laborketapolicies by subsidizing particular
job-creation schemes with funds taken from theindwdgets and by setting administrative
guidelines in the LEAs. Political decision makensl dnigh ranking civil servants in the LEAs
cooperate in implementation. Politicians may alsace friendly party members in
responsible positions in the LEA8eyond the programs initiated by the LEAs and|dual
agencies, a state government can implement addith/lctMP measures.

ALMP programs were first used in the beginning lo¢ t1980s in the former West
German states. We focus on this group of 10 stateparticular, we examine job-creation
schemes (“ArbeitsbeschaffungsmaRnahntentitil 2004 for three reasons: First, job-creation
schemes were a prominent policy instrument in fyesiod. They represented the most
important type of subsidized employment, both inmte of the number of participants and
costs (see, e.g., Hagen and Steiner 2000). Seeandpcus on this time period not only
because job-creation schemes became less impatftentthe end of 2004; an additional
reason for not including later years are the stmattreforms of the German labor market
associated with the so-called Hartz-laws which wateoduced in the beginning of 2005.
Third, among the ALMP measures undertaken in Geymtre best and most comparable
data are for the job-creation schemes. A numbepotbér ALMP measures have been
undertaken, but their design changed over time theg are not necessarily comparable

across states. Data on total ALMP spending at tidfte $evel are not available. We therefore

* Local authorities also play an important role ihMP because they arrange new jobs, find positiars f
unemployed persons and negotiate locally with thealed “Traeger” (municipal job-creation companier
similar local institutions), but they are not respible for the budget decisions.

® The so-called ,ArbeitsbeschaffungsmaRnahmen® ¢j@ation schemes) encompass subsidized jobs in the
second labor market that are intended to reinteguaemployed persons into employment. Their dumaito
limited and they often comprise tasks in the loultett sector.
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use the number of individuals benefiting from jakation schemes as a proxy for the

governments’ ALMP activities.

3. Data and empirical strategy

3.1 Data

We employ annual data of the number of individuaiksated in job-creation schemes
(“ArbeitsbeschaffungsmalRnahmen”). The data are igeov by Germany's Federal
Employment Office and covers the period 1985 to426f the ten former West German
states. We do not include the former East Germatestand also do not consider Berlin
because it was divided before the German unificatmd therefore the data contain a
structural break.

Figure 1 shows the number of individuals enrolledob-creation schemes (per 1000
inhabitants) and the unemployment rate from 19852@04. On average, about three
individuals per 2000 inhabitants were enrolledah-greation schemes, the average national
unemployment rate was 9.58%. The number of indaiglin job-creation schemes and the
unemployment rate differed over time and acrossividdal states. For example,
unemployment as well as the number of individualoked in job-creation schemes fell at
the end of the 1980s and reached a minimum afeerGlrman unification. In 1990, the
unemployment rate was 6.98% and there were 2.0Wid@ls enrolled in job-creation
schemes per 1000 inhabitants. Subsequently, ungmpltt and the number of individuals
enrolled in job-creation schemes rose steadilylimoat all German states. Laender such as
Bremen (on average 4.51 individuals enrolled in-gogation schemes per 1000 inhabitants
over the entire sample period), Hamburg (1.89) thedSaarland (1.84) had many individuals
in job-creation schemes, but only few were emrolleduch programs in Laender such as

Baden-Wuerttemberg (0.36), Bavaria (0.69) and H&&34) had only few individuals in job-



creation schemes. Overall, we control for theseatsfusing fixed year and state dummies in
the econometric model.

Regarding the relationship between the number dif/iduals enrolled in job-creation
schemes and the number of unemployed persons,xap@ately one out of every 30 jobless
Germans took part in such a program, on averages &hrolment rate ranged from a

minimum of one per 400, to a maximum of one peesev

3.2 The empirical model

The base-line panel data model has the followimgnfo

A In individuals in job-creation schemges a Election; + p Left + X« vk A In Xk
+ 0 A In individuals in job-creation schemgs
+ M i+ U

withi=1,...,10; k=1,...,3; t = 1985,...,2004.

The dependent variable In individuals in job-creation schemgdenotes the growth rate in
the number of individuals enrolled in job-creatischemes (per 1000 inhabitants) in every
individual state i and year®tWe use the growth rate and not the absolute nurober
individuals enrolled in job-creation schemes as die@endent variable to avoid spurious
regression. Panel unit root tests show that thevtirarate is stationary.The variable
Election; captures the timing of the elections. It assurhesvalue of one in an election year
and zero otherwise. We use this election variabla benchmark. For robustness checks, we

also apply different codings, such as includinggextion and post-election variables. There

® We use the number of individuals in job-creatichesmes instead of the inflows into job-creationesubs as
the measures vary in duration.

! By contrast, panel data unit root tests for the Ipeinof individuals enrolled in job-creation schenjesr 1000
inhabitants) in levels provide mixed results. lry @vent, the regression results show clearly thatrhodel in
levels is spurious: the estimated coefficient &f thgged dependent variable is nearly 1 and thecidsd t-
statistics exceed 20. We therefore estimate theefmondjrowth rates.
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are no common election dates across the Germass statd legislative terms last four or five
years.

Potentially all politicians behave opportunistigatbefore elections, but politicians
with different ideologies may well implement difégit economic policies during the
legislative period (Frey and Schneider 1978a, 1278b account for differences between
leftist and rightwing governments, we include ttagiableLeft,.? Partisan theory predicts that
leftist governments are more anxious about unempéoy (Hibbs 1977; Alesina 1987). We
therefore expect leftist governments to employ ALKBasures more often than rightwing
governments. Two major political blocs have domedathe political spectrum in Germany:
the leftist Social Democratic Party (SPD) and tbaservative Christian Democratic Union
(CDU). In Bavaria, Germany's largest federal sthye area, the conservatives are not
represented by the CDU but by their sister pahg,@hristian Social Party (CSU). CDU and
CSU do not compete and they form a single factrothe federal parliament (Bundestag).
This is why we use the label CDU for both partiasthe empirical analysis. All federal
chancellors and state prime ministers were memtfeosie of these two major blocks, SPD
and CDU. Therefore, one can test for ideology-irdueffects on this left-right dimension.
The variableLeft; assumes the value of one in periods when a SPDBePMinister was in
office and the SPD did not form a coalition witret&DU (grand coalition), the value 0.5
when the two parties formed a grand coalition (wendt distinguish whether the SPD or the

CDU appointed the Prime Minister) and zero othesWiBor robustness tests we replace the

8 By employing OECD panel data, the results by Geerkal. (2010) suggest that leftwing governmergsew
more likely than rightwing governments to raise mpéoyment benefits. Leftwing governments did not,
however, increase the growth rate of ALMP spend@in@ECD countries (Potraftke 2010).

® The much smaller Free Democratic Party (FDP) anee Party (GR) have played an important role as
coalition partners in the former West German staféisile the SPD has formed coalitions with the ¢hather
parties, the CDU never joined a coalition with @Geens on the federal or state level during thegeanalyzed

in this paper. We will also consider the influeméehe different coalition types, because the tigftt dimension
may neglect ideological differences between goveminparties within a “camp” (e.g., on the left beém
SPD/FDP and SPD/GR coalitions). As minority goveenis and other government formations have played a
negligible role, they will be subsumed under thelition types mentioned above.
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variable “Left” by individual coalition type dummnseand also consider the party affiliation of
the Labor Minister in coalition governments.

2k 7k A In Xi: includes three economic control variables. The remab individuals in
job-creation schemes is related directly to the Ipemmof unemployed persons since job-
creation schemes are often used in reaction to tmgimployment. We therefore include the
growth rate of the unemployment rate in periodtd-hcknowledge that governments react to
high unemployment in the previous period by intr@dg more job-creation schemes. The
time lag also avoids concerns about potential eedeigy. We include the growth rate of real
GDP to account for the business cycle and the dgroate of students whose coursework
included English (as a share of total studentgcimount for education quality across states.
We use this measure as a proxy for education becaasbetter data are availablg.
represents fixed yed?,andy; fixed state effects. Table 1 shows descriptivéisites of all
variables included in our sample.

We estimate the dynamic panel data model incluthedagged dependent variable by
using Bruno’s (2005a, 2005b) bias corrected leggares dummy variable estimator for
dynamic panel data models with smal*NWe chose initially the Blundell-Bond (1998)
estimator, in which the instruments are collapsedsiaggested by Roodman (2006). This
procedure avoids using invalid and too many insent® (see Roodman 2006, 2009 for
further details). Following Bloom et al. (2007) wedertake 50 repetitions of the procedure to
bootstrap the estimated standard errors. Withoaitldéigged dependent variable, the basic
model is estimated by feasible generalized leastarg$ in a common fixed effects
framework. We apply heteroscedastic and autocdiwalaconsistent (HAC) Newey-West
type standard errors and variance-covariance essm®lewey and West 1987; Stock and

Watson 2008) because the Wooldridge test for seoiaklation in the idiosyncratic errors of

12 The fixed year effects also control for specifistbrical events such as the German unification.
' 1n accordance with large sample properties ofaMM methods, e.g., the estimator proposed by Anelland
Bond (1991) would be biased in our econometric rhadte N=10.
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a linear panel-data model implies the existenceswbng arbitrary serial correlation

(Wooldridge 2002: 176-177).

4. Results

4.1 Basic results

Table 2 reports the results from estimating theebis® model. In columns (1) and (2) we
have entered only the political variables to shbat the inferences regarding them are not
sensitive to the inclusion/exclusion of the ecormweontrol variables. Columns (1) and (3)
show results without the lagged dependent variatd®ymns (2) and (4) report them when
that variable is included. The coefficient of tregded dependent variable is statistically
significant at the 5% level in column (4) but laditatistical significance in column (2). The
coefficient of the lagged dependent variable yieldselasticity of about 0.16 and shows that
the growth in the number of individuals enrolledab-creation is time-wise quite persistent.
The lagged growth rate of the unemployment rastatistically significant at the 5% level in
column (3) and at the 1% level in column (4). Thenerical meaning of the coefficient is that
when the unemployment rate increases by 1% the eumbindividuals enrolled in job-
creation schemes (as a share of inhabitants) isesehy about 0.7%. Unemployment in
period t-1 is thus seen to have a decided influemcéhe number of individuals enrolled in
job-creation schemes in period t. The growth rdteeal GDP and the share of students who
are taught English do not turn out to be statilyicagnificant.

In accordance with the predictions of the politibalsiness cycle theory, politicians
increased the growth rate of the number of indiglduin job-creation schemes before
elections. The coefficient of the election varialslestatistically significant at the 5% level in
columns (1) and (3) and at the 10% level in colurf#)sand (4). The numerical meaning of

the coefficients is that in election years in theri@an states, the growth rate of the number of



individuals enrolled in job-creation schemes insegh by about four percentage points.

Government ideology did however not influence the af ALMP.

4.2 Robustnesstests

We have tested the robustness of the results iergleways. To see whether growth in the
number of individuals enrolled in job-creation setes increased only in election years, we
have included a pre-election year variable thatirags the value of one in pre-election years
and is zero otherwise, and a post-election yeaaliarthat assumes the value of one in post-
election years and is zero otherwise. The resualt$able 2 show that active labor market
policies have been boosted in election years: fleetien year variable is statistically
significant at the 10% level in column (2) and e 5% level in column (4) and lacks
statistical significance at conventional levelscmlumns (1) and (3). In contrast, the pre-
election and post-election variables do not turhtouwbe statistically significant in columns
(1) to (4). This finding shows that politicians njauiated the growth rate of job-creation
schemes directly before but not after or much leetdections. An explanation why the pre-
election and the post-election variable do notumfice the growth rate of the number of
individuals enrolled in job-creation schemes maythee duration of these measures, which
was 12 months on the average. The coefficient@idbology variable also does not turn out
to be statistically significant.

Federal elections may also influence ALMPs in therr@an states. The reason is
twofold: (1) federal governments can also implempit-creation schemes and (2) the
chancellor can encourage prime ministers who betongis party to boost ALMP effort in
order to increase his or her reelection prospettthe federal level. We have therefore
included a federal election dummy that assumesdhee of one in each year coinciding with
a federal election and is zero otherwise. Tabld@ws that the federal election dummy is

statistically significant at the 1% level. The nuroal meaning is significant: the coefficient
10



of the federal election dummy is about four timasgér than the coefficient of the state
election dummy variable. Notice that including federal election dummy does not change
the estimated value or the statistical significaotCthe state election dummy and that several
state elections were held in the same year aztlezdl elections, some even on the same day.

Table 5 shows results obtained after having repldbe variableLeft; by coalition
type dummy variables which do not turn out to kaistically significant.? An exception is
the CDU/SPD dummy variable which is statisticallyngficant at the 1% level in column (1).
In any event, replacing the varialileft; by coalition type dummy variables does not change
the inferences regarding the election variables ¢bnceivable that when the CDU and SPD
form a grand coalition, the party affiliation ofeth.abor Minister has an influence on ALMP.
Whenever the CDU and the SPD formed a grand ocmalith the German states, the SPD
claimed the Ministry of Labor. Also, when the SR®red coalitions with the FDP and the
Greens, the SPD always claimed the Ministry of lrtaWe have included a SPD Labor
Minister dummy variable (results not shown). Intfathe SPD Labor Minister dummy
variable always assumes the value 1 when the Vafisf; assumes the value 1 or 0.5 and is
thus a more encompassing variable for leftwingtpalli ideology. Its coefficient has the
expected positive sign but does not turn out to sketistically significant across the
specifications. Including the SPD Labor Ministerighle does not change the inferences
regarding the election variable.

We have checked for the sensitivity of the restdtshe identities of the individual
states included in the empirical model. To rule this possibility, we have rerun the

regression, excluding one state at a time. Ovehadljnferences are robust in that they are not

12 The coalition type dummies take the value of ofmenvthe specified coalition type was in power aetbz
otherwise. We distinguish between six different litiom types: CDU, CDU/FDP, CDU/SPD, SPD/FDP,
SPD/GR, and SPD. With respect to the grand coasti@DU/SPD), we do not control for the identifioat of
the parties that appointed the prime minister. Yaichperfect collinearity between the coalition ¢ygummies,
one of the coalition type dummies must functionthesreference category (here SPD). The estimafedtgfof
the other coalition type dummies then need to texpineted as deviations from the reference category
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subject to the inclusion of particular states. Tifilence of the election variables declines,
however, when Hamburg, Schleswig-Holstein and tharl@nd are excluded (results not
shown).

Elections can be irregular (early) (Brender andzBera2005; Shi and Svensson 2006).
Following Shi and Svensson's (2006: 1374) idemtifan strategy, an election is classified as
regular (predetermined) if the election is (i) helda constitutionally determined date (year),
(i) held in the final year of the term specifieg the constitution; or (iii) announced at least
one year in advance of that date. In our samplepBthte state elections need to be classified
as “early”: three elections in Hamburg and onetedaan the Saarland. We have replaced the
election year variable by one variable for regalad one for early elections. The coefficients
of the regular election-year variables lack sta@tsignificance at conventional levels. The
early election variable also lacks statistical gigance in the dynamic panel data model, but
is significant at the 5% level in the model exchgliagged dependent variable. Against the
background that the influence of election variabtezlines when Hamburg, Schleswig-
Holstein and the Saarland are excluded, this résualbt surprising. The influence of the early
election variable does however not contradict tlexteral cycle hypothesis because, in
contrast to fiscal policy, election-motivated pcldns can easily implement job-creation
schemes also in a short-run period before earbtieles.

Other economic variables capturing the industrycstire and the fiscal equalization
scheme may influence ALMP in the German states.naie therefore controlled for these
influences® Neither the number of firms, nor the number of Eyees, nor the fiscal
equalization variables turn out to be statisticalfynificant. We have also replaced the growth

rate of students whose curriculum comprised Englesha share of total students) by the

13 We employ data by the German Federal Statistidit€®©on the number of firms and the number of
employees in these firms in the manufacturing sedtioe fiscal equalization variable equals the &iimdmillion
Euros of constant purchasing power that each stmieived (positive amount) or spent (negative artjon
period t.
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growth rate of students whose curriculum compriSeshch (as a share of total students) and
the growth rate of the share of foreign studentacmunt for education quality across states.
Both variables turn out not to be statistically néiigant. In any event, including these
variables does not change the inferences regatidglection variables at all.

We have also estimated the model using monthlyeatstof annual data. The
advantage of using monthly data is to exploit ma@agation in job-creation schemes and the
number of unemployed persons. The disadvantadgemisme cannot include further economic
control variables that are not available on a mignlasis. In any event, using monthly data

provides strong support for electoral cycles in ARM

4. Conclusion

ALMP measures reduce unemployment directly and rsogat unemployment statistics.
Electoral motives can thus explain why governmdrmdase implemented so many ALMP
programs and spent so much money on these progtan@ermany, for example, ALMP
expenditures exceeded 24 billion Euros in 1998 @daand Steiner 2000: 14). We have tested
whether election-motivated politicians manipulated® policies over the voting cycle, using
data for the German states from 1985 to 2004. Weethat ALMP in the form of job-creation
schemes were pushed before elections.

Avenues for future research include the followingestions: have electoral motives
influenced training programs and wage subsidieshto same extent? Are some ALMP
measures more prone to strategic consideratiormebelections? If yes: can these effects
explain why some AMLP programs turn out to be leffsctive than others? Electoral cycles
in ALMPs could also be tested for other countriesvhich their effectiveness has been the

subject of controversy. Empirical studies couldasploy ALMP measures other than job-
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creation schemes such as vocational training pnagjrar offering early retirement payments
to the unemployed elderly

The most important question for future researchwewer, is whether expansionary
policies (ALMP as well as other economic policiegfore elections do indeed improve the
incumbent's re-election prospects. Our results esigtpat political cycles in ALMP occur,
but we cannot draw any conclusions with respectth® actual electoral influence of
expansionary ALMP for re-election purposes. Whepaofunistic behavior pays, politicians

may well proceed boosting the economy in ordetag m office.

Acknowledgements

We would like to thank Florian Baumann, Mark Berxha¥iktor Brech, Axel Dreher, Tim
Friehe, Jan Fries, Laszlo Goerke, Florian HetpeeiG. Klomp, Daria Orlova, Carsten Pohl,
Nikolai Stahler, William F. Shughart Il, Viktor Steer, Heinrich Ursprung, two anonymous
referees, the participants of the Annual Meetinghaf Public Choice Society in Las Vegas
2009, the Annual Meeting of the European PubliciGh&ociety in Athens 2009, the Annual
Congress of the European Economic Association itdana 2009, the Annual Conference
of the European Society for Population EconomicSenille 2009, the Annual Meeting of the
German Economic Association (Verein fur Socialgk)iin Magdeburg 2009, the CESifo
Workshop on Political Economy in Dresden 2008,Bhewn Bag Seminars at the University
of Tlbingen 2008 and the University of Konstanz&@6 well as the Research Seminar at the
University of Duisburg-Essen 2008 for helpful conmtse Mario Mechtel gratefully
acknowledges financial support from the German &ebeFoundation (DFG). Felix Weber

has provided excellent research assistance.

14



References

Aidt, T. S., Veiga, F.J., & Veiga, L.G. (2011). Et®n results and opportunistic policies:
A new test of the rational political business cy&lablic Choicel48, 21-44

Alesina, A. (1987). Macroeconomic Policy in a Twarfy System as a Repeated
Game.The Quarterly Journal of Economid92, 651-678.

Arellano, M., & Bond, S. (1991). Some tests of sipeation for panel data: Monte Carlo
evidence and an application to employment equations
Review of Economic Studig8, 277-297.

Batool, I., & Sieg, G. (2009). Bread and the atintof power: economic events and German
election resultsPublic Choicel41, 151-165.

Behr, A. (2003). A comparison of dynamic panel degtamators: Monte Carlo evidence and
an application to the investment functi@iscussion paper 05/03, Economic Research
Centre of the Deutsche Bundesbank.

Belke, A. (2000). Partisan political business cgatethe German labour market? Empirical
tests in the light of the Lucas-critiqueublic Choicel04, 225-283.

Bell, S.H., & Orr, L.L. (2002). Screaning (and ar@ag?) applicants to job training programs:
The AFDC homemaker —home health aide demonstrations
Labour Economics9, 279-301.

Berger, H., & Woitek, U. (1997). Searching for pickl business cycles in Germany.

Public Choice 91, 179-197.

Blais, A., & Nadeau, R. (1992). The electoral budgele.Public Choice74, 389-403.

Bloom, D., Canning, D., Mansfield, R.K., & Moore,.f2007). Demographic change,
social security systems, and savingurnal of Monetary Economicést, 92-114.

Blundell, R.W., & Bond, S.R. (1998). Initial conidihs and moment restrictions in dynamic
panel data modelsournal of Econometric87, 115-143.

Brender, A., & Drazen, A. (2005). Political budggtles in new versus established
democracieslournal of Monetary Economidég, 1271-1295.

Bruno, G.S.F. (2005a). Approximating the bias &f LISDV estimator for dynamic
unbalanced panel data modétsonomics Letter87, 361-366.

Bruno, G.S.F. (2005b). Estimation and inferencdyinamic unbalanced panel data models
with a small number of individualStata Journal5, 473-500.

Caplan, B. (2007)The myth of the rational voter. Why democraciesosbdad policies
Princeton University Press: Princeton, New Jersey.

15



Conover, P.J., Feldman, S., & Knight, K. (1986Yging inflation and unemployment —
The origins of retrospective evaluatiodeurnal of Politics48, 565-588.

Davidson, C., Matusza, S.J., & Nelson, D. (2010hehavioral model of unemployment,
fairness and the political economy of trade policy.
Working Paper. Michigan State University.

Efthyvoulou, G. (2011). Political budget cyclegsl® European Union and the impact of
political pressures?ublic Choice forthcoming.

Ferris, J.S., & Voia, M.C. (2011). Does the expgotaor realization of a federal election
precipitate Canadian output growtGanadian Journal of Economi&6, 107-132.

Fertig, M., Schmidt, C.M., & Schneider, H. (2008%tive labor market policy in Germany —
Is there a successful policy strategy?
Regional Science and Urban Econonés 399-430.

Foucault, M., Madies, T., & Paty, S. (2008). Pullending interactions and local politics.
Empirical evidence from French municipaliti®siblic Choicel37, 57-80.

Frey, B.S., & Schneider, F. (1978a). An empiri¢dabtly of politico-economic interaction in
the United State&keview of Economics and Statistfs 174-183.

Frey, B.S., & Schneider, F. (1978b). A politic-eoaric model of the United Kingdom.
Economic Journa88, 243-253.

Goerke, L., Pannenberg, M., & Ursprung, H.W. (2020positive theory of the earnings
relationship of unemployment benefiBublic Choicel45, 137-163.

Graversen, B.K., & van Ours, J.C. (2008). How ttphanemployed find jobs quickly:
experimental evidence from a mandatory activati@y@m.
Journal of Public Economic82, 2020-2035.

Grier, K. (2008). US presidential elections and @@P growth.
Public Choicel35, 337-352.

Hagen, T., & Steiner, V. (2000yon der Finanzierung der Arbeitslosigkeit zur Fandey
von Arbeit Baden-Baden.

Hibbs, D.A., (1977). Political Parties and Macroeamic Policy.The American
Political Science ReviewWl, 1467-1487.

Katsimi, M., & Sarantidis, V. (2011). Do electioaBect the composition of fiscal policy in
developed, established democraciesBlic Choice forthcoming.

Kluve, J., Lehmann, H., & Schmidt, C.M. (2008). ésangling treatment effects of active
labor market policies: The role of labor force stasequences.
Labour Economic45, 1270-1295.

16



Lalive, R., van Ours, J.C., & Zweimdller, J. (2008he impact of active labour market
programmes on the duration of unemployment in Sa#liand.
Economic Journal18, 235-257.

Lewis-Beck, M.S., & Paldam, M. (2000). Economiciagt an introduction.
Electoral Studied9, 113-121.

Mueller, D.C. (2003)Public Choice Il Cambridge University Press: New York.

Newey, W.K., & West, K.D. (1987). A simple, pos#igemi-definite, heteroskedasticity and
autocorrelation consistent covariance matEizonometria 55, 703-708.

Nordhaus, W.D. (1975). The political business cycle
Review of Economic Studiég, 169 190.

Paldam, M., & Nannestad, P. (2000). What do vdtamwv about the economy? A study of
danish data, 1990-1998lectoral Studied9, 363-391.

Pommerehne, W.W., & Feld, L.P. (1994). Manipulationpolitical profit: a quantification of
commonsense. Paper prepared for the Annual Meetitige European Public Choice
Society, Valencia, April 6-9, 1994.

Potrafke, N. (2010). Globalization and labor maidetegulation: empirical evidence from
OECD countriesReview of World Economid=t6, 545-571.

Potrafke, N. (2011a). Political cycles and econopgidormance in OECD countries:
empirical evidence from 1951-2008ublic Choiceforthcoming.

Potrafke, N. (2011b). Public expenditures on edanand cultural affairs in the West
German states: does government ideology influemedtidget composition?
German Economic Reviei, 124-145.

Potrafke, N. (2012). Is German domestic socialgygtiolitically controversial?

Public Choiceforthcoming.

Reid, B.G. (1998). Endogenous elections, electundbet cycles and Canadian provincial
governmentsPublic Choiced7, 35-48.

Rogoff, K., & Sibert, A. (1988). Elections and Maeconomic Policy Cycles.

Review of Economic Studigs, 1-16

Roodman, D. (2006). How to do xtabond2: An intradarcto “Difference” and “System”
GMM in StataCenter for Global Development. Working PapeB.10

Roodman, D. (2009). A note on the theme of too mastyuments.

Oxford Bulletin of Economics and Statistitl 135-158.

17



Sakurai, S.N., & Menezes-Filho, A.N. (2008). Figgalicy and reelection in Brazilian
municipalities.Public Choicel37, 301-314.

Sakurai, S.N., & Menezes-Filho, A.N. (2011). Opparstic and partisan election cycles in
Brazil: new evidence at the municipality levieublic Choice forthcoming.

Schneider, C.J. (2010). Fighting with one hand kiedind the back: political budget cycles
in the German stateBublic Choicel42, 125-150.

Shi, M., & Svensson, J. (2006). Political budgetley: Do they differ across countries and
why? Journal of Public Economic80, 1367-1389.

Stock, J. H., & Watson, M.W. (2008). Heteroskedststirobust standard errors for fixed
effect panel data regressidtconometrica/6, 155-174.

Tellier, G. (2006). Public expenditures in Canadpanvinces: an empirical study of politico-
economic interactions governmerisiblic Choicel26, 367-385.

Tepe, M., & Vanhuysse, P. (2009). Educational bessrcycles — The political economy of
teacher hiring across German states, 1992-200# lic Choicel39, 61-82.

Thomsen, S.L. (2007valuating the employment effects of job creatremes in
Germany Physica Verlag.

Ursprung, H.W. (1984). Macroeconomic performancg government popularity in New
Zealand Comparative Political Studieks, 457-477.

Veiga, L.G., & Veiga, F.J. (2007). Political busssecycles at the municipal level.
Public Choicel31, 45-64.

Wooldridge, J. M. (2002Econometric analysis of cross section and paned.dat
MIT Press, Cambridge.

18



Figure 1. Number of individuals in job-creation eanfes (per 1000 inhabitants) and
unemployment rate in the West German states ipehied 1985-2004.
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Table 1. Descriptive Statistics.

Variable Obs. Mean  Std. Dev. Min Max Source
Number of individuals in Federal Employment
job-creation schemes Agency
(per 1000 inhabitants) 200 1.50 1.45 0.12 8.56 Federal Statistical Office
Unemployment rate Federal Employment
200 9.58 2.68 3.73 16.78 Agency
Election 200 0.25 0.43 0 1 own calculation
Pre-Election 200 0.25 0.43 0 1 own calculation
Post-Election 200 0.24 0.43 0 1 own calculation
Federal Election 200 0.25 0.43 0 1 own calculation
Left 200 0.62 0.47 0 1 Potrafke (2011b)
SPD 200 0.29 0.45 0 1 Potrafke (2011b)
SPD/FDP 200 0.19 0.39 0 1 Potrafke (2011b)
SPD/GR 200 0.11 0.31 0 1 Potrafke (2011b)
CDU/SPD 200 0.07 0.26 0 1 Potrafke (2011b)
CDU/FDP 200 0.16 0.37 0 1 Potrafke (2011b)
CbhU 200 0.19 0.39 0 1 Potrafke (2011b)
Labor Minister (SPD) 200 0.65 0.48 0 1 own calculation
Labor Minister (CDU) 200 0.34 0.47 0 1 own calculation
Labor Minister (FDP) 200 0.01 0.10 0 1 own calculation

Research Group
“Volkswirtschaftliche
Gesamtrechnung der
200 22615.05 7659.16 10920.5048448.17 Lander”

Federal Statistical Office

GDP per capita (real)

Students who are taught

English (share) 190 0.29 0.12 0.09 0.87

Students who are taught - i
French (share) 190 0.05 005 0.0 0.0 Federal Statistical Office
Foreign national students - i
(share) 200 0.08 0.04 0.02 0.17 Federal Statistical Office

Enterprises 200 4210.855 3799.453 331 11905 Federal Statistical Office
Employees in Enterprises 200 627775.1 579617.1 60608 2037956 Federal Statistical Office

Fiscal equalization Federal Statistical Office

200 -52.11486 1009.3772734.389 1889.04
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Table 2. Regression Results. Dependent Variablewtrrate of the number of individuals
enrolled in job-creation schemes (per 1000 inhals)a Heteroskedastic and autocorrelation
consistent (HAC) Newey-West type standard errocsdymamic bias corrected estimator.

1) (2) 3) (4)
FGLS Dynamic FGLS Dynamic
Election 0.0371** 0.0389* 0.0433** 0.0441*
[2.59] [1.68] [2.34] [1.90]
Left 0.0239 0.0409 0.0248 0.0209
[0.60] [1.08] [0.58] [0.54]
A In Unemployment rate (t-1) 0.6570** 0.7026***
[3.10] [2.78]
A In GDP per capita (real) -0.0910 0.0144
[0.26] [0.01]
A In Share of Students who are taught English -0.0920 -0.1065
[0.67] [0.79]
Lagged Dependent Variable 0.1017 0.1552**
[1.43] [2.04]
Fixed State Effects Yes Yes Yes Yes
Fixed Year Effects Yes Yes Yes Yes
Observations 190 180 180 180
Number of N 10 10 10 10
R-Squared (overall) 0.72 0.72

Notes: Absolute value of t statistics in brack&tsignificant at 10%; ** significant at 5%; *** sigificant at 1%
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Table 3. Regression Results. Dependent Variablewrrate of the number of individuals
enrolled in job-creation schemes (per 1000 inhals)a Heteroskedastic and autocorrelation
consistent (HAC) Newey-West type standard errocsdymamic bias corrected estimator.
Pre-election and Post-election dummy variable uetl

(1) ) 3) (4)

FGLS Dynamic FGLS Dynamic
Election 0.0422 0.0434* 0.0505 0.0491**
[1.67] [1.88] [1.65] [2.08]
Pre-Election 0.0091 0.0154 0.0143 0.0166
[0.26] [0.54] [0.35] [0.58]
Post-Election 0.0086 0.003 0.0111 0.0036
[0.33] [0.12] [0.40] [0.14]
Left 0.0248 0.042 0.0266 0.0223
[0.62] [1.08] [0.63] [0.57]
A In Unemployment rate (t-1) 0.6552** 0.6925***
[3.03] [2.74]
A In GDP per capita (real) -0.0648 0.0275
[0.17] [0.02]
A In Share of Students who are taught English -0.0979 -0.117
[0.73] [0.85]
Lagged Dependent Variable 0.1131 0.1650**
[1.55] [2.13]
Fixed State Effects Yes Yes Yes Yes
Fixed Year Effects Yes Yes Yes Yes
Observations 190 180 180 180
Number of N 10 10 10 10
R-Squared (overall) 0.72 0.72

Notes: Absolute value of t statistics in brack&tsignificant at 10%; ** significant at 5%; *** sigificant at 1%
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Table 4. Regression Results. Dependent Variablewtrrate of the number of individuals
enrolled in job-creation schemes (per 1000 inhals)a Heteroskedastic and autocorrelation
consistent (HAC) Newey-West type standard errocsdymamic bias corrected estimator.
Federal election dummy variable included.

1) 2 3) 4)
FGLS Dynamic FGLS Dynamic
Election 0.0371** 0.0389* 0.0433** 0.0441*
[2.59] [1.68] [2.34] [1.90]
Federal Election 0.3247%** 0.1198* 0.2099*** 0.1960***
[4.49] [1.96] [4.02] [2.99]
Left 0.0239 0.0409 0.0248 0.0209
[0.60] [1.08] [0.58] [0.54]
A In Unemployment rate (t-1) 0.6570** 0.7026***
[3.10] [2.78]
A In GDP per capita (real) -0.091 0.0144
[0.26] [0.01]
A In Share of Students who are taught English -0.092 -0.1065
[0.67] [0.79]
Lagged Dependent Variable 0.1103 0.1619**
[1.54] [2.12]
Fixed State Effects Yes Yes Yes Yes
Fixed Year Effects Yes Yes Yes Yes
Observations 190 180 180 180
Number of N 10 10 10 10
R-Squared (overall) 0.72 0.72

Notes: Absolute value of t statistics in brack&tsignificant at 10%; ** significant at 5%; *** sigificant at 1%
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Table 5. Regression Results. Dependent Variablewtrrate of the number of individuals
enrolled in job-creation schemes (per 1000 inhals)a Heteroskedastic and autocorrelation
consistent (HAC) Newey-West type standard errocsdymamic bias corrected estimator.
Coalition type dummies and Labor minister dummyuded.

1) 2 3) 4)
FGLS Dynamic FGLS Dynamic
Election 0.0346* 0.0387* 0.0423* 0.0434*
[2.17] [1.67] [2.15] [1.86]
SPD/FDP 0.0421 0.0385 0.0348 0.0293
[0.92] [0.71] [1.11] [0.53]
SPD/GR 0.0308 0.0288 0.0256 0.0233
[0.73] [0.76] [0.65] [0.62]
CDU/SPD 0.0947*** 0.0798 0.0568 0.045
[3.41] [1.16] [1.42] [0.64]
CDU/FDP 0.0103 -0.009 0.007 0.0068
[0.26] [0.20] [0.19] [0.15]
CDhU -0.0541 -0.0831 -0.0717 -0.0656
[0.77] [1.45] [0.94] [1.13]
A In Unemployment rate (t-1) 0.5697** 0.6131**
[2.26] [2.20]
A In GDP per capita (real) 0.0448 0.0989
[0.11] [0.08]
A In Share of Students who are taught English -0.0853 -0.0972
[0.58] [0.69]
Lagged Dependent Variable 0.0736 0.1299
[0.95] [1.60]
Fixed State Effects Yes Yes Yes Yes
Fixed Year Effects Yes Yes Yes Yes
Observations 190 180 180 180
Number of N 10 10 10 10
R-Squared (overall) 0.73 0.73

Notes: Absolute value of t statistics in brack&tsignificant at 10%; ** significant at 5%; *** sigificant at 1%
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