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Abstract

Do voters reward national leaders who are more competent economic managers, or
merely those who happen to be in power when the world economy booms? Using
data from 268 democratic elections held between 1978 and 1999, I compare the effect
of world growth (luck) and national growth relative to world growth (competence).
Both matter, but the effect of luck is larger than the effect of competence. Voters are
more likely to reward competence in countries that are richer and better educated;
and there is some suggestive evidence that media penetration rates affect the returns
to luck and competence.

I. Introduction

Are national leaders more likely to be re-elected when the world economy booms?
Or do voters benchmark their country’s economic performance against other nations?
This paper provides new evidence on whether voters behave according to a purely
rational model by considering the impact of an exogenous factor — the state of the
world economy — on the outcomes of 268 national elections taking place in the last
quarter of the twentieth century.

That the economy affects elections has been amply demonstrated, including in
the United States House of Representatives (Stigler, 1973; Jacobson and Kernell,
1983; Lewis-Beck and Rice, 1984), the United States Presidential race (Hibbs, 1982;
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Markus, 1988; Fair, 2002), Canada (Nadeau and Blais, 1993) and Australia (Jack-
man and Marks, 1994; Cameron and Crosby, 2000; Wolfers and Leigh, 2002; Leigh
and Wolfers, 2006). Other studies have looked at Organization for Economic Co-
operation and Development (OECD) countries (Alesina, Roubini and Cohen, 1999),
Latin American nations (Remmer, 1991) and groups of developing countries (Pacek
and Radcliff, 1995; Schuknecht, 1996). However, this literature has principally
focused on political business cycles and election forecasting, rather than on sepa-
rating the effect of the world economy from the effect of national economic
performance.!

According to rational voting models, voters should make their decisions based
purely on politicians’ competence, and not on factors outside their control.> However,
studies since that of Downs (1957) argue that voters will be ‘rationally ignorant’,
as there is virtually no chance that their vote will influence the outcome (see also
Brennan and Lomasky, 1993; Mulligan and Hunter, 2003). Another way of viewing
the problem is that cognitive resources are scarce (Gabaix and Laibson, 2005;
Gabaix et al., 2006), and individuals therefore choose to economize on decision time
by using rules of thumb to decide how to vote.

In the context of United States gubernatorial elections, Wolfers (2007) shows
that a model of quasi-rationality may be more appropriate. Analysing whether voters
parse out the effect of the national economy, he finds that while voters make some
attempt to evaluate their state’s economy relative to the national economy, those in
pro-cyclical states are consistently fooled into re-electing incumbents during national
booms, and dumping them during national recessions.>

Here, I shift the analysis up one level — exploring whether voters in national elec-
tions attempt to evaluate their country’s economic performance relative to the world
economy. So far as [ am aware, this is the first paper to look at the effect of world
growth on national election outcomes.

Figure 1 charts annual growth in real per capita GDP against the fraction of
democratic elections in which the party of the incumbent national leader is re-
elected (excluding the US and Japan). There appears to be a positive relationship
between the two, with both re-election rates and growth notably rising in 1978,
1988 and 1999. This suggests that voters may not be consistently separating the

"'When estimating political business cycle models across OECD countries, Alesina ez al. (1999) control for
the world business cycle in some of their specifications, but they do not focus upon the effect of world growth
on national elections.

2For example, Alesina et al. (1999, p. 253) state that: ‘Although important work in macro-political eco-
nomics predates the rational expectations revolution in macroeconomics, a new literature emerged as a result
of developments in the rational theory of economic policy. This literature emphasizes the constraints that the
assumption of individual rationality imposes on the ability of policy-makers to systematically, predictably, and
permanently influence the state of the economy along an inflation-unemployment trade-off; and policymakers’
ability to systematically fool the electorate’. For evidence that politicians can affect the macroeconomy, see
also Alesina and Rosenthal (1995) and Snowberg, Wolfers and Zitzewitz (2007).

3Ebeid and Rodden (2006) look at a narrower subset of years than Wolfers (2007), and find that the rela-
tive performance of the state economy matters more for voters in non-agricultural states. See also Leigh and
McLeish (2009), who find similar results using data from Australian state elections.
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Figure 1. World growth and national elections

effects of the world economy from their national economic performance, as the
rational voter model predicts.

To preview the regression results, I find that voters in national elections are more
likely to re-elect incumbents when the world economy booms. Indeed, world eco-
nomic growth (luck) has a greater effect on incumbents’ re-election chances than the
amount by which national economic growth exceeds world growth (competence). In
countries which have a richer or better educated population, voters are more likely to
reward competence. Media penetration rates also seem to affect the returns to luck
and competence.

The remainder of this paper is organized as follows. Section II outlines the data
sources and variables of interest. Section III looks at the effect of the world and
national economy on election outcomes. Section IV explores whether voters’ ability
to parse out luck from competence differs systematically according to a country’s
level of development, governance or media penetration. The final section concludes.

II. Data

Each of the specifications presented in this paper uses as the dependent variable
whether the party of the country’s ‘chief executive’ (generally, the President or Prime
Minister) isre-elected. Elections that are marred by fraud are excluded, as are elections
taking place in the world’s two largest economies — the United States (which accounts
for 32% of world GDP) and Japan (14% of world GDP). For these two nations, world
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growth is not necessarily exogenous (the next largest economy, Germany, has only
6% of the world GDP).*

Political data are taken from the World Bank’s Database of Political Institutions,
which codes the party of the chief executive for the years 1975-2000. Because the
key independent variable is growth since the last election, the first election for each
country is excluded. In addition, because I code re-election based on the party of
the chief executive in the year following the election, the last year of the sample is
excluded. Finally, I drop countries in which national leaders are never ousted, or in
which they are always ousted. This leaves a sample of 58 countries and 268 elections,
held between 1978 and 1999. These countries and elections are listed in Appendix A.
The average term length is 3.4 years.

The two main independent variables are constructed from the average annual
growth in world real GDP per capita since the last election and that country’s aver-
age annual growth in real GDP per capita (both from World Development Indicators
2004).° Using OECD growth in place of world growth makes no substantive differ-
ence to the results (over the period 1975-2000, the correlation between world growth
and OECD growth is 0.96).

Growth in real GDP per capita is used in preference to inflation or unemployment
for three reasons. First, accurate measures of growth are more readily available for a
large panel of countries than unemployment or inflation. Secondly, growth fluctuates
more over short periods than either of the other two variables. Thirdly, growth is a
clearly measurable summary of changes in ‘the average state of material well-being
or prosperity in the electorate’ (Goodman and Kramer, 1975, p. 1260).

In section IV, I test whether the returns to luck and competence vary systematically
according to a country’s level of development, governance and media penetration.
The level of development is proxied with the level of GDP per capita, and a measure
of education, this being the average number of years of schooling of the popula-
tion aged 15 years and over, from Barro and Lee (2000). To test theories relating to
governance, I include a measure of the quality of the democracy, this being a Polity
IV-2004 regime score that ranges from +10 (full democracy) to —10 (full autocracy),
and a measure of the regime’s stability, this being the number of years since the last
substantive change in authority characteristics (defined as a three-point change in
the Polity score). More details on these two measures may be found in Marshall and

4Because other countries are affected by the world’s largest economies, it is not possible to circumvent this
problem by creating, for the United States and Japan, a measure of world GDP that excludes their output.

SSpecifically, I use the variable in the World Development Indicators data set with the name
NY.GDP.PCAPKD.ZG. This is the annual percentage growth rate of GDP per capita based on constant local
currency, with population estimated at midyear. World GDP is measured in constant US dollars, converted from
local currency units using the DEC alternative conversion factor, which in most cases is the official exchange
rate. This is then divided by world population to derive an estimate of world real GDP growth per capita. For
each country, world growth is defined to exclude that country’s own contribution to world growth, though
these contributions are trivial in most cases. For each country—year observation in the sample, I calculate the
country’s share of world GDP. The mean share of world GDP is 0.9%, and the median share of world GDP
is 0.2%.
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TABLE 1
Summary statistics (N = 268)
Mean SD

Averaged over election term

Whether party of national leader is re-elected 0.571 0.496

Growth in national real GDP per capita (%) 1.412 3.556

Growth in world real GDP per capita (%) 1.116 0.953
Averaged over 1975-2000

National log real GDP per capita 8.365 1.521

Mean years of schooling of the population aged 15 or over 6.757 2.616

Polity IV regime score (+10 is full democracy, —10 is full autocracy) 5.854 4.945

Number of years since the last substantive change in authority 32.461 28.039

characteristics (defined as a three-point change in the polity score)

General government final consumption expenditure as a share of GDP (%) 16.736 5.549

Daily newspaper circulation per person 0.161 0.148

Radios per person 0.519 0.338

Televisions per person 0.250 0.179

Notes: World GDP growth in a given year differs slightly for each country, as it excludes that country’s
contribution to world growth.

Jaggers (2005). I also include a measure of the government’s share of the national
economy (general government final consumption expenditure as a share of GDP,
from the World Development Indicators database), as a proxy for how much election
outcomes might affect the daily lives of most voters.

Three measures of media penetration are used: the number of newspapers, the
number of radios and the number of televisions per person, all from World Devel-
opment Indicators 2004 (based on data originally collected by UNESCO). For each
country, development, governance and media penetration measures are averaged
across the period 1975-2000. For a small number of countries, these interaction
measures are unavailable, and hence are imputed using the average for countries
in the same geographic region. Table 1 presents summary statistics.

III. Separating luck and competence

At the outset, it is worth determining the extent to which national growth over the
previous term (whether caused by world growth or not) affects election outcomes.
This is done by estimating the following regression for country i in election term ¢:

ReElect(0, 1); = DY +n; + &;. (1)

In this equation, the dependent variable is an indicator for whether the party of the
national leader is re-elected, DY denotes national growth and # is a country fixed
effect.

This regression and all other specifications in the paper are estimated using both a
conditional logit model and a fixed-effect linear probability model. While conditional
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TABLE 2
Does growth help national leaders get re-elected?
1) )
Conditional  Linear
logit probability

Dependent variable: Whether the party of the national
leader is re-elected

National GDP growth 0.039%** 0.039%**
(percentage points)

(0.014) (0.013)
Country fixed effects Yes Yes
R? 0.04 0.04
Elections 268 268
Countries 58 58

Notes: Column 1 shows marginal effects from a con-
ditional logit model, assuming that the fixed effect is
zero. Standard errors in parentheses. *** denotes statistical
significance at the 1% level. R? is the pseudo-R? for the con-
ditional logit specification, and the within-R? for the linear
probability specification.

logit has the advantage that it takes account of the binary nature of the dependent
variable, it is potentially biased in short panels, because of the incidental parameter
problem (Neyman and Scott, 1948; see also Greene, 2002). A linear probability model
is therefore used as a check on the results. As Wooldridge (2002, p. 454) points out,
the linear probability model ‘should be seen as a convenient approximation to the
underlying response probability’.®

Note that in principle the linear probability model could be estimated on a larger
sample of elections, as unlike the conditional logit model, fixed-effect linear proba-
bility models do not automatically drop countries in which national leaders are
always or never re-elected. However, to simplify exposition, both models are
estimated on the same sample. Results are quite similar if the fixed-effect linear
probability model is estimated on a larger sample of elections.

Based on the fixed-effect regressions in Table 2, an incumbent national leader (or a
successor from the same party) is 4 percentage points more likely to win a re-election
for every extra percentage point of GDP growth over the preceding electoral term.
To put this into context, the mean growth rate in the sample is 1.4%, and incumbents
are re-elected 57% of the time. These results imply that at a growth rate of 2.4%,
incumbents would have a 61% chance of re-election.

Does world growth affect national elections? To test this, I separate growth into
two components — world growth (luck) and the gap between national growth and
world growth (competence). I then estimate the following fixed-effect model:

®Wooldridge (2002) suggests that a straightforward check on the linear probability model is to see how
many of the fitted values do not lie between zero and one. For the linear probability models estimated in this
paper, there are never more than eight of the 268 fitted values that lie outside the unit interval.
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Which matters more: luck or competence?

TABLE 3

)

Assuming world growth
has the same effect on
national growth in all

countries

)
Taking account of
different degrees of
global integration

Dependent variable: Whether the party of the national leader is re-elected

Panel A: Conditional logit model
Luck (world growth)

Competence (national growth —
world growth)

Country fixed effects
Pseudo-R?
Elections
Countries

Panel B: Linear probability model
Luck (world growth)

Competence (national growth —
world growth)

Country fixed effects
Within-R?
Elections
Countries

0.109%*
(0.036)

0.032%*
(0.013)

Yes
0.06

268

58

0.115%*

(0.046)
0.035%*

(0.013)

Yes
0.05

268

58

0.069%*
(0.036)

0.032%*
(0.015)

Yes
0.04

268

58

0.074%*

(0.037)
0.032%*

(0.015)

Yes
0.04

268

58

Notes: Panel (A) shows marginal effects from a conditional logit model, assuming that
the fixed effect is zero. Standard errors in parentheses. *** and ** denote statistical signifi-
cance at the 1% and 5% levels, respectively. Column 1 is based on equation (2). Column 2

is based on equation (4).

ReElect(0, 1); = BDW, + (DY, — DW,) + 1 + &

169

2)

where DW is world growth, and the other variables are as defined above. As the
results in the first column of Table 3 indicate, the effects of luck and competence are
statistically significant at the 5% level or better. However, in both the conditional
logit and linear probability models, the size of the luck coefficient is more than twice
as large as that of the competence coefficient.

To see the effect of luck and competence, suppose a country which is so highly
integrated with the world economy that, on average, a 1 percentage point rise in world
economic growth boosts its growth rate by 1 percentage point. In this case, an extra
percentage point of world growth over the preceding electoral term raises an incum-
bent’s chances of re-election by 11 percentage points when using a conditional logit
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model and 12 percentage points in the linear probability model.” However, if that
nation’s growth has outpaced world growth by 1 percentage point over the preceding
term, this only raises the incumbent’s chances of re-election by 3 percentage points
in the conditional logit model, or 4 percentage points in the linear probability model.®
Residual plots from the linear probability model do not reveal the presence of any
significant outliers.

However, in some sense, equation (2) is unrealistic, as it assumes that world
growth affects national growth in all countries equally. In an alternative (preferred)
specification, I first determine the relationship between world growth and national
growth for each country, and then use this to calculate measures of luck and com-
petence for each country. This more flexible specification accounts for the fact that
some countries are more integrated with the world economy than others.

In order to determine the extent to which each country is integrated in the world
economy, I first estimate the following equation with a within-group estimator, using
annual data for all countries across the time span 1975-99. Note that in equation (3),
the subscript ‘¢’ refers to a single year (in other equations, it refers to an election
term):

DY, = LDWmn; + @in; + €. (3)

This equation allows for countries to differ both in their mean growth rate (¢) and
their sensitivity to the world economy (A).” From this, the fitted values (5? ) can be
considered to be luck — as they indicate the amount of national growth in a given year
that one would expect, given that year’s world growth rate. For a country entirely
disengaged from the world economy, 4; =0. The residuals (&) are competence — the
amount by which a country’s growth rate exceeds or lags behind what one would
predict, given world growth and that nation’s degree of enmeshment in the global
economy. For 23 of the 58 countries, the 4 coefficient is statistically significant at the
10% level or better. The within-group R? from this regression is 0.15.

To determine the relationship between luck and competence, I then take the aver-
age of DY andin § each election cycle (call these DY and ¢), and estimate the following
regression:

ReElect(0, 1), = DY s -+ 98, -+ 11, -+ vi- (4)

"Note the importance of the assumption that — on average —a 1 percentage point increase in world growth
causes the nation’s economy to grow 1 percentage point faster. This means that in a typical year, DY =DW.
I relax this assumption in the specifications shown in column 2 of Table 3.

8This is the opposite finding to that of Wolfers (2007), who looks at the effect of unemployment, house
prices and real income on US gubernatorial elections, and finds that there is a higher return to competence
(AState — ANational) than to luck (ANational). This suggests that voters in US states are better at parsing out
national effects than voters in national elections are at parsing out world effects.

°The ¢, terms are intended to capture underlying factors that may influence a country’s long-run average
growth rate (e.g. natural endowments). However, in a 25-year panel, it is possible that a highly competent
incumbent who stays in office for a long period may raise the country’s mean growth rate, which would bias
the coefficient on competence downwards.
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As in equation (2), f is the coefficient on luck and y is the coefficient on com-
petence. This specification has the advantage over equation (2) that it allows for
countries to be differentially integrated into the world economy. However, a limita-
tion of this approach is that mis-specification of equation (3) may bias the estimated
coefficients in equation (4).!° For example, this might occur if a country’s degree of
integration into the global economy changed over the sample period.

These results are presented in column 2 of Table 3. In this specification, the
coefficients on luck and competence fall slightly, but luck still matters most. In both
the conditional logit and linear probability specifications, an extra percentage point
of world growth over the electoral term boosts an incumbent’s chances of re-election
by 7 percentage points, while outpacing world growth by 1 percentage point only
makes the leader 3 percentage points more likely to be re-elected (both significant at
the 5% level).

One might think that this effect could be driven by the price of oil, the world’s most
traded commodity. However, when I estimate equation (2) using the change in the
world oil price in place of world GDP growth, the coefficient on the change in the price
of oil is statistically insignificant.!! This is true even when the sample is restricted
to countries that are energy importers. It therefore seems likely that the effect of
world growth on national elections operates through other channels, such as trade,
investment, capital flows and business confidence.

IV. What affects the returns to luck and competence?

Is it possible to explain differing returns to luck and competence by a nation’s level of
development, the quality of its democracy, the size of its government or the strength
of its media? Theory suggests reasons why each of these factors might matter. If the
average voter is richer or better educated, it might be that he or she does a better job
of parsing out the effect of the world economy when deciding whether to re-elect
a national leader. If a country is more democratic, its institutions might better help
voters separate signal from noise. If the government’s share in the economy is larger,
voters may put more effort into parsing out luck.

Some insight into why the media might be important is given in Besley and
Burgess (2002), who find that Indian state governments provide calamity relief in a
more timely fashion when newspaper circulation is higher and there is more electoral
competition.'> In the US context, Gentzkow, Glaeser and Goldin (2006) find that
the expansion and increasing independence of the media helped reduce corruption.

10A possible solution is to estimate equation (4), weighting the estimates by the inverse of the variance on
the predictions. This produces results similar to those shown in Table 4.

UResults are available from the author upon request.

12Besley and Burgess (2002) theorize that newspaper circulation and political competitiveness should affect
politicians’ behaviour because they increase the incentives for some politicians to signal that they are not of
the ‘selfish’ type.
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Other studies have also shown that across US counties, radio ownership was posi-
tively correlated with New Deal spending in the 1930s (Stromberg, 2004). Across
countries, press freedom has been shown to be negatively correlated with corruption
(Ahrend, 2002; Brunetti and Weder, 2003), and with the political longevity of the
national leader (Besley and Prat, 2006)."?

To test these theories, I interact luck and competence with two measures of devel-
opment (per capita GDP and the mean number of years of schooling of the adult
population), three measures of governance (democratic quality, system stability and
the government share in the economy), and three measures of media penetration (the
number of newspapers, radios and televisions per person). For each country, these
figures are averaged across the period 1975-2000 (as the model has a country-specific
effect, it is unnecessary to also include the main effects of income and education).'
For ease of interpretation, GDP, education and media penetration are normed to a
mean of zero and a standard deviation of one. In the case of a single interaction
variable, K, the equation to be estimated is:

ReElect(0,1); = ﬁﬁ\Yiz + 78 + CKils\Yit + EkiEie + 1+ v )

Appendix B shows the correlation matrix for the interaction variables. Not
surprisingly, they are highly correlated with one another, with correlations rang-
ing from 0.42 to 0.89. In the results that follow, I generally present specifications
that interact both GDP and another variable. However, Appendix B shows that GDP
is highly correlated with education, and also with television ownership, suggesting
that results from these specifications may be fragile. As an additional diagnostic, I
therefore include chi-squared and F'-tests on the joint significance of all interaction
terms.

Table 4 shows the results from specifications interacting GDP and education.
Both appear to increase the returns to competence. For a country of average per
capita income (the geometric mean in the sample is US$4300), luck plays a greater
part than competence in determining re-election. However, a one standard devi-
ation increase in per capita GDP (approximately a 150% increase in national
income) increases the effect of competence by 4 percentage points in both the con-
ditional logit and the linear probability specifications. However, while competence

3The exercise performed by Besley and Prat (2006) is perhaps most closely related to this one, with two
caveats: their study looks only at political longevity at a single point in time (1997) and covers both democracies
and non-democracies.

14 Averaging the development, governance and media measures over the period 1975-2000 implicitly allows
for some lagged effects in later years. In addition, it has the advantage that it should ameliorate the effects
of measurement error in the interaction terms (to the extent that such error is classical). An alternative way
of estimating the interaction models is to also exploit the time-series variation in the development, gover-
nance and media measures. Estimating the model in this way requires interpolating for missing years and
including the relevant development, governance and media measures as main effects (as they are not fully
absorbed by the country fixed effects). These models produce results qualitatively similar to those shown in
Tables 4-6.
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TABLE 4

Development and the returns to luck and competence
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(1) 2) )
Dependent variable: Whether the party of the national leader is re-elected
Panel A: Conditional logit model
Luck 0.078** 0.075%* 0.077**
(0.032) (0.033) (0.032)
Competence 0.053%%** 0.047*%* 0.054%%*
(0.018) (0.017) (0.019)
Luck x GDP 0.007 —0.021
(0.038) (0.059)
Competence x GDP 0.043%* 0.037
(0.017) (0.024)
Luck x education 0.022 0.041
(0.038) (0.059)
Competence x education 0.036** 0.008
(0.017) (0.024)
Country fixed effects Yes Yes Yes
Pseudo-R? 0.08 0.07 0.08
Elections 268 268 268
Countries 58 58 58
Chi-squared test on significance of 6.576 4.730 3.262
all interactions (P=0.037) (P=0.094) (P=0.515)
Panel B: Linear probability model
Luck 0.088%* 0.075%* 0.085%*
(0.038) (0.037) (0.038)
Competence 0.053%%** 0.048*** 0.053%%**
(0.016) (0.016) (0.017)
Luck x GDP 0.003 —0.013
(0.038) (0.052)
Competence x GDP 0.043%%** 0.036%*
(0.016) (0.022)
Luck x education 0.014 0.026
(0.040) (0.056)
Competence x education 0.036** 0.012
(0.017) (0.023)
Country fixed effects Yes Yes Yes
Within-R? 0.08 0.07 0.08
Elections 268 268 268
Countries 58 58 58
F-test on significance of all interactions 3.774 2.689 2.040
(P=0.025) (P=0.070) (P=0.090)

Notes: Panel (A) shows marginal effects from a conditional logit model, assuming that the fixed effect is
zero. Standard errors in parentheses. ***, ** and * denote statistical significance at the 1%, 5% and 10% levels,
respectively. All estimates in this table are based on equation (4), which takes account of different degrees
of global integration across countries. GDP is log real per capita GDP. Education is the average number of
years of education of the population aged 15 years and over. Both GDP and education are averages over the
period 1975-2000, and are normed to a mean of zero and a standard deviation of one.
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matters more in countries with affluent and highly educated voters, luck does
not matter less. This implies that election results in developed countries are more
sensitive to economic growth. Higher levels of income and education increase
voters’ ability to assess their country’s economic performance relative to the rest
of the world, but do not diminish the impact of the world economy on their voting
decisions.

Similarly, for every one standard deviation increase in average education (2.6
years of schooling) the effect of competence on re-election rises by 4 percentage
points in both the conditional logit and linear probability specifications. But as with
income, education does appear to have a significant impact on the ‘luck’ coefficient
(the effect of the world economy on national elections). When both the GDP and
education interactions are included in the model, the coefficients on both compe-
tence interactions are positive, but only the GDP interaction is statistically significant
(and then only in the linear probability specification). As pointed out above, GDP
and education are highly correlated with one another, so I also present a test on the
joint significance of the interaction terms. This is statistically different from zero for
the linear probability model, but not the conditional logit model, suggesting that the
results in column 3 are somewhat fragile.

Next, I test the relationship between governance and the returns to luck or compe-
tence, using three variables: a measure of the quality of the democracy, a measure of
the stability of the democracy and a measure of the size of government. To ensure that
these results are not being driven by a country’s level of development, I also include an
interaction between luck and GDP, and between competence and GDP. This ensures
that the luck x governance and competence x governance interactions pick the effect
of the governance variable on luck and competence, holding constant the effect of
income on luck and competence. Again, as the model has a country-specific effect, it
is unnecessary to also include the main effects of each country’s average income and
mean governance score.

The results of this specification are shown in Table 5. For each of the three
governance measures — democracy quality, stability and size of government — the
interactions with luck and competence are statistically insignificant, though the stan-
dard errors are large enough that it is not possible to reject large effects in either
direction. In each of these specifications, the competence x GDP interaction remains
positive and statistically significant at the 5% level or better. This is also captured by
chi-squared and F'-tests on the joint significance of the four interaction terms, which
in most specifications reject the hypothesis that the interactions are jointly equal
to zero.

Might the media also affect the returns to luck or competence? To test this hypo-
thesis, I include a further set of interactions: the number of newspapers per person,
radios per person and televisions per person. As in Table 5, I also control for the inter-
action of log real GDP per capita with competence and luck.

The results in Table 6 provide a modicum of evidence that different types of
media have different impacts on the returns to luck and competence. In column 1,
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TABLE 5
Governance and the returns to luck and competence
1) ) )
Polity Durable Gov. %

Dependent variable: Whether the party of the national leader is re-elected
Panel A: Conditional logit model

Luck 0.082** 0.083*** 0.089***
(0.033) (0.032) (0.030)
Competence 0.049** 0.052%%*%* 0.050%**
(0.019) (0.019) (0.019)
Luck x governance 0.038 0.049 —0.068
(0.044) (0.046) (0.054)
Competence X governance —0.016 0.001 —0.024
(0.020) (0.023) (0.020)
Luck x GDP —0.034 —0.014 0.028
(0.058) (0.043) (0.040)
Competence X GDP 0.062** 0.042%* 0.052%**
(0.028) (0.018) (0.019)
Country fixed effects Yes Yes Yes
Pseudo-R? 0.09 0.09 0.09
Elections 268 268 268
Countries 58 58 58
Chi-squared test on significance of 6.612 7.069 10.988
all interactions (P=0.158) (P=0.132) (P=0.027)
Panel B: Linear probability model
Luck 0.090** 0.092%** 0.094**
(0.038) (0.038) (0.038)
Competence 0.048*** 0.050%%*%* 0.048***
(0.018) (0.017) (0.017)
Luck x governance 0.034 0.044 —0.064
(0.046) (0.045) (0.058)
Competence X governance —0.011 —0.003 —0.016
(0.020) (0.021) (0.020)
Luck x GDP —0.028 —0.013 0.022
(0.054) (0.041) (0.042)
Competence X GDP 0.053** 0.043%* 0.048***
(0.025) (0.017) (0.017)
Country fixed effects Yes Yes Yes
Within-R? 0.08 0.08 0.09
Elections 268 268 268
Countries 58 58 58
F-test on significance of all interactions 2.117 2.119 2.397
(P=0.08) (P=0.08) (P=0.052)

Notes: Panel (A) shows marginal effects from a conditional logit model, assuming that the fixed effect
is zero. Standard errors in parentheses. *** and ** denote statistical significance at the 1% and 5% levels,
respectively. All estimates in this table are based on equation (4), which takes account of different degrees of
global integration across countries. GDP is the log of real per capita GDP. Polity is a regime score that ranges
from +10 (full democracy) to —10 (full autocracy). Durable is a variable denoting the number of years since
the last substantive change in authority characteristics (defined as a three-point change in the Polity score).
Gov% is general government final consumption expenditure as a share of GDP. GDP and governance variables
are averages over the period 1975-2000 and are normed to a mean of zero and a standard deviation of one.
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TABLE 6
Media penetration and the returns to luck and competence
1) 2 )
Newspapers Radios Televisions

Dependent variable: Whether the party of the national leader is re-elected
Panel A: Conditional logit model

Luck 0.080** 0.082%%* 0.094***
(0.034) (0.033) (0.030)
Competence 0.056%** 0.053%%** 0.047**
(0.020) (0.019) (0.019)
Luck x media —0.103 0.012 0.02
(0.064) (0.060) (0.066)
Competence X media —0.04 —0.013 —-0.071*
(0.030) (0.023) (0.037)
Luck x GDP 0.072 —0.001 —0.022
(0.057) (0.056) (0.067)
Competence X GDP 0.070%*** 0.052%* 0.097***
(0.027) (0.024) (0.034)
Country fixed effects Yes Yes Yes
Pseudo-R? 0.10 0.08 0.10
Elections 268 268 268
Countries 58 58 58
Chi-squared test on significance of 12.884 4.975 12.073
all interactions (P=0.012) (P=0.290) (P=0.017)
Panel B: Linear probability model
Luck 0.087** 0.092** 0.103**
(0.038) (0.039) (0.040)
Competence 0.051%%* 0.054%%* 0.043**
(0.017) (0.017) (0.018)
Luck x media —0.106* 0.006 0.006
(0.059) (0.061) (0.069)
Competence X media —0.034 —0.012 —0.058
(0.027) (0.021) (0.038)
Luck x GDP 0.068 —0.001 —0.008
(0.054) (0.056) (0.065)
Competence x GDP 0.063*** 0.053** 0.084***
(0.022) (0.023) (0.032)
Country fixed effects Yes Yes Yes
Within-R? 0.10 0.08 0.09
Elections 268 268 268
Countries 58 58 58
F-test on significance of all interactions 3.245 1.951 2.460
(P=0.013) (P=0.103) (P=0.047)

Notes: Panel (A) shows marginal effects from a conditional logit model, assuming that the fixed effect is
zero. Standard errors in parentheses. ***, ** and * denote statistical significance at the 1%, 5% and 10%
levels, respectively. All estimates in this table are based on equation (4), which takes account of different
degrees of global integration across countries. GDP is the log of real per capita GDP. ‘Media’ variable differs
across columns: number of newspapers (column 1), radios (column 2) or televisions (column 3) per person.
GDP and media variables are averages over the period 1975-2000 and are normed to a mean of zero and a
standard deviation of one.

© Blackwell Publishing Ltd and the Department of Economics, University of Oxford 2009



Voter rationality and the world economy 177

the linear probability specification (though not the conditional logit specification)
shows that in countries with a higher newspaper circulation, the returns to luck are
lower. Moreover, chi-squared and F'-tests indicate that the GDP and newspaper cir-
culation interactions are jointly significant. Radio ownership (column 2) does not
appear to affect the returns to luck or competence. For television ownership (column
3), the conditional logit specification (though not the linear probability specification)
suggests that in countries with higher television ownership, the returns to competence
are lower.

One possibility is that this reflects a ‘dumbing down’ effect of television.!> How-
ever, there are reasons to be cautious of this finding. Recall that the correlation between
GDP and television ownership is quite high. Therefore, although the chi-squared test
on the specification in column 3 (Panel A) suggests that the GDP and television
ownership interactions are jointly significant, it is possible that the television inter-
action may be driven by only a few observations. Moreover, it is important to
note that the two significant media interaction terms are only significant at the 10%
level. As multiple hypotheses are being tested in Table 6, it is conceivable that this
reflects nothing more than chance.

V. Conclusion

This paper has provided evidence that voters commit systematic attribution errors
when casting their ballots — tending to oust their national leaders when the world eco-
nomy slumps and retain them when it booms. In the preferred specification (Table 3,
column 2), a 1 percentage point increase in world GDP growth is associated with
a 7 percentage point increase in the probability that an incumbent leader will be
re-elected. To put this into perspective, national leaders are re-elected, on average,
57% of the time. An extra 1 percentage point of world growth raises this probability
to 64%. In the late 1990s, there were approximately 17 democratic elections per year
in my sample. Typically, 10 of 17 of these elections would see the incumbent leader
returned — but an extra percentage point of world GDP growth would see 11 of 17
leaders returned.

Across a wide range of countries, voters appear to behave only quasi-rationally.
If one regards voters as principals and politicians as agents, this finding is akin to
Bertrand and Mullainathan’s (2001) conclusion that CEO compensation tends to be
as responsive to a ‘lucky dollar’ as to an ‘earned dollar’. In the case of voting, the
problem is likely to be exacerbated by the fact that there is only a miniscule chance
that any individual voter will affect the outcome. If shareholders make systematic
attribution errors when the stakes are reasonably high, it is hardly surprising that

3For example, Gentzkow (2006) finds that the introduction of television in the United States lowered voter
turnout, crowded out radio and newspapers, and reduced political knowledge. Similarly, Blinder and Krueger
(2004) find that economic literacy among those who primarily use newspapers is substantially higher than
among those who get most of their information from television.
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voters do so when there is only an infinitesimal chance that their vote will turn out to
be pivotal.

What factors are associated with voters rewarding competence and luck? In coun-
tries with a richer and better educated population, voters are better able to parse out
competence from luck in deciding whether to re-elect their national leaders. I also
find suggestive evidence that the media affects the returns to luck and competence,
though these effects seem to differ across media types.

Final Manuscript Received: November 2008
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Appendix A: Full list of elections

Country Elections

Argentina 1989, 1991, 1993, 1995, 1997, 1999
Armenia 1996, 1998, 1999

Australia 1980, 1983, 1984, 1987, 1990, 1993, 1996, 1998
Bahamas 1982, 1987, 1992, 1997

Bangladesh 1986, 1988, 1991, 1996

Barbados 1981, 1986, 1991, 1994, 1999

Belgium 1981, 1985, 1987, 1991, 1995, 1999
Benin 1989, 1991, 1995

Brazil 1985, 1986, 1989, 1990, 1994, 1998
Bulgaria 1992, 1996

Canada 1980, 1984, 1988, 1993, 1997

Colombia 1982, 1986, 1990, 1994

Congo 1989, 1992, 1993

Costa Rica 1982, 1986, 1990, 1994, 1998

Cyprus 1983, 1985, 1993, 1996

Czech Rep. 1996, 1998

Dom. Rep. 1982, 1986, 1990, 1994, 1998

Ecuador 1986, 1988, 1990, 1992, 1994, 1996, 1998
El Salvador 1989, 1991, 1994, 1997, 1999
FRG/Germany 1980, 1983, 1987, 1990, 1994, 1998
Finland 1982, 1983, 1987, 1988, 1991, 1994, 1995, 1999
France 1981, 1986, 1988, 1993, 1995, 1997
Greece 1981, 1985, 1989, 1993, 1995

Grenada 1995, 1999

Guatemala 1995, 1999

Honduras 1985, 1989, 1993, 1997

Hungary 1980, 1985, 1990, 1994, 1998

Iceland 1979, 1983, 1987, 1991, 1995, 1999
India 1984, 1989, 1991, 1996, 1998

Indonesia 1982, 1987, 1992, 1997, 1999

Ireland 1981, 1982, 1987, 1989, 1992, 1997
Israel 1981, 1984, 1988, 1992, 1996, 1999

Italy 1979, 1983, 1987, 1992, 1994, 1996
Jamaica 1980, 1983, 1997

Madagascar 1993, 1996, 1998

Malta 1981, 1992, 1996, 1998

Mauritius 1987, 1991, 1995

Mongolia 1986, 1990, 1992, 1993, 1996, 1997
Nepal 1991, 1994, 1999

Netherlands 1981, 1982, 1986, 1989, 1991, 1994, 1998
New Zealand 1978, 1981, 1984, 1987, 1990, 1993, 1996, 1999
Norway 1981, 1985, 1989, 1993, 1997

P. N. Guinea 1982, 1987, 1992, 1997

Pakistan 1990, 1993, 1997

Portugal 1983, 1985, 1987, 1991, 1995, 1999

S. Africa 1981, 1984, 1987, 1989, 1994, 1999
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Appendix A: (continued)

Country Elections

Spain 1982, 1986, 1989, 1993, 1996
St Lucia 1987, 1992, 1997

Sudan 1978, 1980, 1981, 1983, 1986
Sweden 1979, 1982, 1985, 1988, 1991, 1994, 1998
Togo 1986, 1994, 1998, 1999
Trinidad-Tobago 1981, 1986, 1991, 1995

UK 1983, 1987, 1992, 1997
Uruguay 1994, 1999

Vanuatu 1987, 1998

Venezuela 1983, 1988, 1993, 1998

W. Samoa 1982, 1985, 1988, 1991, 1996
Zambia 1983, 1988, 1991

Notes: Sample is elections held between 1978 and 1999, which (according to
the World Bank’s Database of Political Institutions) were not marred by fraud.
The dependent variable is whether the party of the country’s ‘chief executive’ is
re-elected. If this does not vary within a country, then all elections for that country
are dropped (a consequence of estimating a conditional logit model). Elections in
the United States and Japan are excluded from the sample, as world growth is not
necessarily exogenous for these two nations.

Appendix B: Correlations between interaction variables

GDP Educ Polity Durable Gov % Papers Radios TVs

GDP 1.000

Educ 0.794 1.000

Polity 0.718 0.606 1.000

Durable 0.473 0.672 0.516 1.000

Gov % 0.586 0.620 0.547 0.472 1.000

Papers 0.739 0.761 0.529 0.489 0.589 1.000

Radios 0.773 0.757 0.485 0.555 0.417 0.710 1.000

TVs 0.887 0.790 0.617 0.504 0.520 0.748 0.812 1.000

Notes: GDP=national log real GDP per capita; Educ =mean years of education of the population aged
15 years or over; Polity =regime score that ranges from +10 (full democracy) to —10 (full autocracy);
Durable = the number of years since the last substantive change in authority characteristics (defined as a three-
point change in the Polity score); Gov% = general government final consumption expenditure as a share of
GDP; Papers = daily newspaper circulation per person; Radios =radios per person; TVs=televisions per
person. All variables are country averages for the period 1975-2000.
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