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On the Demand
for Economic Outcomes:
Macroeconomic Performance and
Mass Political Support in
the United States, Great Britain,
and Germany

DOUGLAS

A.

HIBBS, JR.

with the Assistance of R. Douglas Rivers
and Nicholas Vasilatos

All political history shows that the standing of
the Government and its ability to hold the confidence of the electorate at a General Election
depend on the success of its economic policy.
Prime Minister Harold Wilson, March 1968
(Reported by David Watt in the Financial
Times, March 9, 1968)

AILTHOUGH
WILSON'S
DECLARATION
is perhaps somewhat exaggerated, it is broadly consistent with the conclusions of many em-

* This paper is one in a series of articles from
my project, "Comparative Studies in
Political Economy," supported by National Science Foundation Grant No.
SOC-7827022 and by the Center for International Affairs at Harvard University. I
am grateful to Christopher Pissarides, Robert J. Gordon, Alan Blinder, participants in
the Labor Economics and Political Behavior seminars at Harvard University, participants in the Social Choice seminar at Washington University, and members of the
National Bureau of Economic Research, Macroeconomics seminar for comments on
earlier drafts of this article.
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pirical studies of the impact of economic performance on public support for incumbent political parties and chief executives.' The
response of mass political support to economic fluctuations implicitly reveals information about the public's relative economic
priorities and preferences, which in principle comprise the voters'
"demand" for economic outcomes.
I assume that democratic governments attempt to maintain a
comfortable level of mass political support and perhaps, also, pursue
ideological goals, which might usefully be conceived in terms of the
distinctive priorities of their core political constituencies. The way
in which political authorities react to voters' economic priorities or
demands, subject of course to other constraints, defines the "supply"
of economic outcomes. Confronted with shifts in market demand,
shocks in market supply, trade-union cost-push, and other inflationary pressures, policy authorities are continually forced to make
short-run choices between (1) accommodating such pressures by expanding government expenditure and the supply of money and
credit, thereby relinquishing control over the price level in order to
preserve effective demand and employment, and (2) leaning against
such pressures by tightening spending and the money supply, reducing effective demand and employment, but stabilizing the inflation
rate.2

One interesting political question, then, is why some governments
exhibit less "discipline" than others, especially during major
episodes of inflationary pressure. Put another way, why are some
governments more inclined to "supply" inflation and less inclined to
"supply" unemployment than other governments? This paper
treats the demand side of this issue by investigating comparatively
the aggregate responses of mass political support for governments to
movements in macroeconomic performance variables.
Other
l The literature is too voluminous to cite adequately here. Selective references appear below. Recent works by Bruno Frey, Modern Political Economy (New York:
John Wiley & Sons, 1980), Douglas A. Hibbs, Jr. and Heino Fassbender, eds., Contemporary Political Economy (Amsterdam: North-Holland, 1981), and Paul Whiteley,
ed., Models of Political Economy (Beverly Hills: Sage Publications, 1980) contain extensive discussions of the literature.
2 For this way of looking at the problem I am indebted to the seminal paper by
Melvin Reder, "Theoretical Problems of National Wage-Price Policy," Canadian Journal of Economics and Political Science 14 (1948), 46-61; and the more recent, quite
remarkable paper on the political economy of inflation by Robert Gordon, "The Demand for and Supply of Inflation," The Journal of Law and Economics 18 (1975),
807-836.
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papers will analyze subgroup variations in political responses in
relation to the comparative aggregate patterns identified in the present study, and will present models of macroeconomic policy reactions that incorporate explicitly the configuration of public demands
for economic outcomes.
The first section of the paper develops the basic political support
model, which is expressed in terms of a continuously valued,
unobserved index of a government's mass support. The model is
designed to test the idea that people evaluate an administration's
performance relatively rather than absolutely. In particular,
political support is based on a weighted average of two relative performance comparisons: (1) the performance of the current incumbent party in relation to the past performance of the present opposition party, and (2) the performance of the current administration in
relation to the performance of all previous administrations,
regardless of partisan composition. Each component of political
support is based on retrospective, geometrically discounted interparty or interadministration performance comparisons. Hence, recent performance contributes more heavily than past performance
to the formulation of contemporaneous political judgments, because
the relevance of information conveyed by past outcomes decreases
over time.
The first part of the paper also reviews a scheme for qualitative
responses that maps the qualitative choices revealed by the political
survey data onto the unobserved, continuously valued support index
motivating the basic theoretical model. The estimation strategy is
described at the end of this section.
The substantive heart of the study appears in sections two and
three. Section two describes the variables and reports the estimation results. Some of the more important issues addressed in this
section are: (1) the weights that voters appear to attach to the accumulated record of political parties as opposed to the discrete performance of particular administrations; (2) the rate at which the
public discounts past performance in making current political
judgements; and (3) whether or not voters penalized incumbents for
the direct income and price effects of the OPEC oil supply shock,
which presumably were beyond the control of domestic authorities.
Since the dependent variables used in the empirical analysis are a
nonlinear function of the observed survey data, and because the
macroeconomic performance variables do not share a common
metric, the relative and comparative implications of the estimation
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results are not obvious from the regression coefficients. Therefore,
in section three the elasticities of the observed political support levels
with respect to the macroeconomic variables are examined. The
elasticities reveal the public's marginal proportional aversion to, or
relative "demand" for, various economic outcomes. Special attention is given to voters' demand for real outcomes (the rate of employment and the rate of growth of real personal disposable income) in
relation to the implied demand for nominal outcomes (the rate of inflation and the rate of price acceleration).
THE POLITICAL

SUPPORT MODEL

Although political opinion surveys typically force people to make
discrete, qualitative responses-in the present case whether the
respondent approves of the incumbent President or would vote for
the incumbent party-in principle a voter's support for an incumbent is not a discrete "yes or no" phenomenon, but instead is a matter of degree falling on an underlying continuum. The model
developed here therefore is expressed in terms of a continuously
valued, unobserved index of a government's aggregate mass political
support, Y*. Y* consists of a weighted sum of interparty performance comparisons, LR, and interadministration performance
comparisons, SR, as well as a sequence of constants, aq, representing
the unique popularity of the qth chief executive and unmeasured
factors favoring one party or bloc:3
(1) Yt = w LRt + (1-w) SRt + aq + ut,
where 0 c w c 1; and ut is an independently distributed
random disturbance.
LR represents the incumbent party's accumulated stock of mass
support; in other words, it is the political capital of a party or bloc.
As the subsequent discussion should make clear, my notion of
political stock is somewhat similar to the concept of "party identification" in the political science voting literature, but it gives less
emphasis to affective content and more weight to objective performance than one usually associates with the concept of party identification.4
3It is not generally possible to distinguish the unique popularity of a particular administration or chief executive from unobserved factors advantaging a party or bloc.
All such effects are embedded in the administration-specific constants.
4For a comparable conceptualization see Morris Fiorina, "An Outline for a Model
of Party Choice," American Journal of Political Science 21 (1977), 601-628.
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Confining the motivation of the model to two-party or two-bloc
systems, LR depends upon the difference between the cumulated,
exponentially discounted performance of the present incumbent
party (bloc) and the cumulated, exponentially discounted prior performance of the present opposition party (bloc).
00

(2a)
where:

LRt = bo Dt

E gkZtkDt-k,
k =O
Z denotes a vector of performance variables (specified
ahead) with associated coefficients b;
g is the rate of decay of the lag weights, 0 c g < 1; and

Dt _ +- 1 if party/blocA is in powerat time t
1 if party/bloc B is in power at time t
Notice that the product of the binary terms DtDt-k insures that
LR, the incumbent party's or bloc's political capital, is generated indeed by its performance record with respect to Z during periods
when it was in power in relation to the competing opposition party's
or bloc's performance when it was in power. The weights people
give to performance outcomes decay exponentially at rate gk. In
other words, it is assumed that in making contemporaneous political
judgments people give more weight to current performance than to
past performance. Small values of g (approaching 0) imply that the
past is discounted heavily (only an administration's recent performance really matters), whereas large values of g (approaching 1.0)
imply that prior outcomes contribute significantly to voters' current
support for an administration. For example, if we have a sequence
of observations in which party/bloc A was in power during the most
recent two periods, party/bloc B was in power during the previous
two periods, and party/bloc A was in office before that, equation
(2a) implies:
)
(2b) LRt = b(Zt + gZt1 - g2Zt_2 - g3Zt-3 + g4Zt-4 +
If one party or bloc has been continuously in power during the
observation period, DtDtk equals + 1 for all t and t-k and equations
(2a) and (2b) yield a conventional distributed lag in Z.5 The summation index k runs from zero to infinity; the upper bound of the index k is merely a convenient fiction that should be taken to mean
that Zt is evaluated back to the beginning of the relevant political
era. It is assumed implicitly that knowledge of past performance is
transmitted from generation to generation via political socialization.
5

In presidential systems "in power" means controlling the executive and, hence, no
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Standard manipulations show that the component of political
support in (2a) can be simplified to a form which is suitable for
estimation:
t -2
(3) LR, = gt-1 LR1 (DI/D1) + b * DE F gkZ, kD,-k
k =O
The interadministration component of a government's mass support, SR, is determined by the difference between the cumulated,
exponentially discounted performance of the current administration
and the cumulated, exponentially discounted performance of all
previous administrations (regardless of partisan composition).
00
Q

Aqtb

(4a) SRt =

*

g kZt-kDqt-k

k =O

q=1

+ 1 during the qth political administration
0 otherwise; and

where: Aqt

+ 1 during the tenure of the qth political administration
- 1 otherwise.

Dq

The dummy variables Aqtand Dqt-k insure that SR is based on discounted interadministration performance comparisons. For example, if the qth administration has been in office for two periods, the
SR component of its mass political support is given by:
)
(4b) SRt = b(Zt + gZt-1 - g2Zt-2 - g3Zt-3 - g`Z-4 The SR function is notationally a bit more complex than the LR
function and, therefore, it is somewhat more tedious to simplify.
However, working through the problem shows that equation (4a)
may be expressed in a form which involves a finite, observable lag
sequence:

t-2

Q
(5) SRt

=

E
q=l

Aqtb

gkZt kDq*t-k +

*

gt-I(SR - 2b * Z1)

k=O

Equations (2) and (4) mean that, when a new administration or
distinction is made here between administrations in which the President's party controls Congress and those in which the opposition party has a Congressional majority.
Similarly, in parliamentary systems no distinction is made between minority and majority governments.
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party government assumes office, its initial support depends
significantly on the situation inherited from previous governments.
The worse (better) the performance of prior governments, the
higher (lower) tends to be the new government's mass political support. The time trajectory of a new government's support is determined by its performance relative to that achieved by earlier
governments, although as time elapses, earlier performance outcomes are discounted or "forgotten" by the electorate (that is, gk
becomes small as k becomes large) and the government's political
support depends entirely on its own cumulative performance record.
This specification differs substantially, then, from earlier work on
economic conditions and political support that has assumed a priori
that only contemporaneous performance, evaluated absolutely, influences current political support. Also, notice that the tendency of
a new government's support to decline from early "honeymoon"
levels, which earlier studies have accommodated with ad hoc
dummy variables and time trend terms, is an endogenous feature of
the theoretical model of equations (1) through (5). Substituting
equations (3) and (5) into equation (1) yields the model:
t-2
(6) Y7 = w(b * Dt E gk Ztk Dt-k + RLR)
k =O
Q

t-2

Aqtb * E

+(1-W)
q=1

gk Zt-kD~t-k +

R

k=O

+ aq + ut

where:

RLR

=

RSR =

gt-1 LR1 (Dt/D,), and
gt-1 (SR1 - 2b * Z1)

Equation (6) represents the reduced form of the political support
model, which it should be recalled was derived from the idea that
incumbents' mass support is based on a weighted combination of interparty (inter bloc) and interadministration discounted, retrospective performance comparisons.6 Since observations on the perfor6 If expected future performance is based on past performance, then the model is
consistent with the idea that support depends on people's predictions of comparative
future performance.
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mance vector Z are available for at least thirty-two periods prior to
the first observation on the political support indices, the lag function

truncation remainders RLR and

RSR

may be safely dropped for

estimation purposes.'
Remember, however, that the continuously valued political support index, Y*, is unobserved; the survey data reveal only whether
or not respondents support the current government
Hence, we
need a model that maps the observed binary choices available in the
survey data onto the model developed above for the unobserved support index.
Let the observed survey responses revealing political support for
the government be designated by the binary variable Yi,:
(7) y

_(1 for respondents supporting the government
it -0

for respondents not supporting the government
(preferring the opposition party/bloc or abstaining).

Since this paper investigates movements through time in aggregated survey responses, it will be assumed for the present that individuals react homogeneously to performance with respect to Z.
Therefore the Yit are assumed to reflect crudely the underlying continuously valued political support index Y* such that:
(8) y it-v 51 if Y* > c
if Y* < c,
where c is a "critical threshold."
Letting f(Z) denote the substantive terms on the right-hand side of
equation (6), it follows that the probability (P) of observing a "support" response for individuals at time t is:
P(Yit = 1) = P(f(Z) + ut > c)
P(ut > c - f(Z))
and (1 - Pt) gives the probability of a "non-support" response.
(9) Pt

=
=

In other words people support the government (Y = 1) when Y*
7In other words for g in the range, 0 < g < .9, g2 will generally be a negligible
quantity and, therefore, RLR and RSR may be ignored.
8 Actually in some countries surveys are richer than this, but I treat the problem as
one of binary choice. Little is lost by the simplification. See the discussion of the empirical data ahead.
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exceeds some critical threshold c. The probability of support
therefore hinges on the value of c - f(Z) and the distribution of the
random variable u. This means that P, may be regarded as a
cumulative distribution function. Any appropriate distribution for
u will yield a well-behaved probability function. It is convenient,
however, to assume u logistic (which differs trivially from the normal distribution) with mean zero and scale parameter s, which implies the probability function:
(10) Pt

=

P(u, > c - f(Z))
exp [(c - f (Z))/s]
1-

1+exp[(c

- f(Z))/s]

exp[(f(Z) - c)/s]
1 + exp [(f(Z) - c)/s]
-

L* [(f(Z) - c)/s],

Where L* is the logistic operator, L* (z) = exp z/(1 + exp z). It
is obvious from (10) that the response probabilities monotonically
approach 1 as f(Z) gets large and monotonically approach 0 as f(Z)
gets small.
Finally, notice that equation (10) may be manipulated to yield:
(11) L* 1 P, = 1n[P,/(1 - P,)] = (f(Z))/s,
which expresses the natural logarithm of the probability P, divided
by 1 - P, (the "logit") as a linear function of the model parameters.
Replacing the notational simplification introduced in equation (9)
with the terms of the original political support model developed in
equations (1) - (6) yields the model used in the regression experiments:"
9 It can be shown that the error term e in equation (12) has mean zero and variance
1/NP,(l - P.), where N, is the number of survey observations used to form P.'. This
means that efficient least-squares estimates are obtained by weighting each term in
(12) by (NPt'(1 - Pt))"2. These weights were applied in the regressions reported
ahead. For an alternative approach to the variance-weight issue, see Douglas A.
Hibbs, Jr. and Henrik Madsen, "The Impact of Economic Performance on Electoral
Support in Sweden, 1967-1978," Scandinavian Political Studies 4 (1981), 33-50.
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= (1/s) w b

ln[Pt'/(1 -Pt')]

*

t -2
Dt E gkZt-k
k =O

Q

+

Dt-k

t-2

(1 - w) E Aqtb * E
k=O
q=1

gk

Zt-kD*

q t-k

+ aq + et,

where: Pt' = the observed survey proportions (Pt being
the unobserved population proportions); and
et = ln[Pt'I(l -Pt')]

- 1n[PtI(1 -Pt)].

All parameters of the support model are identified up the scale factor (1/s) and the threshold c is necessarily embedded within the
administration-specific constants aq; that is, these parameters are
not identified. In view of the dynamic nonlinear lag functions in
equation (12), the weighted logit regressions were undertaken using
a standard nonlinear least-squares algorithm.
EMPIRICAL

RESULTS

This section describes the variables in the performance vector Z
and reports the empirical results.
Variables
The regression experiments reported ahead are based on quarterly
observations from the late 1950s or early 1960s through the late
1970s.10 The variables used to measure political support in each
country are as follows.
United States: The proportion of the public responding "approve" to
the well-known Gallup survey question, "Do you approve or disapprove of the way (the incumbent) is handling his job as President?"
United Kingdom: The proportion of the public supporting the principal incumbent party (Labor or Conservative) when asked the
question, "If there were a General Election tomorrow, which party
would you support?"
10 The quarterly observations of political support were formed by aggregating the
available monthly survey data. All data and details about data sources are available
from the author by request.
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Germany: The proportion of the public supporting the principal incumbent party (SPD or CDU/CSU)"1 when asked the question, "If
there was an election next Sunday, could you please tell me which
party you would vote for?"
The political support survey question for the United States (approval of the President) is not strictly comparable to the questions
for the United Kingdom and Germany (party vote intention).
However, these survey questions are the ones that politicians and
others watch most closely in the respective political systems and,
therefore, they comprise the most revelant time series data on mass
political support.
The performance vector, Z, for each country includes the rate of
unemployment, U, the rate of inflation of consumer prices, P. and
the rate of change of per capita real personal disposable income, R.
In the American analyses three additional variables that are peculiar
to the recent political life of this country were included in the performance vector. First, the regressions include a term for the
number (in thousands) of Americans killed in action in Vietnam,
"Vietnam," to pick up the war-induced deterioration of presidential
Second, the equations include a special
approval ratings.
Watergate variable to capture the extraordinary decline in Nixon's
approval rating associated with that scandal. The variable was
formed by summing the number of Watergate "events" in each
quarter, weighted on a scale of 1-3 according to how strongly the
President was incriminated personally by the event in the national
press reports. Third, in view of the uniquely important role of the
United States in international affairs, the regressions include a
"Rally-Round-the-Flag" variable taken from John Mueller's work
and extended by us through the Nixon, Ford and Carter administrations.'2 "Rally" points are dramatic, sharply focussed international
events involving the President directly that typically give a brief
boost to presidential support ratings. The "Rally" variable is simply
the number of such events in each quarter.
Finally, since British governments of all stripes have been preoccupied for most of the postwar period with defending the internaII See the discussion ahead on how the Grand Coalition government of 1966-69 was
treated. Also, prior to 1964 the question wording was somewhat different. Details
appear in the Data Appendix available from the author.
12 John Mueller, "Presidential Popularity from Truman to Johnson," American
Political Science Review 64 (1970), 18-34, scored the first period of each administration as a Rally point. This was not done here.

This content downloaded from 131.94.16.10 on Thu, 14 Aug 2014 05:24:44 UTC
All use subject to JSTOR Terms and Conditions

MACROECONOMIC PERFORMANCE AND MASS POLITICAL SUPPORT

437

tional role of sterling,'3 and as a result the external strength of the
pound has received great attention in the press, the equations for
Britain include a term for changes in the exchange rate, A EXR. The
pound's performance relative to the dollar (which is the principal international reserve currency) is the quantity watched (and reported)
most closely, and, therefore, AEXR is the change in the dollars per
pound rate of exchange. Over the long run AEXR of course reflects
in part Britain's relative inflation performance, but in Britain's
domestic political life it has been viewed as an index of the nation's
international "prestige. "
Results for The United States
The American regression experiments for models based on equation (12) are reported in Table 1. The most straightforward equation is model (1), which includes U, P, R, Vietnam,. Watergate and
Rally. All substantive terms are properly signed and significant by
the usual statistical tests. As previous work has indicated the Vietnam and Watergate catastrophies clearly contributed to the decline
of presidential support ratings, as did high rates of inflation and
unemployment.'4 Positive rates of growth in per capita real personal disposable income and international "rally" events were
sources of upward movements in mass political support for the President. Since the real income growth rate appears in all equations,
the significant negative estimates for the rate of inflation might be
interpreted on purely economic grounds as evidence of an "irrational" popular aversion to inflation. Elsewhere I have reviewed
other reasons why people might find rising prices distasteful even
when real income is not affected adversely.'5
13 See, for example Samuel Brittain, Steering the Economy (London: Secker and
Warburg, 1969); Susan Strange, Sterling and British Policy: A Study of an International Currency in Decline (New York: Oxford University Press, 1971); and especially
Stephen Blank, "Britain: The Politics of Foreign Economic Policy, the Domestic
Economy, and the Problem of Pluralistic Stagnation," International Organization 31
(1977), 673-721. Perhaps the most dramatic illustration of this point is the resistance
of Wilson's first Labour government to devaluation of the pound, which ultimately
came in late 1967. Prior to the demise of pegged exchange rates in 1971, this was the
only sizeable postwar movement of the dollars per pound rate.
14 See Bruno Frey and Friedrich Schneider, "An Empirical Study of PoliticoEconomic Interaction in the U.S.," Review of Economics and Statistics 60 (1978),
174-183; and Samuel Kernell, "Explaining Presidential Popularity," American
Political Science Review, 72 (1978), 506-522.
15
Douglas A. Hibbs, Jr., "The Mass Public and Macroeconomic Performance: The
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The estimate of the lag weight decay rate parameter, g, is about
0.84 in all models, which means that the experiences of many past
periods influence people's current political judgments. Clearly, the
American mass public is not as myopic as several previous analyses
of political support have implied. If a performance variable Z is
held at some equilibrium value Z* indefinitely, then the ultimate
impact on the political support index is b(z)/(l - 0.84); where b(z) is
the regression coefficient of the relevant Z variable reported in the
table. The proportion of the ultimate impact of Z felt by the kth lag
is given by 1 - 0.84k+1.16 Therefore, in the United States about 50
percent of the total impact of a sustained movement in Z is felt after
one year (4 quarters), 75 percent is felt after two years (8 quarters),
and about 94 percent is felt after 4 years (16 quarters). Assuming
that only conditions in the current period influence the President's
political support (as most of the existing literature implicitly does)
yields inferior predictions of fluctuations in the support data.
The estimate of the w coefficient in regression model (1) (and in
models (3) and (4)) suggests that about three-quarters of the
systematic part of the mass public's support for a given President is
based on the accumulated political capital of the incumbent's party,
that is, on comparisons of the incumbent party's performance
relative to the opposition party's performance, rather than on inNotice,
teradministration relative performance evaluations.
however, that after twenty-four periods or so have elapsed the lag
function weights 0.84k become negligible in magnitude and, hence,
LR is approximately equal to SR for presidential administrations
surviving well into a second term. In other words, aside from the
component of a party's capital that is embedded in the aq constants,
toward the end of the second term of a given presidential administration, a President's political capital LR consists primarily of
his own relative performance record SR. Moreover, after six years
or so, performance of previous administrations makes almost no conDynamics of Public Opinion Toward Unemployment and Inflation," American Journal of Political Science 23 (1979), 705-731; and Hibbs, "Public Concern About Inflation and Unemployment in the United States: Trends, Correlates and Political Implications," National Bureau of Economic Research, Conference Paper No. 93
January 1981), forthcoming in R.E. Hall, ed., Inflation (Chicago: University of
Chicago Press, 1982).
00
16The

infinite

sum

of

the

infinite

geometric

series

b

S

gk

is

k=0

< g < 1, and the partial sum to lag k of the series is b(l - gk+l/(l - g)).
Therefore, the partial sum as a proportion of the infinite sum is 1-gk+l.

b/(1 - g), for 0
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tribution to SR and, therefore, a President's mass approval rating is
based almost entirely on a distributed lag of his own record.
Remember, though, that no President has enjoyed two full terms
since Eisenhower.
Regression models (2)-(4) of Table 1 test variations of model (1).
One important study of presidential approval in the United States
indicates that the public is sensitive to proportional changes in the
rate of unemployment rather than to the unemployment level per
se.'7 This, of course, means that political costs (benefits) are imposed only by rising (falling) unemployment: if unemployment settles down to any stable rate, no matter how high, political support
will not be affected. Obviously, this result has profound (and, in
my view, perverse) implications
for politically
feasible
macroeconomic policies. Moreover, neoclassical economic thinking
suggests that the major costs of rising prices are associated with sudden (unanticipated) accelerations and decelerations of prices
(changes in the inflation rate) rather than with the magnitude of the
simple rate of change. Model (2) therefore includes terms for the
proportional change in unemployment (AlnU) and the rate of price
acceleration (AP). However, the parameter estimates of both
variables have incorrect signs (positive), although estimates of the
remaining coefficients are quite robust. In the United States,
therefore, changes in the rate of unemployment and inflation apparently do not produce declines in political support beyond what
would be predicted from the levels of these quantities alone.
These results contrast sharply with those of Kernell who reported
that the only unemployment variable that matters is the rate of
change of U (and even its effects are small and sporadic), and that
the most consistent and sizeable economic influence on presidential
approval ratings is the inflation rate. However, Kernell omitted the
real income growth rate from his equations. Since R and P are correlated negatively in the sample, and R and changes in U are correlated negatively structurally in the macroeconomy (Okun's law),
it is likely that Kernell's equations exaggerate the impact of inflation
and incorrectly identify changes in the rate of unemployment as the
more important labor market variable. These inferences follow
directly from standard specification error analysis, unless one maintains a priori the implausible assumption that in forming political
judgments people are indifferent to the real income growth stream.
17

Kernell, "Explaining Presidential Popularity."
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Such an assumption is at odds with the empirical results reported
here as well as with the findings of many analyses of economic influences on actual voting outcomes over the long run.'8
In recent years many macroeconomists have emphasized that the
rise in unemployment during the 1970s is explained in part by the
changing composition of the labor force as opposed, for example, to
contractionary macroeconomic policies and deficiencies in aggregate demand. Particular attention has been given to the increase
in the fraction of the labor force consisting of teenagers, since
historically teenagers have experienced high unemployment rates
because of low job commitment, the lack of work experience and
other types of human capital, and so on. If on political as well as
economic grounds teenage unemployment is heavily discounted,
then the politically relevant quantity is the adult unemployment
rate. Model (3) of Table 1 tests this idea by replacing the conventional unemployment rate (U) with the rate for the non-teenage part
of the labor force (U adult). However, model (3) is inferior to
model (1), which implies that people do not discount unemployment
among the young when evaluating the President's performance'9
Model (4) of Table 1 evaluates the hypothesis that the public did
not hold political authorities responsible for the acceleration of
prices and the decline in the real income growth rate caused directly
by the deterioration in the terms of trade associated with the OPEC
oil supply shock and, hence, presumably beyond the control of
domestic officials. The idea is tested by forming the adjusted
variables:
P, adjusted = (P, - 4t)
R, adjusted = (R, + 0t),
where the adjustment factor, ft denotes unfavorable international
shifts in relative prices following the OPEC shocks of 1973:4-1976:4
18 For example,
Gerald Kramer, "Short-Term Fluctuations in U.S. Voting
Behavior, 1896-1964," American Political Science Review 65 (1971), 131-143; Ray
Fair, "The Effect of Economic Events on Votes for the President," Review of
Economics and Statistics 60 (1978), 159-173; and Edward Tufte, Political Control of
the Economy (Princeton: Princeton University Press, 1978), chapter 5.
19 I also estimated equations with the adult male unemployment rate and the headof-household unemployment rate, but these variables did not perform better than the
conventional rate. The appropriate goodness of fit test for the validity of the logit
specification is the chi square statistic (standardized for degrees of freedom) obtained
from the differences between the observed relative frequencies and the estimated probabilities. The smaller the chi square statistic, the better the fit of the model. In the
present case chi square is the sum of squares of the weighted residuals.

This content downloaded from 131.94.16.10 on Thu, 14 Aug 2014 05:24:44 UTC
All use subject to JSTOR Terms and Conditions

MACROECONOMIC

PERFORMANCE AND MASS POLITICAL SUPPORT

443

and 1979:1-1980. (Oil prices were stable during 1977-78.) The
estimates of the inflation and real income international shocks
(which admittedly are crude) were derived from:

Imports, + Imports,(13) kt

Ln(P/P'-1)
GNP, + GNP,-

Exports, + Exports1n(Pt1PP.1).

(

GNP, + GNP-1

1

)

*

400

J

where P' is the import price index, and
PE is the export price index.20
Although the improvement is not dramatic, regression model (4)
specified with the OPEC-adjusted inflation and real income growth
rate variables does yield a fit superior to model (1), which included
the unadjusted variables. This evidence suggests that the performance evaluation standards used by the public may be quite
sophisticated in the sense that political leaders are not punished for
unfavorable economic disturbances clearly outside their control. It
should be remembered, however, that most of the inflationary
surges following the OPEC supply shocks were generated by
domestic feedback processes rather than by the direct consequences
of the cartel's petroleum pricing.
Since practical interest centers on the survey proportions rather
than the logits, Figure 1 shows the actual and fitted proportions "approving" the President's performance. The fitted values are derived
from model (4), Table 1, and were generated by exp f(Z)/l + exp
f(Z), where f(Z) is the right-hand side of the estimated nonlinear
logit equation. The fitted values track the actuals quite well, and
reveal no obvious important errors in functional form, though of
course the high support ratings received by Johnson just after Kennedy's assassination are not picked up.
20
Incidentally, the estimated direct unfavorable effects are not large: in 1974, the
peak year, they average 1 percent per quarter in the United States, 0.3 percent per
quarter in West Germany, and a more sizeable 4.9 percent per quarter in Great Britain. I am grateful to Jeffrey Sachs and Dale Jorgenson for suggesting the approximation method.
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Results for Great Britain
Table 2 reports the regression results for Great Britain. Attempts
to estimate the LR weight parameter w using a nonlinear algorithm
were unsuccessful and, therefore, it was necessary to search manually over the parameter space.2' (A 0.01 grid was used.) Across all
models tested and for all admissible values of g the estimate of w
minimizing the error sum of squares was 1.0. Aside from unobserved administration-specific effects picked up by the a, constants, this, of course, implies that in Britain a government's mass
political support is based entirely on discounted, retrospective interparty performance comparisons, i.e., on the parties' accumulated
political capital as opposed to the relative performance record of
discrete administrations. Since the results reported in the next section indicate that w also is 1.0 in West Germany, as opposed to a
value of about 0.76 in the United States, I am tempted to conclude
that these LR weight estimates reflect the relative importance of
political parties in European and American national politics. Indeed, looked at from this point of view, the LR weights in the U.S.
regressions are surprisingly large. In Britain and Germany (and in
most of the rest of Europe) political parties can be viewed realistically as responsible political teams, which facilitates judgements
based on interparty performance records. In American national
politics parties are not much more than ad hoc, shifting coalitions
mobilized by Presidents and presidential contenders who frequently
have little commitment to the parties qua political organizations.
However, this interpretation of international variation in the w
parameters should not be pushed too hard because the political support question in the United States asks respondents to approve/disapprove of the record of individual Presidents, whereas in
Britain and Germany the questions ascertain the respondents' party
voting intention.
The first regression model for Britain in Table 2 simply includes
the rate of unemployment, the rate of inflation, the growth rate of
per capita real personal disposable income and the change in the
dollars-per-pound exchange rate, along with the administration intercepts. U, R and LEXR are all properly signed and significant,
but P enters with a perversely signed (positive) coefficient that is
negligible in magnitude.
21 Given the estimated values of g (which were in the vicinity of 0.88) and
the partisan sequence of British governments, it is very difficult to distinguish LR from SR.
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Model (2) includes the OPEC-adjusted inflation and real income
variables defined earlier. It tests the idea introduced in the
previous section that political authorities were not held accountable
for the direct price and income effects of the OPEC-induced international redistribution. Although the parameter estimates for the
equation are generally sharper and the standardized chi square
statistic is a bit smaller than in model (1), the P adjusted coefficient
is still improperly signed, albeit substantively insignificant.
In model (3) the rate-of-inflation term therefore is dropped and
terms for the rate of price acceleration and the proportional rate of
change of unemployment are added to the regressors in model (2).
This specification improves the regression fit substantially. All of the
performance variables-U, Aln U, AP adjusted, R adjusted and
AEXR-now have statistically significant, correctly signed coefficients. In contrast to the American results, where the inflation-rate
coefficient was negative and sizeable, the estimates in model (3) suggest that in Britain political support responds instead to price accelerations and decelerations, and to changes in the external
strength of the pound. Net of exchange rate movements, the
political costs associated with any steady rate of inflation are,
therefore, negligible.22
Finally, notice that the lag weight rate of decay parameter g is
about 0.89 for Britain, which implies that people weigh past performance rather heavily in making current political judgementssomewhat more heavily than in the United States, where g was
about 0.84. In other words, there appears to be a somewhat larger
retrospective element in the British public's performance evaluations (and in the German public's evaluations as well, because g is
about 0.88 for Germany) than in the American public's evaluations.
This is consistent with the findings discussed earlier that, in contrast
to the American data, the British (and German) data satisfy a pure
interparty comparison model (w = 1), since interparty comparisons
would seem naturally to imply slower discounting (longer political
memories) of past outcomes.23 Hence, in Britain (and Germany)
about 37 percent of the ultimate impact of a movement in Z is felt
22

Christopher Pissarides, "British Government Popularity and Economic Performance," Economic Journal 90 (September 1980), 569-581, draws the same conclusion
from analyses based on a quite different model applied to similar data.
23 Ideally, the lag weight decay parameter (g) should be permitted to vary across
the LR and SR components of the model. However, this additional nonlinearity
would further complicate estimation and is simply not feasible in practice.
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after 4 quarters, about 61 percent is felt after 8 quarters, and about
85 percent is felt after 16 quarters. Recall that the comparable
numbers for the United States were 50, 75 and 94 percent.
Model (3) is the most satisfactory equation and, therefore, it was
used to generate predictions of the proportion of the British public
supporting the principal incumbent party, which are plotted along
with the actual observations in Figure 2. Clearly, the main shortcoming of the model is its failure to track fully the great surge and
then dramatic decline in support for Wilson's Labour governments
during 1964-1969. Since British electoral specialists have not supplied a systematic explanation for this pattern,24 it is unlikely that an
identifiable variable has been omitted from the model.
Results for West Germany
An important feature of recent German political life-the existence of the "Grand Coalition" SPD and CDU/CSU government of
1966:4-1969:3-is not accommodated by the basic political support
model developed in the first section. Since the Grand Coalition included both major parties in the German system, the LR component
of the political support model, which is determined by interparty
performance comparisons, obviously breaks down.
Therefore, in the German regressions the basic model was
modified slightly:
(14) Y* = w LR, + (1 - 6,w)SR, + a. + ut,
at

where bt

=

O during the Grand Coalition
1 otherwise.

What equation (17) essentially means is that government performance during the Grand Coalition made no contribution to the
political stock (LR) of either the SPD or the CDU/CSU, and that
political support in this period was based entirely on interadministration performance comparisons (SR), no matter what the
magnitude of the LR weight (w). Since the major parties
presumably shared responsibility more or less equally for the performance record of the Grand Coalition years, equation (14) is fully
consistent with the ideas outlined in the first section.
Table 3 reports the regression results. As in the case of Britain,
24
See, for example, James Alt, The Politics of Economic Decline (New York: Cambridge University Press, 1979), chapters 6 and 7.
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attempts to estimate w with a nonlinear algorithm were not successful, but manual searches using a 0.01 grid indicated that w = 1
was the optimal value for all models.
The sequence of regressions parallels that in the previous tables.
In all equations g is about 0.88; equivalent to the lag weight rate of
decay parameter estimate in the models for Britain. Across all
specifications the coefficients of unemployment, inflation and the
real income growth rate are robust and properly signed. Model (2)
indicates that in the presence of U and P neither the rate of change
of unemployment nor the rate of acceleration of prices has any impact on political support. In contrast to the results for Britain and
the United States, model (3) shows that OPEC-adjusted inflation
and real income variables perform no better than the unadjusted
variables in model (1). Recall, however, that the estimated adjustment factors were very small for Germany (see note 20), and so this
result conveys much less information than the equivalent analyses
for the other countries.
Model (1) produced the best fit, and therefore it was used to
generate predictions of the proportion of the public supporting the
government, which are plotted in Figure 3. Although the Grand
Coalition clearly accounts for a large fraction of the variation in the
series, the correlation between the actual and fitted observations excluding the Grand Coalition periods is respectable.
THE RELATIVE

IMPACT

THE DEMAND

OF MACROECONOMIC

FOR EXPANSION

QUANTITIES

AND

AND DEFLATION

Just what has been the impact of unemployment, inflation and
real income growth on popular support for political authorities?
This question is difficult to answer, relatively or comparatively, by
direct inspection of the coefficient estimates because all of the
macroeconomic variables do not share a common metric, and also
because the dependent variables in the regressions were the logits,
ln[P,'(1 - P,')], rather than the actual survey proportions, Pt'.
One useful way of assessing the relative responsiveness of observed
political support levels to macroeconomic performance, both within
and across countries, is to compute the partial elasticities implied by
the parameter estimates. Since elasticities are scale free, giving the
proportional response of P' to proportional changes in the performance variables, it is possible to make sensible statements about the
relative impact of the macroeconomic variables on mass political
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support. The elasticities implicitly reveal the public's marginal proportional aversion to, or "demand" for, various macroeconomic outcomes.
Figures 4, 5, and 6 display time plots of the implied long-run
political support elasticities at each period in the regression range.25
Since unemployment and inflation are frequently the foci of public
discussion and policy debates, these elasticities appear separately in
the lower frames of the Figures. However, interest also centers on
the public's relative sensitivity to real macroeconomic outcomes in
relation to nominal, inflation outcomes. Therefore the upper
frames of the Figures show the sum of the absolute values of the
unemployment and real income elasticities in relation to the absolute value of the inflation (and exchange rate) elasticities. This
facilitates comparisons of the mass public's relative sensitivity to real
and nominal macroeconomic performance without regard for the
sign or direction of the effects.
So that persistent developments are not obscured by very shortrun realizations of the variables, all plots are based on four-quarter
moving averages of the long-run elasticities implied at each period.
Several patterns are apparent from the data in the figures. First,
viewed in terms of proportional responses to proportional changes,
mass support for elected political officials appears to be more sensitive to economic performance in the United States and the United
Kingdom than in West Germany. In large part this simply reflects
the fact that macroeconomic performance (particularly unemployment and inflation performance) has been considerably better in
Germany than in the other countries.
Second, in all countries the elasticities increase, typically quite
dramatically, from the 1960s to the 1970s. For example, in the
United Kingdom if all real economic variables (U. A In U. and R adjusted) had changed simultaneously in a perverse direction by a proportional factor of one percent during the 1970s, on average the expected long-run proportional decline in political support would be
25 The elasticities shown in the Figures are estimates of the ultimate proportional
response of P' to sustained proportional changes in the Zs. They are based on the instantaneous derivatives:
(1 - P,) (bj/(1 - g))Zjt,
where bj is the regression coefficient of Zj. The above gives a very close approximation
to exact estimates of the long-run responses, which would require calculating:
[L*-l(L*(P,) + (bj/1 - g)Zj,) - P]Zj,/Pt' AZj,
where L*(Pt) is the logit of Pt'.
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on the order of 0.58 of a percentage point.26 During the 1960s the
expected long-run proportional decline in support from the same
sustained movement in the real macroeconomy would have been on
the order of one-third of a percentage point. A simultaneous, sustained one-percent increase in the nominal variables (AP and AEXR)
in Britain would on average have produced a decline in support of
about 0.23 of a percentage point in the 1960s. In the 1970s, the expected long-run political cost of such a sustained adverse change in
the British nominal macroeconomy would have been a bit more than
one-half of a percentage point. Although the magnitudes are
smaller, the same pattern is evident in the United States and West
Germany. These results are hardly surprising in view of the
favorable economic conditions in the 1960s-virtually a "golden
age" of economic performance-and the economic stagnation (or
stagflation) characteristic of more recent years.
Third, in all countries the elasticities of the real variables in both
decades are larger on average in absolute value than the average
elasticities of the nominal terms. In other words, on the margin a
government's political support typically depended more on its real
income growth and employment record than on the economy s
nominal, inflation performance. This point should be underscored
since recent popular political-economic discussions often give the
impression that the political fortunes of governments in the industrial democracies are dominated by their inflation performance
records. As a general observation this simply is not true, as the
elasticity estimates in Figures 4-6 indicate.27 It is, of course, the
case that the relative impact of the nominal inflation variables did
increase substantially in the late 1960s and 1970s in Britain and the
United States. Aside from the short-lived impact on political support of the pound's devaluation in late 1967 and 1968, this pattern is
26
Since it is not possible to have a sustained increase in the level and rate of change
of a variable simultaneously, in the upper frame of Figure 5 only the instantaneous effects of the rate of change of unemployment contribute to the magnitudes of the real
elasticities. Also, it is unrealistic to imagine the inflation rate accelerating or
decelerating "forever" or the exchange rate appreciating or depreciating "forever."
The values of the nominal elasticities in the Figure for Britain must be interpreted accordingly.
27 For evidence that the same conclusion also holds for France and Sweden, see
Douglas A. Hibbs, Jr. "Economics and Politics in France: Economic Performance and
Mass Political Support for Presidents Pompidou and Giscard d'Estaing," European
Journal of Political Research 9 (1981); and Hibbs and Madsen, "The Impact of
Economic Performance."
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not evident in Great Britain until the OPEC-induced acceleration of
prices of 1974 and thereafter. In the United States (and to a lesser
extent in West Germany) it begins somewhat earlier with the acceleration of inflation brought on by the tight labor markets and
policy of (hidden) deficit finance associated with the United States'
pursuit of the Vietnam war.
Everywhere the terrible recession of 1975-76 sharply reduced inflation's relative political impact as public attention shifted away
from the problem of rising prices to the problem of economic contraction. However, the only country in which sustained high rates
of inflation do not necessarily have substantial marginal political
costs is Great Britain. This follows from the earlier empirical
analyses that showed that political support was influenced by the
rate of price acceleration and exchange rate changes rather than by
the inflation rate per se in Britain. Possible explanations of this may
reside in the differential sensitivity of the real wage to price fluctuations in the three countries as well as in their distinctive historical
political-economic experiences. Because of differences in labor
market and wage bargaining institutions, the real wage in Britain
has been effectively indexed to expected price changes, whereas
price fluctuations in the United States often adversely affect the real
wage growth rate.28
Since inflation is associated more frequently with real pain in the
United States, people may exhibit psychological distaste for rising
prices even in periods when, objectively, real wages are not affected. This sort of aversion to price increases, of course, would be
registered in the inflation rate parameter even though the models include a real income growth rate term. As Sachs' work shows, the
real wage in Germany, as in Britain, also is virtually indexed to expected price movements. However, unlike Britain, there is a strong
consensus in the German polity on the importance of stable prices,
which generally is attributed to the social memory of the traumatic
Weimar hyperinflation, but probably also reflects the fact that recent unemployment in Germany has fallen more heavily on foreign
guest workers than on the domestic electorate.
What is clear from the evidence presented above is that neither
stylized models of the "political business cycle," assuming that the
28
See Douglas A. Hibbs, Jr., Trade Union Power, Labor Militancy and Wage Inflation, monograph (Boston: M.I.T., Center for International Studies); and Jeffrey
Sachs, "Wages, Profits and Macroeconomic Adjustment: A Comparative Study,"
Brookings Papers on Economic Activity 2 (1979), 269-319.
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vote maximizing strategy is an election-year expansion,29 nor the recent emphasis in journalistic commentary on the political pressures
for deflation, are reliable general guides to politically optimal
macroeconomic policies. Rather, the electorate's implicit marginal
proportional demand for expansion and deflation varies over time
and depends in a complicated way on the existing stock of political
support and trajectory of the macroeconomy. Before we can make
strong statements about politically optimal economic policy
strategies, we need information about the structural relations
among macroeconomic quantities and the relations between policy
instruments and economic outcomes, as well as knowledge of voters'
demands. A serious discussion of these issues is, however, beyond
the scope of the present paper.

29 See William Nordhaus, "The Political Business Cycle," Review of Economic
Studies 42 (1975), 169-190; and Tufte, Political Control of the Economy.
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U

unemployment rate

AlnU

percentage rate of change of the unemployment rate (annualized, quarter-on-quarter rate; ln(U,/Ul) .400

U adult

unemployment rate excluding teenagers in the labor
force

P

inflation rate (annualized, quarter-on-quarter percentage rate of change of consumer prices)

AP

change in inflation rate (P, - P,-l)

P adjusted inflation rate adjusted downward for direct adverse
price shocks following OPEC, 1973:4-1976:4 (see text).
percentage rate of change of real personal disposable income per capita (nominal income deflated by consumer
prices, annualized, quarter-on-quarter rate of change)

R

R adjusted real income growth rate adjusted upward for adverse inOPEC,
ternational
redistributions
following
1973:4-1976:4
AEXR

quarter-on-quarter change in dollar-to-pound exchange
rate (EXR, - EXR,_1)

Vietnam

U.S. troops killed in action in Vietnam (in thousands)

Watergate press weighted Watergate events (see text)
Rally

international
events
quarter-see text) .

"rally

events"

(number

in

dependent variable: the logit: ln[P,'/(I - P,')], where P,' is the proportion of the survey respondents supporting the incumbent party or President.
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