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Abstract

Do governments exploit international negotiations to increase their chances to get re-elected?
This paper analyzes international political budget cycles. I argue that members of interna-
tional organizations aim to increase their international monetary transfers above average
levels in the preelection year assuming that they will appear politically competent to their
voters if they increase their country’s position in the international bargaining game. Not
all governments are equally competent, but they can pretendto be competent if bargain-
ing in international organizations is based on reciprocity. The theory allows me to derive
several empirical implications for opportunistic bargaining in the European Union, a re-
gion in which international distributional negotiations are highly salient for individuals in
27 member states. A time-series cross sectional analysis ofEU member states from 1977-
2006 supports the existence of conditional and unconditional budget cycles and points to the
importance of accounting for international political budget cycles when analyzing electoral
politics of governments around the globe.
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1 Introduction

We will not allow people to play politics with EU funds. (Jos´e Manuel Barroso,
European Commission President, 2008)

The received wisdom in international relations research isthat globalization and domestic gover-
nance are profoundly interdependent. From the inside out, public opinion, political institutions,
and political competition influence international negotiations, the content of trade agreements,
and behavior in international crises.1 From the outside in, international economic integration
influences domestic political alignments, foreign policies, and the patterns of democratization.2

Globalization has changed electoral accountability and limited the governments’ ability to ex-
ploit monetary and fiscal policies for electoral gain.3 While some governments still seem capable
of active electioneering on the domestic level, many more are forced to resort to new, passive,
strategies such as timing the elections according to the international business cycle.4

Given that globalization has penetrated public life increasingly, it seems surprising that gov-
ernments would only react to these processes. Indeed, the following example illustrates that
governments try to actively use international negotiations to affect public opinion. In 2004, one
year before British general elections, the EU Commission proposed to eliminate the UK bud-
get rebate which has since 1984 returned to the UK about two-thirds of the amount by which
UK payments into the EU exceed UK budget receipts. Accordingto the EU Commission the
UK rebate was no longer justified. The British government spent the rest of the year assuring
the British public that there would be no deal on future financing that does not protect the re-
bate. It also procured a deal with other EU member states to not discuss these issues before the
British elections in May 2005 as originally planned but to postpone any discussion until after
the election. After the French government announced its backing of the Commission proposal
early 2005, the UK foreign secretary, Jack Straw, immediately replied in a BBC interview that
Chirac’s statement was incorrect, and that the reasons for the rebate still apply today, adding that
his country would vehemently defend itself against any opposition to the rebate and, if necessary,
would even use its veto to block any legislation to eliminatethe policy. Just half a year after the
elections, Blair agreed to a cut the UK rebate by€10.5 billion without having even achieved
concessions from the French about a reform of the Common Agricultural Policies–a compro-
mise that the British government had puplicly announced as being absolutely necessary for any
potential reduction of the rebate. Angela Merkel, the German Chancelor who had brokered the
deal, on the other hand was hailed in the German press for her extraordinary bargaining success.
Not only did she break the long deadlock between France and the UK, but the deal she negotiated
also involved reductions in Germany’s net contributions by€300 million.

This episode presents just one among many in which that governments have either used
international negotiations to gather political support athome or deferred negotiations with po-
tentially bad outcomes until after the elections. I argue that with the international harmonization
of policies in many areas that affect everyday-life came a globalization of electoral politics. This

1See,inter alia, Putnam (1988); Simmons (1994); Milner (1997); Milner and Rosendorff (1997); Martin (2000);
Milner, Mansfield and Rosendorff (2000); Schultz (2001); Keefer (2007).

2See,inter alia, Katzenstein (1985); Gourevitch (1986); Rogowski (1989);Milner (1988); Keohane and Milner
(1996); Pevehouse (2002).

3For example, Simmons (1996); Clark, Reichert, Lomas and Parker (1998); Franzese (1999); Oately (1999);
Clark and Hallerberg (2000); Hellwig (2001); Broz (2002); Franzese (2002); Alt and Lassen (2006b, b); Hellwig and
Samuels (2007); Duch and Stevenson (2007). See Kayser (2007) for an overview.

4Mink and de Haan (2005); Kayser (2006).
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paper provides the first theoretical and empirical analysisof how governments exploit member-
ship in international organizations to enhance their re-election prospects. International political
budget cycles (IPBCs) occur when governments increase their relative monetary transfers from
an international organization above average levels in the preelection year in order to appear po-
litically competent to their voters. I argue that incumbents aim to improve their relative position
in the distribution of gains from membership in international organizations because they believe
that voters care whether their government successfully advocates national interests. Whereas
governments are not equally competent to achieve these gains, they can all participate in the
electoral game if a reciprocal bargaining culture within the international organization allows
them to increase their membership gains in the preelection period.

I test for the existence of such international election cycles in Western Europe, a region in
which European integration has not only affected most aspects of public life but where distribu-
tional issues are particularly prevalent. The results of a fixed-effects OLS model with a panel
data set of observations of all EU member countries from 1977to 2006 strongly supports the
existence of an international political budget cycle in EU member states and shows that govern-
ments rely on reciprocal bargaining tactics to secure favorable deals before the election. Various
robustness checks demonstrate the consistency of these results over alternative operationaliza-
tions of the dependent and independent variables and over several specifications that test for the
endogeneity of election-timing.

My paper demonstrates that incumbents can actively exploitinternational negotiations in
order to affect domestic support. It therefore provides first evidence that active opportunistic
strategies have globalized as well. The theory could be applied to other international settings
as well. For example, in their empirical work on IMF lending Dreher and Vaubel (2004) find
that new net credits from the International Monetary Fund (IMF) are significantly larger in the
pre-election period and that borrowing from the International Bank for Reconstruction and De-
velopment significantly declines after elections. However, the conclusion of IMF programs is
less likely before elections because the incumbent would appear economically incompetent. This
increases the political costs of exploiting IMF programs for electoral purposes.5 My theory in-
dicates that although signalling domestic economic competence might be restricted by voters’
knowledge about the conclusion of IMF programs, debtor governments could try to conclude
programs with favorable conditions in order to signal international political competence. Such
strategies should be more likely for recipient countries which are strategically important to the
United States.6

Section 2 first provides an overview of the potential effectsof international integration on
political budget cycles. Based on these insights, I developa general theoretical model of interna-
tional political budget cycles in Section 3 which allows me to derive specific empirical implica-
tions for IPBCs in EU member states. Section 4 empirically tests the existence of unconditional
and conditional IPBCs in Western Europe. Section 5 providesa discussion of the applicability of
the theoretical model to other international settings as well as possible theoretical and empirical
extensions. Section 6 concludes.

5Dreher (2003, 2004).
6Stone (2002, 2004, 2008).
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2 Economic Integration and Political Budget Cycles

Governments are opportunistic. They choose policies that help them survive in office in the ex-
pectation that favorable economic conditions will cause voters to increase their support for the
incumbent. A positive assessment of the government’s economic performance is particularly
important when voters choose who to vote for in the next election. Accordingly, incumbents
stimulate monetary and fiscal policies in order to raise voter welfare immediately before elec-
tions.7

Political budgetcycles occur when governments expand fiscal policies beforeelections and
contract them afterwards. The underlying logic is that voters observe how well the government
converts revenues into public goods and form expectations about its economic performance.8

Only competent governments can increase the provision of public goods above the average be-
fore elections without distorting the economy. Incompetent governments would thus be reluctant
to attempt such policies. If fiscal operations are not observable, however, incompetent incum-
bents could increase the deficit to pursue expansionary fiscal policies hoping that the electorate
would attribute the increased provision of public goods to the incumbent’s performance.

The viability of political budget cycles rests on the assumption that voters cannot observe
the deficits generated by the government. Greater transparency of fiscal operations leads to a
decline of electoral cycles because voters are fiscal conservatives who punish the government for
excessive deficits.9 Many scholars have therefore concluded that macro-political budget cycles
are not very likely in developed democracies, but restricted to weak and new democracies.10

This conclusion should be particularly true for Western Europe. The economic and political
integration in Europe has contributed to fiscal transparency and accountability and has drastically
limited the governments’ ability to pursue expansionary fiscal policies. With the development
of the EMU and the adoption of a common currency, its members have obligated themselves
to observe the Maastricht criteria. According to Article 121(1) of the European Community
Treaty, (i) annual government deficit must not exceed 3% of the gross domestic product (GDP)
at the end of the preceding fiscal year, and (ii) gross government debt must not exceed 60% of
GDP at the end of the preceding fiscal year.11 The Stability and Growth Pact allows the EU
to monitor the EU members’ fiscal policies and to sanction states with excessive deficits. This
could be bad news for governments in Western European democracies because their incentives
to generate political budget cycles have dramatically increased. Kayser and Wlezien (2008)
show that economic performance has become more important because of a general weakening
of voters’ identification with West European political parties over the past decades. In addition,
voters can now compare international and domestic economicperformance which increases the
pressure on incumbent governments.12

Indeed, current work shows that optimistic conclusions about the decline of opportunistic

7Drazen (2000a, b) and Franzese (2002) provide an excellent overview of the political business cycle.
8Rogoff and Sibert (1988); Rogoff (1990); Shi and Svensson (2002); Alt and Lassen (2006a, b).
9Peltzman (1992); Alesina, Perotti and Tavares (1998); Brender (2003); Brender and Drazen (2005); Drazen and

Eslava (2005); Alt and Lassen (2006a, b); Schneider (2007).
10Akhmedov and Zhuravskaya (2004); Andrikopoulos, Loizidesand Prodromidis (2004); Andrikopoulos, Loizides

and Prodromidis (2006); De Haan and Sturm (2000); Dullien and Schwarzer (2009); Galli and Perotti (2003); Haller-
berg, de Souza and Clark (2002); Persson and Tabellini (2003a, 2003a); Shi and Svensson (2000, 2002, 2006);
Brender and Drazen (2005).

11The Maastricht criteria also set targets for the inflation rates, the exchange rate, and the long-term interest rates.
They do not apply to the United Kingdom, Sweden, and Denmark,which negotiated an opt-out from the treaty.

12Duch and Stevenson (2007).
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domestic politics are premature at least in the European Union. Mink and de Haan (2005) and
others demonstrate that cycles in fiscal policies persist even after the Stability and Growth Pact
was implemented.13 They argue that the sanctions which are imposed by the EU Commission
are not austere enough (and usually implemented too late; i.e. after elections) to diminish the
powerful states’ incentives to generate politically relevant cycles in fiscal policies.14

Recent work demonstrates that international integration has not only left loopholes for large
states to pursue opportunistic politics on the domestic level but it has actually allowed politicians
to use globalization to affect their re-election prospects. Kayser (2006) shows that countries, par-
ticularly members of the European Union, time their elections according to the ups and downs
of the European business cycle. The theory which is developed in the next section adds a new
dimension to this line of research. I will show that states donot only passively react to inter-
national developments, but they can under certain cirumstances actively influence international
negotiations to generate electoral cycles on the international level.

3 Theory

In his seminal work on political budget cycles Tufte (1978) argues that, similar to a murder-
mystery, an incumbent must have motive, opportunity, and a weapon if she wants to generate
electoral cycles. Column 2 in Table 1 summarizes this murder-mystery of domestic political
budget cycles. The incumbent’s motive is her desire to get re-elected and the control over the
domestic budget is her opportunity. As weapon, the incumbent can provide economic benefits
to either a large number of voters (e.g. increase the provision of public goods, general tax cuts)
or specific groups of voters (e.g. increase benefits for farmers, specific tax cuts). Since not all
incumbents are equally competent they tend to exert hidden effort, i.e. they increase deficits
covertly before elections to finance the larger provision ofpublic goods.

DOMESTIC INTERNATIONAL

Signal Economic Competence Political Competence

MOTIVE Reelection Reelection

WEAPON Public good provision Negotiated relative IO benefits

OPPORTUNITY Control budget Control international transfers

Hidden Effort Deficits Reciprocal bargaining

Table 1: Theoretical Comparison between Domestic and International Budget Cycles

The murder-mystery characterization serves well to trace the existence of international po-
litical budget cycles. International political budget cycles occur whenincumbent governments
increase their publicly observable monetary transfers from an international organization above
average levels in the preelection year in order to appear politically competent to their voters.
In the developing world, governments could try to receive more aid from the IMF, the World

13See also Bräuninger (N.d.), Buti and van der Noord (2003), and von Hagen (2003).
14See also de Haan, Berger and Jansen (2004).
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Bank, or the EU before elections. Local mayors have reasons to believe that their support lev-
els increases if they are able to attract a World Bank projectbut the mayor of the neighbouring
village does not. In the developed world, governments couldtry to increase their relative budget
receipts from the EU before elections in order to appear politically competent at home.

I will first provide a general theoretical discussion of the incumbent’s motive, opportunity,
and weapon. This enables me to examine the underlying assumptions and conditions explicitly
as they are crucial in explaining variations of IPBCs and their signals across international or-
ganizations. Subsequently, I will apply the general theoretical framework to derive hypotheses
about IPBCs in EU member states.

3.1 Assumptions

The theory of IPBCs builds on the standard assumptions aboutincumbent motives in the PBC
literature: incumbents want to be reelected and they believe that voters care about their economic
welfare. Voters cannot observe how competent the government will be in the future and there-
fore form rational expectations regarding the incumbent’slevel of competence using observable
current performance. In addition, I assume that incumbentsbelieve that voters care about how
well governments bargain in international negotiations. In other words, governments believe that
they have to signalpolitical competenceto their voters.

Negotiations in international organizations have become very salient in domestic public opin-
ion because many distributional issues which affect publiclife and domestic factions have been
shifted onto the international level.15 Since distributional negotiations in the international arena
focus on the distribution of gains across states rather thanacross individuals within a country,
incumbents have reason to believe that voters predominantly care about how well the incumbent
advocates national interests in international negotiations particularly if negotiations have distri-
butional consequences. Thus, the higher a country’s gains relative to the gains of other countries,
the stronger the signal that the government has done well during negotiations. Increasing relative
transfers in international negotiations does not only provide signals of political competence to
the general electorate but also more specifically to the factions that gain most from the transfers
being made.16

3.2 How to Generate IPBCs Successfully?

All governments want to appear politically competent to their electorate before elections, but
not all governments are equally competent. In fact, many governments are uncertain about their
capacity to handle future issues in a competent way.17 We therefore have to examine whether and
to what extent governments can influence the distribution ofgains in international organizations.
In general, the outcome of distributional bargaining in international organizations hinges on (i) a
member’s eligibility of transfers according to the formal rules and (ii) a member’s formal and
informal power in the decision-making process. Formally, countries can either claim exceptional
“need” for budgetary transfers in the preelection year or they can try to use their decision-making

15Gourevitch (1978); Mayer (1992); Milner (1997); Milner andRosendorff (1997); Moravcsik (1991); Putnam
(1988); Svolik (2006).

16An interesting avenue for future research would be to analyze instances in which bargaining in favor of one do-
mestic faction can negatively affect another domestic faction. In this case I would expect that those domestic factions
that lose from the distribution compared to another domestic faction will lower their support for the government.

17Shi and Svensson (2002).

5



power in the negotiations to shift the balance of costs and benefits in their favor.18 These tactics
are based on the institutional rules of the international organization and countries may, in theory,
rely on them even if the outcomes would hurt other member states.

However, the bargaining culture within the international organization can lower the need for
such hard bargaining tactics. For example Svolik (2006) finds that international organizations
usually allow states to defect from cooperation for domestic political reasons if these defections
are not excessive and rotate amongst the member states. Tactics of reciprocity ensure that coop-
eration is beneficial for all member states in the long term. The necessary condition of rotation
holds for IPBCs because elections occur at regular intervals in all democratic member states.
If negotiations are based on compromise and reciprocity, then governments might acknowledge
an incumbent’s need for higher transfers in the preelectionperiod because they can expect sim-
ilar treatment when they are up for elections themselves. Since international negotiations are
not public, states can use these reciprocal tactics to exerthidden effort. Accordingly, they will
appear politically competent to voters although the bargaining success is a result of reciprocal
bargaining.

3.3 Empirical Implications for IPBCs in the European Union

Despite the fact that the EU budget is very small (currently 1.05% of EU’s GNI) and that most
Europeans are not well informed about how the budget is spent, the relative size of EU budget
transfers is one of the most salient EU topics on the domesticlevel.19 For example, the Eastern
expansion of the EU threatened the net contributors to the budget with additional costs. The
German government, even though being one of the main supporters of enlargement, was quite
sensitive to the German public, which was “tired of paying when other member states expect
to keep receiving even when enlargement happens.”20 On average, over 83% of the European
public considered it important in 1999 that the new member states would be able to pay their
share of the EU budget. This was even more important than the adequate economic development
of the candidates.21 Indeed, most of the voters’ resistance to enlargement arosefrom their fear
that their country would receive smaller budget shares after enlargement.

Consequently, divergent national interests, rather than acommon European interest, drive
public announcements about EU budget negotiations.22 Debates about net contributors and the
fair distribution of the budget typically dominate. In a press conference on the negotiations
about the British budget rebate in November 1979, Margaret Thatcher rejected the Commission’s
proposal and justified her stance very explicitly: “Look! We, as one of the poorer members of
the Community, cannot go filling the coffers of the Community. We are giving you notice that
we cannot afford it. [The proposed budget rebate] would still have left Britain with much much
much too big a net contribution—a contribution next year of the same size as the German one
and many many many times that of France.” The slogan in the European Union soon became ‘We

18Inter alia, Faini and Grilli (2004); Kauppi and Widgrén (2004); Krasner (1991); Steinberg (2002); Thacker
(1999).

19Mueller and Bowie (2005, 227), Hix and Follesdal (2006, 543). On average, a quarter of EU citizens believe that
the budget is spent primarily on administrative and personal expenses (in fact, this is one of the smallest expenditure
categories) and a quarter of EU citizens does not know at all on what the EU spends its budget (Eurobarometer,
various years).

20Financial Times (February, 2002).
21For example, Eurobarometer 52 (1999).
22Haas (1958); Sbragia (1994); Lewis (1998); Dür and Gonzalez (2007).
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want our money back’.23 The EU budget has become much more political for governmentswho
are keen to show their electorate that they are getting their“fair share” from the EU budget.24

Incumbents believe that relative EU budget transfers are aneffective weapon to increase public
support before an election.

Hypothesis 1 EU member governments aim to increase their relative EU budget receipts in the
year before the election.

Whether EU governments have the opportunity to generate IPBCs, however, depends on
their control over the distribution of the budget. Over 80% of the EU budget is allocated to fos-
ter economic and social progress in the EU member countries.The most important expenditure
categories are the Common Agricultural Policies (CAP), which maintain agricultural produc-
tion through a system of price guarantees and subsidies for farmers, and the Cohesion Policies
(CP), which reduce economic and social disparities in development levels among regions and
member states through a system of structural transfers. Thebudget process is divided into the
multi-annual financial frameworks and the annual spending plans. The Financial Perspectives
indicatively outline EU spending by setting ceilings on total expenditure and on expenditure for
each category. During annual negotiations, members negotiate the exact level of expenditure
and the breakdown between the various budget lines for the year in question. The EU must not
exceed the overall expenditure ceiling, but members may shift expenditure within and to some
extent even across spending categories in cases of “unforeseen changes in expenditures”.25

All decisions are negotiated between the European Parliament and the Council of Minis-
ters (which consists of the EU member governments) based on aEU Commission proposal.
The most important actor has always been the EU Council whichdecides by qualified major-
ity, but there are some supranational restrictions to the governments’ ability to determine the
budget opportunistically.26 Most importantly, whereas the EU Council has the final word on
all decisions about compulsory spending (covering all expenditure resulting from international
agreements and the EU treaties), the EU Parliament has the final word on non-compulsory de-
cisions. Roughly speaking, compulsory spending includes spending on agricultural subsidies
whereas structural aid falls under non-compulsory spending. The EU Council is therefore more
restricted to opportunistically distribute spending thatfalls under the non-compulsory heading.

Hypothesis 2 International Political Budget Cycles should be stronger in the Common Agricul-
tural Policies than in the Common Structural Policies.

Taking into account supranational influences, opportunities for IPBCs then mainly depend
on the negotiations between EU member states. In the EU Council negotiations, member states
generally seek compromise when negotiating, but also strongly defend national interests.27 In
his interview-based analysis Lewis (1998, 489) shows that “(. . . ) there is a value in reaching
agreement, in collectively solving problems, and understanding each others’ domestic political
constraints. (. . . ) For example, a deputy of one of the large Member States claimed, ‘there is a
higher sense of defending national interests and of leavingaside instructions, which is rooted in
preserving the goodwill of my colleagues for the future. Without this, I won’t have their respect

23Spiegel (26.3.2005).
24Laffan (1999); McIver (2008, 13); Le Cacheux (2008, 10).
25EU Commission (1999).
26Articel 205(2) EC Treaty.
27See FN 22.
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and their help next time.”’ The reciprocal bargaining culture in the EU could therefore provide
opportunities to all governments.

However, reciprocal bargaining is costly for other governments. I expect that fellow gov-
ernments should be more sympathetic to accepting opportunistic budget policies that are costly
for them if the government in question actually has valid reasons to believe that her re-election
is endangered. Low public support for the government relative to the opposition increases the
incumbent’s fear of not being reelected. In addition, a bad economy in the pre-election period
contributes to adverse evaluations of the incumbent because voters can take it as a signal of
economic incompetence. Economic crises also harm governments because they diminish op-
portunities to provide more public goods before elections.Finally, the uncertainty of electoral
outcomes increases with the number of undecided voters. This group of voters is not deeply
committed in an ideology, cares more about material benefitsthan about ideological attachment,
and is therefore more responsive to opportunistic politics.28 At the same time, it is also more
likely to vote for the opposition if that party conveys greater competence.

Hypothesis 3 International Political Budget Cycles should be stronger in countries where in-
cumbents face bad economic times.

Hypothesis 4 International Political Budget Cycles should be stronger in countries where in-
cumbents face low public support.

Hypothesis 5 International Political Budget Cycles should be stronger in countries where the
number of voters who are still undecided is high.

Whereas reciprocal bargaining is an important source of IPBCs, powerful EU government
can rely on hard bargaining tactics when negotiating the distribution of the budget.29 This be-
comes particularly important when reciprocal bargaining strategies are not available. The greater
the country’s bargaining power in the EU Council the greaterthe incumbent’s capacity to extract
benefits for her constituencies before elections using hardtactics.

Hypothesis 6 International Political Budget Cycles should be stronger in countries where in-
cumbents have great bargaining power in the EU Council.

4 Empirical Analysis

IPBCs in the EU exist when states increase their budget transfers in the year before the election.
Whereas EU governments principally want to generate IPBCs,they are restrained by the reg-
ulatory framework of the EU and their formal and informal bargaining leverage within the EU
Council. I empirically analyze EU budget bargaining of all EU member states from 1977 to 2006
to test for the existence of IPBCs. Since EU budget transfersare mainly directed towards EU
member states, the sample includes all nine states that weremembers of the EU in 1977 (France,
Germany, Italy, Denmark, United Kingdom, Belgium, Luxembourg, Ireland, Netherlands) and
increases with several enlargement rounds: Greece (1981),Spain and Portugal (1986), Austria,

28Dixit and Londregan (1998); Lindbeck and Weibull (1987).
29Moravcsik (1991, 1998); Carrubba (1997); Kandogan (2000);Rodden (2002); Kauppi and Widgrén (2004,

2005); Brennan (2006); Mattila (2006); Schneider (2008).
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Finland and Sweden (1995), and Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland,
Slovakia, Slovenia, Malta, and Cyprus (2004).30

4.1 Variables

EU governments appear politically competent if they increase their relative EU budget receipts
before elections (Hypothesis 1). To measure relative budget receipts I can use either budget
shares or net budget receipts (measured as the budget receipts minus the budget contributions).
The main models which are discussed throughout the empirical section use each member’s bud-
get shares as dependent variable. This operationalizationlets me distinguish between agricul-
tural and structural transfers. I can thus explicitly test whether cycles are indeed stronger in the
Common Agricultural Policies than in the Cohesion Policies(Hypothesis 2). Since EU budget
revenues consist of a system of levies on each member state’sgross national income (GNI), and
to a lesser extent of levies on the member state’s value addedtax (VAT) bases as well as customs
duties, agricultural duties, and sugar levies, I cannot calculate a net receipts variable by policy
field. Nevertheless, Section 4.5 demonstrates that the findings are robust to estimations using
total net transfers.Total Budget Sharesmeasures each EU member’s annual budget receipts as
a share of overall annual EU budget appropriations. I use budget appropriations rather than the
actual budget to avoid assuming, incorrectly andex post, what states could get. All budget data
are from the annual reports of the European Court of Auditors.

How much each member extracts from the EU budget varies considerably. According to
EU law, this variation should mainly depend on each member’seligibility as determined in the
common policies. For example, structurally weak countriesand countries with large agricultural
sectors are eligible for larger transfers than developed economies with small primary sectors.
Figure 1 compares EU budget receipts for Spain, a very eligible country, and the Netherlands, a
much less eligible country. The Dutch GDP has been consistently higher than the EU average,
while Dutch unemployment rates and size of the agriculturalsector have been below the EU
average. Spain has had an average unemployment rate of 14.4%(almost twice as much as the
EU average of 8.4%), with 11% of its workforce employed the agricultural sector.

The graphs lend some support to the claim that the EU budget isprimarily allocated accord-
ing to formal eligibility criteria. Whereas the Dutch budget receipts have declined over time,
Spanish budget receipts have experienced an almost consistent growth before the accession of
the relatively poorer states from Central and Eastern Europe in 2004. Despite these underlying
dynamics, there also seems to be a clear pattern during pre-election years as indicated by the
dashed lines. Independent of the economic needs of its country, both governments tend to re-
ceive larger budget shares in the year preceding the election.31 This suggests that governments
indeed exploit the allocation of the EU budget to increase their chances to stay in office.

I test this basic budget cycle effect with a dichotomous pre-election indicator that takes the
value 1 in the year before the election and 0 otherwise (Pre-Election Year). Larger budget re-
ceipts in the election year would not allow the government toimplement the necessary programs
in time, particularly because EU budget flows are spread throughout the year. A budget raise

30EU budget transfers also benefit associated outsider statesand other developing countries. I did not include them
because the underlying assumptions are different in this case.

31Note, the decline of Dutch budget shares in the late 1980s andearly 1990s owes to the Single European Act
which reformed the European Union and doubled expenditureson economically poor countries. Additionally, the
expansions to Greece, Portugal, and Spain granted the poor member states considerable bargaining power. This
might explain why the Dutch government was not able to electioneer in 1993.
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Figure 1: Elections and EU Budget Receipts, 1977-2006 (Source: Court of Auditors).

in the pre-election year, however, gives the government enough time to implement the transfers
domestically and to increase spending on public goods before the election. A binary variable
that is 1 in the election year controls for the possibility that the pre-election variable picks up
an effect in the election year (Election Year).32 For domestic budget cycles, scholars expect a
decrease in deficits after the elections. For IPBCs this is not necessary as no budget deficits are
incurred. The electoral cycle works by redistributing across member states rather than across
time. I test this by estimating a model with a post-election dummy (Post-Election Year).

Opportunities for electoral politics on the EU level arise from reciprocal negotiations. I
have argued that EU governments are more likely to use reciprocal bargaining tactics if electoral
uncertainty is high (Hypotheses 3, 4, and 5). I use Eurobarometer data to generate the variable
Public Incumbent Support (Surveys)which measures the share of total survey respondents who
would vote for one of the parties in government.33 Undecided Voters (%)is measured as the share
of survey respondents who were undecided when asked the voteintention question. Short-term
economic disruptions should further increase the uncertainty of electoral outcomes and therefore
increase the likelihood of IPBCs. I use the domestic unemployment rate of EU member states
because unemployment fluctuates more across years than for example GDP growth (data from
Eurostat). I will further test the influence of a government’s formal bargaining power (Voting
Power Council). The Shapley-Shubik index (SSI) which is widely used to measure a member’s
formal voting power is defined as the frequency that a state’smembership in a coalition is pivotal
when all voting coalitions are assumed equally likely (datafrom Bräuninger and König (2005)).
It takes into account the majority threshold and the allocation of voting weights.

Besides the main explanatory variables, it is most important to control for formal eligibility in
member states. My choice of control variables is guided by the empirical literature on EU budget

32The results stay substantively the same if I excludeElection Year.
33Data on governmental coalitions from ‘Parties and Elections in Europe’ database (www.parties-and-elections.de)

and Muller and Strom (2000). The Eurobarometer question is phrased as “If there were a ‘general election’ tomorrow
(say if contact is under 18 years: and you had a vote), which party would you support.” Respondents have a list
of political parties from which they can choose plus furtheroptions such as “don’t know”, “undecided”, “would not
vote” or “would vote for a different party”. Data from Schmitt, Scholz, Leim and Moschner (2005).
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bargaining.34 To be eligible for the bulk of Cohesion Funds, the per capita GDP of countries
has to fall below 75% of the average GDP in the EU (Per Capita GDP (EU=100). Agricultural
subsidies are distributed to farmers directly and depend onthe total size of the agricultural sector.
Employment Agricultureis the natural logarithm of the total number, in millions, ofemployees
in the agricultural sector (data from Eurostat). Carrubba (1997) finds that euroskepticism in the
population improves a member’s bargaining leverage in the budget game.Domestic EU Support
is measured as the percentage of citizens who believe that “EC/EU membership is a good thing”
minus the percentage of those believing that “EC/EU membership is a bad thing” (data from
Eurobarometer). New member states typically receive relatively low budget shares in their first
years of membership because they do not yet possess the administrative capacity to absorb all
funds, and are yet not powerful enough to assert themselves in the bargaining process. The
variableNew Member Statetakes a value of 1 for all new members until the next enlargement
and 0 otherwise. I finally control for the size of the EU. Descriptive statistics are presented in
Appendix A.

4.2 Model Specification

The time-series cross-sectional nature of the data raises concerns of panel-heteroscedasticity and
serial correlation. I therefore estimate a panel model withfixed effects. The fixed effects esti-
mator controls for unobserved country heterogeneity that is constant over time. This procedure
is warranted because the time independent country effects turn out significant in the regression
results and the results of the Hausman test suggests that alternatives (such as the random effects
model or the pooled OLS model) would render the coefficients inconsistent and biased.35 The
model is specified as

Yit D ˛ C ˇPit C Xit C vi C uit ;

whereYit denotes the share of budget receipts for each country-year,Pit is the dummy variable
for the pre-election year,Xit is the vector of explanatory and control variables,˛ is the constant,
vi are the unit effects, anduit is the error term. The respective coefficient vector forPit andXit

are denoted by̌ and .
I apply panel-corrected standard errors to correct for the heteroscedasticity of the error terms

across EU member states.36 Additionally, the Durbin Watson statistic of an untransformed model
points to a serial correlation of the error terms and necessitates a Prais Winsten transformation of
the data (panel-specific AR1). Whereas both the Prais Winsten transformation and the Lagged-
Dependent-Variable (LDV) model address the problem of serial correlation, modeling a panel-
specific AR1 process seems more appropriate here. Nickell (1981) demonstrates that the size of
the coefficients in a LDV model cannot be interpreted straightforwardly because the coefficient
of the LDV includes the first lags of all the coefficients of theother independent variables (which
are correlated with the variables on the right hand side of the equation). Additionally, it tends to
eliminate most of the variance in the dependent variable.37 The Durbin Watson statistic indicates
that the transformed estimator sufficiently reduces serialcorrelation. Nevertheless, I estimated
the main unconditional models (including a model with net receipts as dependent variables) with

34See FN 29.
35Compositional data analysis is not necessary because I use actual receipts as percentage of overall budget appro-

priations. As the estimated budget is usually larger than the actual budget, the actual budget shares do not add up to
100%.

36Beck and Katz (1995).
37Beck and Katz (1995); Achen (2000); Plümper, Troeger and Manow (2005).
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a lagged dependent variable in order to check for the robustness of the results (see section 4.5).
The significance of the coefficients slightly declines as expected but the substantive findings do
not change. I still find significant unconditional cycles in agricultural subsidies and in total net
transfers. The more important conditional effects are not affected by the inclusion of a LDV,
even for cycles in structural funds (all results for conditional cycles available upon request).

4.3 Is There An Unconditional International Budget Cycle?

Table 2 reports the results for the basic unconditional international budget cycle.38 The models
fit the data very well. The robustly significant Wald test and the high adjustedR2 suggest that
the variables together explain a large amount of the variation in the dependent variable.

The findings provide support for the existence of an IPBC. Theaverage budget share sig-
nificantly grows by 10% in pre-election years. Although it ismost vital for governments to
announce their relative negotiation success domestically, the substantive implications are inter-
esting as well. To get a better idea of how much a country can improve its position in the year
before the election, I predicted each country’s budget share in pre-election years versus all other
years. I then calculated the growth of transfers in the pre-election period. On average, the pre-
dicted budget receipts grow by€55 million. The growth of transfers never falls below€14
million (Denmark) and some even grow by€107 million (Greece).

The postelection effect in Model 2 is negative but insignificant as expected. Since the EU
cannot incur a deficit there is no need to contract transfers after the election. Opportunistic
transfers are possible by re-distributing resources across member states. Those that do not have
elections accept a decline in transfers to allow for a rotation of support for campaigning in-
cumbents. The results in Models 3 & 4 show that the budget cycle is stronger in agricultural
subsidies than in structural transfers (however, see conditional findings below). These findings
provide some important insights into the dynamics of IPBCs.The fact that CAP expenditures (i)
can be used to generate targeted and non-targeted election cycles and (ii) are under almost full
control of the Council make them a very attractive target foropportunistic politics.39 Incumbents
also seem to be in a discernibly improved bargaining position in the election year itself although
the substantive growth of budget shares is much smaller thanin the pre-election year.

Turning to the control variables, the findings lend little support to the eligibility-based ex-
planation of the distribution of the EU budget, but much support to a power-based explanation.
The size of the agricultural sector significantly increasesthe share of budget receipts particulary
in the CAP and countries with high unemployment rates are also more likely to receive larger
budget shares. However, poor member states do not seem to be the main winners at least when
measured in total budget shares. Instead, the richer a country (measured in per capita GDP as
average of the EU) the more it will receive from the EU funds. This result is in line with Stein-
berg (2002) and Schneider (2008) who show that economic power increases the relative benefits
states can extract from membership in international organizations. Model 4 which is restricted
to structural transfers reveals the expected relationship. Furthermore, bargaining leverage in the
EU Council (whether measured in terms of voting power or domestic EU support) significantly
increases the government’s budget shares. New member states receive lower budget shares in
their first years of enlargement. Finally, budget shares have been declining over time, but not
significantly so.

38All models were estimated with Stata 10.0. A replication package is available from the author.
39See for example Mueller and Bowie (2005, 227).
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Model 1 Model 2 Model 3 Model 4
Dependent Variable Total Shares Total Shares CAP Shares CP Shares

Preelection Year (Dummy) 0.104* 0.114** 0.053
(0.063) (0.043) (0.044)

Post-election Year (Dummy) -0.089
(0.071)

Election Year (Dummy) 0.037 -0.061 0.074* 0.019
(0.067) (0.068) (0.043) (0.044)

Employment Agriculture (ln) 0.639** 0.684** 1.159** -0.698**
(0.306) (0.304) (0.201) (0.189)

Per Capita GDP (EU=100) 0.026** 0.026** 0.017** -0.009**
(0.006) (0.006) (0.003) (0.002)

Unemployment Rate 0.060** 0.061** -0.054** -0.017
(0.030) (0.030) (0.014) (0.028)

Voting Power Council (%) 0.624** 0.618** 0.581** 0.003
(0.062) (0.062) (0.027) (0.031)

Domestic EU Support (%) -0.008** -0.008** 0.001 -0.007**
(0.004) (0.004) (0.002) (0.003)

New Member State (Dummy) -1.331** -1.299** -0.936** -0.794**
(0.282) (0.284) (0.171) (0.266)

Number of EU Members -0.039 -0.041 -0.028 0.037*
(0.028) (0.029) (0.019) (0.021)

Constant -6.072** -6.212** -7.880** 4.377**
(1.330) (1.307) (0.906) (1.073)

Observations 401 401 383 383
R2 0.871 0.871 0.895 0.759
Wald�2 413055 7.062e+08 7.401e+07 6.053e+06

LDV regressions with country fixed effects
Panel-corrected standard errors in parentheses

** p <0.05, * p<0.1

Table 2: The European Budget Cycles: Budget Shares, 1977-2006.
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4.4 Conditional International Budget Cycles

I now turn to examine changing opportunities for IPBCs. To test the conditional effects, I re-
estimated Models 3 & 4 and added interactions between each independent variable of interest
and the pre-election variable to the models. The model specification changes to:

Yit D ˛ C ˇPit C Xit C ıPitXit C vi C uit ;

wherePitXit denotes the interaction between the pre-election year and the uncertainty and
power variables. The respective coefficient vector for the interaction effect is denoted byı. The
interaction term allows me to estimate the effect of pre-election years on budget shares given, for
example, different levels of political competition. The conditional effect of pre-election years,
ˇ�, and its variance,V.ˇ�/, cannot be interpreted directly from the regression tables, but are
calculated and presented graphically (full estimation results in Appendix B and C).40

To test how political competition affects budget shares in the pre-election period I computed
the effect of pre-election years at different levels of political competition and plotted the effects
together with their 95% confidence intervals in Figure 2. They-axis on the graphs depicts the
different levels of the competition variables. The conditional effect is shown for their minimum,
maximum, and several centiles of the sample values (on the left-hand side of the graph; the right-
hand side shows actual sample values). For example, the y-axis shows that the sample median is
just 30.4%, i.e. 30% of the population would vote for the government coalition if there were an
election the next day. The diamonds denote the size of the conditional effect. I graphed the 95%
confidence intervals around the effects to show how confidentwe can be with the substantive
effect and the effect of changes in the level of competition.
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Figure 2: Budget Shares in Pre-election Years for DifferentLevels of Public Support.

Figure 2 clearly indicates that electoral competition affects the likelihood of IPBCs. Govern-
ments significantly increase their pre-electoral transfers from the EU only when less than 30%

40Friedrich (1982); Greene (2003).
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of the respondents support the incumbent party in the pre-election year. This is the median value
in the sample. The incumbent’s pre-electoral budget sharesgrow by 20% when only 19% of sur-
vey respondents indicate to vote for the government. The pre-election effect under high electoral
competition is twice as big as the unconditional pre-election effect in Table 2. I also find a signif-
icant budget cycle in structural transfers when incumbent support is low. Electoral competition
induces governments to exploit both funds. This implies that the Parliament is not a completely
effective guardian of the budget process. The pre-electioneffect declines with the share of re-
spondents that would vote for the incumbent (the decline itself is not significant). If electoral
competition is relatively low and a majority of respondentsindicate that they would vote for the
incumbent party, then governments do not increase their EU budget shares significantly.
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N=256

Figure 3: Budget Shares in Pre-election Years for DifferentShares of Undecided Voters.

Figure 3 provides some support for the argument that the number of undecided voters in-
creases uncertainty about election outcomes. An incumbentobtains larger budget shares in the
year before the election when a sufficiently large share of the population is still undecided (over
10% of respondents in the CAP and over 14% of respondents in the CP). If more than 29% of
respondents are still undecided, then pre-election budgetshares grow by over 20% in both poli-
cies. The change itself is not significant which means that a budget cycle effect exists if there are
many undecided voters, but the spending of the incumbent does not increase significantly with
the number of undecided voters. An incumbent has no incentive to pursue opportunistic politics
if most voters have already decided whom to vote for.

Short-term economic problems further increase an incumbent’s credibility vis-à-vis other
member states. Figure 4 shows that high unemployment rates boost a state’s budget shares
in the pre-election year. Unemployment rates of 13.4% lead to an increase of structural and
agricultural transfer shares by over 28% and 14%, respectively. Budget shares significantly
decline with lower unemployment rates. IPBCs are not likelyif unemployment falls below the
EU median. This result provides an interesting contrast to the dynamics of domestic PBCs.
Whereas EU member governments seem to bemore likely to generate IPBCs when they face
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Figure 4: Budget Shares in Pre-election Years for DifferentUnemployment Rates.

economic difficulties, on the domestic level this would makethem lesslikely to induce budget
cycles if the economy is already doing bad. It also implies that reciprocal bargaining tactics
depend on the credibility of the re-election threat.
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Figure 5: Budget Shares in Pre-election Years for DifferentLevels of Voting Power.

Accordingly, sometimes EU members have to rely on their formal bargaining power. Figure
5 shows that while all member states attempt to increase their budget shares in the pre-election
year, only relatively powerful member states can consistently do so. The effect is significant at
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least at the 10% level when voting power is above median levels (5.7%). The results are weaker
than those for election uncertainty and unemployment, which indicates that the pre-election
effect is mostly achieved with reciprocal bargaining in theEU Council.

4.5 Robustness

The findings strongly support the existence of a conditionalbudget cycle across different speci-
fications of the main model. This section presents some further robustness checks.

4.5.1 Endogeneity of Elections

The legislative term in most EU countries has a maximum length, but most governments can
choose to call early elections. Instead of generating IPBCswhich might be economically and
politically costly, governments could just wait until theyreceive large EU transfers and then call
an election.41 To analyze whether my findings are biased because of endogenous election timing
I examined the likelihood of opportunistic elections and their impact on my results in two steps.

First, I implemented an augmented Durbin-Wu-Hausman (DWH)test for endogeneity.42 I
tested whether the correlation between the residuals from the reduced-form regression and the
error term of the main model are zero. First, I estimated a logit model that regresses the dichoto-
mous pre-election variable on the total budget shares, a dummy variable for minority govern-
ments, as well as country fixed effects. I then incorporated the residuals of this reduced-form
model into my baseline model and tested whether the coefficient is significantly different from
zero (which would imply endogeneity). Model E1 in Appendix Eshows that the coefficient for
the residuals is not significantly different from zero. I therefore fail to reject the null hypothesis
of no endogeneity. Furthermore, the inclusion of the residuals does not change the main findings.
This finding lends strong support to the existence of an IPBC.

Second, I qualitatively analyzed all elections that occurred at least 12 months early in coun-
tries where the executive cande factocall early elections opportunistically (so called premier-
timing).43 I have 22 of such early elections in my data set of which only 5 elections were indeed
called early without any external reason such as the collapse of coalitions or a vote of no con-
fidence (see Appendix D). I then estimated the main model (i) excluding the 5 snap elections,
(ii) excluding the 22 early elections with premier-timing,(iii) excluding all observations for the
three countries which are most prone to snap elections (United Kingdom, Denmark, Ireland),
and (iv) including a variable that controls for the number ofmonths that the election has been
held early or late. Neither of the estimated regressions yields substantively different results from
the results reported above (results are available from the author). The coefficient onPre-election
Year in Model 1 (Table 2) diminished slightly from 10% to 9% and theeffect is not significant
at conventional levels (10% in a one-sided test). However, the findings for the unconditional
CAP model (Model 3, Table 2) remain positive and significant.Most importantly, I find that the
conditional results are robust to the exclusion of early elections.

41For example, Inoguchi (1979), Palmer and Whitten (2000), and Kayser (2005).
42Durbin (1954); Wu (1973); Hausman (1978); Davidson and MacKinnon (1993).
43Kayser (2006, 442). The definition of early elections follows Heckelman and Berument (1998). It is not neces-

sary to analyze elections that are within 12 months because EU funds are distributed only once a year. EU transfers
have different effects on elections only if the early election is called at least 12 months in advance.

17



4.5.2 Other Robustness Checks

I estimated the main regression varying the set of independent and dependent variables. Note,
the results presented in Appendices E and F depict unconditional results for space reasons and
because they present the most conservative estimates. All conditional results in the robustness
section are available upon request. First, I employedTotal Net Receiptsas dependent variable.
The variable is measured as the natural logarithm of total budget receipts minus the natural loga-
rithm of total budget contributions in millions of constant(2006)€/ECU of a country in a given
year. Second, I estimated the main regression results with aLDV instead of a Prais-Winsten
transformation. Third, whereas I analyze legislative elections because the budget negotiations
are conducted by government ministers (Council of the European Union) and not by the head of
states (European Council), I analyzed whether EU budget cycles exist in presidential elections.
Fourth, my dichotomous preelection variable could be criticized because it ignores the month
in which the election was held.44 I follow Franzese (2000) and generate an indicator for the
pre-election year that varies between 0 and 1. In the pre-election year the indicator is calculated
as.12 � .M � 1//=12, whereM is the month in which the election took place. The indicator
takes smaller values the later the election takes place and is 0 for all other years. Finally, I test
whether there is a election run-up in EU budget expendituresby using a variable that measures
the years to an election instead of the preelection variable.

As Appendices E and F show, the pre-election effect is robustto an alternative operational-
ization of the dependent variable (Model E5, Models F1-F4) as well as of the main independent
variable (Model E2). Results for the conditional budget cycles are even stronger (available upon
request). As expected, Model E3 depicts that budget cycles are not possible during presidential
elections and Model E4 that there exists no run-up to the election. Increases in budget receipts
are only possible in the preelection period.

5 Possible Extensions to the Model

The empirical analysis provides ample evidence of an international political budget cycle in EU
member states. In line with the theory, I found that EU governments use IPBCs to signal interna-
tional political competence to their electorate. Opportunistic budget cycles in the EU are stronger
if (i) elections are highly contested, and outcomes uncertain, (ii) the domestic economy is not
doing well, and (iii) the government is a powerfull negotiator in the decision-making process.
This paper therefore shows that active electoral politics have indeed globalized. Governments
try to strike successful deals on the international level inorder to gain greater electoral support.
Unfortunately, it is out of the scope of this paper to providea complete analysis of all possible
conditions and extensions. This section therefore provides a brief discussion about interesting
extensions of the basic IPBC model.

Public Statements. Governments are not restricted to actual budget transfers, but could use
public announcements about bargaining successes in domestically salient policy areas to increase
voter support. Typical strategies should include either the announcement of a bargaining success
or the deferral of potentially critical bargaining until after an election. The fact that most member
states agreed to wait until after the UK elections further reveals the importance of reciprocal
bargaining as a source of hidden action.

44It is not necessary to control for the timing of the EU budget because the budget is typically decided in November
or December of each year and CAP and CP Funds are spent in the first months of the year.
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International Partisan Cycles. Whereas most members agreed to rest negotiations about
the UK budget rebate until after the election, France and Belgium continued to bring up the
issue. This implies that negotiations in the EU Council could well be influenced by partisan
considerations. I would expect that governments of different political ideology to be less likely
to participate in reciprocal bargaining because they have no incentives to support a government
with contradicting preferences. In fact, international negotations could have opened the door for
contraheries to affect each others reelection perspectives negatively. In this case, IPBCs should
be more dependent on the government’s formal bargaining power in the EU Council.

Supranational Cycles. Supranational institutions should have an incentive to allow for some
electioneering if this strengthens support for integration. If member states delegate to suprana-
tional agencies and if these agencies have influence on the distribution of the budget then we
should expect that supranational budget cycles exist. One example is the EU Commission’s will-
ingness to defer sanctions until after elections under certain circumstances. For example, when
Germany failed to comply with the Stability and Growth Pact in early 2002 and the EU Commis-
sion agreed not to issue the early warning because federal elections took place that year.45 Future
research could evaluate whether the Commission’s actions depend on that country’s support or
importance for further integration.

IPBCs in International Organizations. Future analyzes should broaded the focus of analysis
to examine IPBCs in other organizations as well. Apart from electoral cycles in IMF lending,
cycles in multilateral aid from the major international aidinstitutions such as the World Bank
could contribute to an explanation of why foreign aid has remained largely ineffective in achiev-
ing its development goals. Based on the basic theory, I wouldexpect recipient countries could
use foreign aid to generate support cycles particularly if they are of strategic interest for power-
ful donor governments. Recipients that are of strategic interest are more likely to receive higher
transfers with lower conditions attached.

Economic Competence. International transfers could be used to subsitute domestic hidden
effort (e.g. deficit spending). An increase of monetary transfers from the international organiza-
tion above average levels could therefore also signal domestic economic competence if it allows
the incumbent to provide more public goods to its electorate. Whether this strategy succeeds
in affecting the electorate’s evaluation about the incumbent’s economic competence depends on
the voters’ knowledge about the international transfers aswell as the size of transfers.46 IPBCs
successfully signal economic competence if voters either do not observe transfers at all or if they
are ignorant about what these transfers are spent for. If voters knew that the government can
use international transfers to improve economic conditions, however, they would take the extra
transfers into account when assessing the incumbent’s economic competence. Additionally, the
transfers have to be large enough to serve as effective substitutes. The EU budget is not suitable
for such strategies because it is too small to allow for a significant increase in domestic public
good provision. However, other financial flows of other international organizations such as the
World Bank are considerably larger and could be used to signal economic competence.

6 Conclusion

This paper provides the first theoretical and empirical analysis of international political budget
cycles. I argued that the increasing economic and politicalintegration of policies has led to a shift

45von Hagen (2003).
46Dreher and Vaubel (2004).

19



of electoral politics onto the international level. As international distributional problems have
become more prevalent for domestic publics, governments can exploit successes in international
negotiations to increase their domestic political support. I analyzed this international dimension
of electoral politics using EU budget transfers and found that European governments aim to
increase their EU budget shares to improve their re-election perspectives. Reciprocal bargaining
in the European Union allows the members to time their negotiation successes in order to appear
politically competent.

The existence of IPBCs has important implications for international cooperation and domes-
tic politics. One of the main findings of the paper is that economic and political integration
does not necessarily diminish national interest in favour of the greater good. National interest is
particular important when international organizations redistribute welfare across member states.
As a consequence, governments have strong incentives to favour relative gains over absolute
gains. The policy implications are straightforward and important as the salience of international
negotiations is likely to increase in the future. The EU Commission either has to fight incentives
to exploit EU transfers for domestic electoral politics or it has to provide more transparency
about the allocation of EU expenditures. If the incentives to electioneer internationally are not
weakened, then European integration will not deprive governments of instruments to manipulate
the economy before elections, but actually provide them with more opportunities to do so. As
Ahmed Dogan, Leader of the Party Movement for Rights and Freedoms in Bulgaria said in 2008:
“Vote buying is part of the European democratic practice.”
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A Description Statistics

N Mean SD Min Max

Total Receipts (%) 401 6:13 5:30 0:02 23:37

CAP Receipts (%) 383 3:89 3:90 0:00 17:49

CP Receipts (%) 383 1:46 1:73 0:00 9:19

GDP per capita (EU=100) 401 100:15 41:29 23:05 301:18

Employment Agriculture (ln) 401 5:61 1:59 0:99 8:05

Unemployment Rate (%) 401 8:15 3:65 0:50 21:3

Shapley-Shubik Council (%) 401 7:42 4:82 0:90 17:86

Domestic EU Support (%) 401 45:85 22:86 �30:00 86:00

Election Year (Dummy) 401 0:27 0:45 0:00 1:00

Pre-election Year (Dummy) 401 0:26 0:44 0:00 1:00

Post-election Year (Dummy) 401 0:25 0:43 0:00 1:00

Number of EU Members 401 14:93 5:24 9:00 25:00

New Member State (Dummy) 401 0:23 0:42 0:00 1:00

Incumbent Seats (in %) 398 54:40 10:20 22:01 99

Incumbent Support (in %) 274 31:73 9:61 7:79 60:32

Undecided Voters (in %) 274 16:54 8:81 0:60 48:64

Member Contribution (%) 400 6:73 7:56 0:03 31:22
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B Conditional IPBCs: Common Agricultural Policies

Model B1 Model B2 Model B3 Model B4
Public Support Swing Voters Unemployment Power

Dependent Variable Common Agricultural Policies (%)

Preelection Year (Dummy) 0.386** 0.085 0.068 -0.044
(0.164) (0.119) (0.102) (0.080)

Public Incumbent Support (Survey) -0.007
(0.006)

Pre-election*Public Support -0.008*
(0.005)

Undecided Voters -0.004
(0.005)

Pre-election*Undecided 0.005
(0.005)

Pre-election*Unemployment 0.006
(0.011)

Pre-election*Voting Power 0.021**
(0.008)

Election Year (Dummy) 0.076 0.055 0.074* 0.076*
(0.074) (0.065) (0.043) (0.043)

Employment Agriculture (ln) 0.616** 0.751** 1.161** 1.137**
(0.267) (0.255) (0.202) (0.198)

Per Capita GDP (EU=100) 0.019** 0.020** 0.017** 0.017**
(0.004) (0.003) (0.003) (0.003)

Unemployment Rate -0.053** -0.053** -0.055** -0.057**
(0.021) (0.019) (0.014) (0.013)

Voting Power Council (%) 0.484** 0.492** 0.581** 0.586**
(0.049) (0.040) (0.027) (0.026)

Domestic EU Support (%) 0.001 0.000 0.001 0.001
(0.003) (0.003) (0.002) (0.002)

New Member State (Dummy) -1.339** -1.319** -0.929** -0.902**
(0.182) (0.181) (0.170) (0.165)

Number of EU Members -0.226** -0.215** -0.028 -0.024
(0.035) (0.034) (0.019) (0.019)

Constant -2.392 -3.449** -7.894** -7.807**
(1.713) (1.628) (0.907) (0.885)

Observations 256 256 383 383
R2 0.875 0.880 0.895 0.897
Number of countryid 15 15 25 25
chi2 207910 2.917e+06 8.725e+07 9.619e+06

LDV regressions with country fixed effects
Panel-corrected standard errors in parentheses

** p <0.05, * p<0.1
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C Conditional IPBCs: Cohesion Policies

Model C1 Model C2 Model C3 Model C4
Public Support Swing Voters Unemployment Power

Dependent Variable Cohesion Policies (%)

Preelection Year (Dummy) 0.612** -0.082 -0.278* -0.049
(0.226) (0.116) (0.156) (0.065)

Public Incumbent Support (Survey) -0.002
(0.005)

Pre-election*Public Support -0.017**
(0.007)

Undecided Voters -0.005
(0.004)

Pre-election*Undecided 0.012**
(0.005)

Pre-election*Unemployment 0.041**
(0.020)

Pre-election*Voting Power 0.014*
(0.008)

Election Year (Dummy) 0.067 0.059 0.020 0.019
(0.064) (0.060) (0.043) (0.043)

Employment Agriculture (ln) -0.885** -0.875** -0.662** -0.693**
(0.235) (0.225) (0.188) (0.188)

Per Capita GDP (EU=100) -0.011** -0.010** -0.009** -0.009**
(0.002) (0.002) (0.002) (0.002)

Unemployment Rate -0.061** -0.057** -0.020 -0.018
(0.018) (0.017) (0.026) (0.028)

Voting Power Council (%) 0.040 0.027 0.003 0.003
(0.026) (0.029) (0.032) (0.031)

Domestic EU Support (%) -0.013** -0.015** -0.007** -0.006**
(0.003) (0.003) (0.003) (0.003)

New Member State (Dummy) -1.325** -1.362** -0.724** -0.772**
(0.179) (0.177) (0.257) (0.267)

Number of EU Members 0.053* 0.034 0.039* 0.040*
(0.030) (0.027) (0.021) (0.021)

Constant 5.873** 6.165** 4.181** 4.361**
(1.427) (1.443) (1.063) (1.052)

Observations 256 256 383 383
R2 0.814 0.814 0.755 0.755
Wald�2 6.92e+05** 3.79e+05** 4.59e+06** 7.13e+06**

LDV regressions with country fixed effects
Panel-corrected standard errors in parentheses

** p <0.05, * p<0.1
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D Early Elections in Countries with Premier-Timing

Country Year # Mths Snap Reasons for Early Election

Austria 1995 34 — Collapse of government coalition.
Denmark 1977 24 — Disagreements about economic policy between minority government

and smaller parties.
1979 16 — Collapse of government coalition.
1981 22 — Government resigns after parliament condemns government plans.
1984 23 — Government resigns after defeat of its budget.
1988 40

p
Snap election over Danish membership in Western Alliance.

1990 17 — Minority government failed to reach agreement over1991 budget and
other economic measures.

Greece 1996 30 — Change in Prime Minister (same party but radically different policies).
Ireland 1981 12

p
Prime Minister Haughey calls early elections.

1982 37 — Collapse of Fine Gael-Labour coalition after budget fails in parliament
by one vote.

1989 32
p

Prime Minister Haughey calls early elections.
1992 19 — Vote of no confidence.

Italy 1983 12 — Collapse of government coalition.
1987 12 — Collapse of government coalition.
1994 37 — Resignation of the Prime Minister after the reform of the voting system

for parliamentary elections.
1996 35 — No agreement on electoral reform and new rules governing media cov-

erage of electoral campaigns.
Netherlands 1982 32 — Collapse of government coalition.

1994 12 — Collapse of government coalition.
2003 40 — Collapse of government coalition.

Spain 1996 15 — Collapse of government coalition.
United Kingdom 1987 12

p
Prime Minister Thatcher calls early elections.

2005 14
p

Prime Minister Tony Blair calls early elections.

Source: Keesing International
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E Robustness Checks

Model E1 Model E2 Model E3 Model E4 Model E5
Dependent Variable Total Shares Total Shares Total Shares Total Shares Net Receipts (ln)

Preelection Year (Dummy) 0.107* 0.027*
(0.062) (0.014)

Preelection Indicator 0.200*
(0.102)

Preelection Year (President) -0.010
(0.127)

Years to Election -0.025
(0.025)

Election Year (Pres/Leg) 0.650 0.038 0.021 0.010
(1.184) (0.066) (0.123) (0.014)

Employment Agriculture (ln) 0.888** 0.634** 0.643** 0.665** 0.280**
(0.298) (0.303) (0.316) (0.312) (0.070)

Per Capita GDP (EU=100) 0.021** 0.026** 0.027** 0.026** 0.001**
(0.006) (0.006) (0.006) (0.006) (0.001)

Unemployment Rate 0.045 0.061** 0.058** 0.058* 0.004
(0.028) (0.031) (0.030) (0.030) (0.004)

Voting Power Council (%) 0.601** 0.625** 0.622** 0.622** 0.007
(0.060) (0.061) (0.063) (0.062) (0.014)

Domestic EU Support (%) -0.008** -0.008** -0.009** -0.009** -0.004**
(0.004) (0.004) (0.004) (0.004) (0.001)

New Member State (Dummy) -1.336** -1.318** -1.316** -1.317** -0.154**
(0.266) (0.280) (0.283) (0.282) (0.041)

Number of EU Members -0.032 -0.038 -0.040 -0.040 -0.008
(0.029) (0.028) (0.029) (0.029) (0.006)

Residuals -0.272
(0.534)

Constant -6.740** -6.044** -6.060** -6.092 -1.599**
(1.448) (1.322) (1.350) (0.337)

Observations 395 401 401 401 400
R2 0.872 0.871 0.872 0.871 0.691
Wald�2 3.45e+07** 5.47e+05** 7.71e+08** 1.37e+06** 2.14e+07**

Prais-Winsten regressions with country fixed effects
Panel-corrected standard errors in parentheses

** p <0.05, * p<0.1
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F Limited Dependent Variable Models

Model F1 Model F2 Model F3 Model F4
Dependent Variable Total Shares CAP Shares CP Shares Net Receipts (ln)

Lagged Dependent Variable 0.648** 0.686** 0.612** 0.644**
(0.020) (0.022) (0.068) (0.028)

Pre-election Year (Dummy) 0.078 0.076* 0.066 0.043**
(0.077) (0.043) (0.051) (0.018)

Election Year (Dummy) -0.003 0.081* -0.050 0.012
(0.081) (0.045) (0.050) (0.020)

Employment Agriculture (ln) 0.337** 0.369** -0.344* 0.114**
(0.151) (0.127) (0.183) (0.047)

Per Capita GDP (EU=100) 0.001 0.004** -0.005** 0.002**
(0.002) (0.001) (0.001) (0.001)

Unemployment Rate 0.005 0.008 0.018 0.008**
(0.019) (0.006) (0.018) (0.004)

Voting Power Council (%) 0.336** 0.199** -0.026 -0.014
(0.047) (0.040) (0.025) (0.015)

Domestic EU Support (%) -0.011** -0.002 -0.006** -0.002**
(0.003) (0.002) (0.003) (0.001)

New Member State (Dummy) -0.399* -0.282** -0.393* -0.046
(0.207) (0.079) (0.222) (0.034)

Number of EU Members 0.021 -0.007 0.006 -0.017**
(0.014) (0.012) (0.017) (0.004)

Constant -2.517** -2.764** 2.411** -0.567**
(0.722) (0.724) (0.998) (0.235)

Observations 376 358 358 375
R2 0.960 0.971 0.904 0.879
Wald�2 44489 10162 352876 323807

LDV regressions with country fixed effects
Panel-corrected standard errors in parentheses

** p <0.05, * p<0.1
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