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Abstract 

 
Recent events demonstrate once again that financial crises are often bad news for political 

incumbents. This paper provides evidence that this pattern is also visible across a much 

longer time horizon, but that it varies considerably by crisis type and political regime. The 

association is strongest for domestic debt crises, with democracies being most prone to 

executive turnover. Political regimes in which authority is more centralized and personalized 

(especially presidential regimes) are also especially prone to loss of office during crises. We 

argue that two main factors help to account for this observed variation. First, the costs of 

financial crises for incumbent governments depend on the nature of audience costs, which 

depend in turn upon crisis severity and scope, but also upon contextual societal expectations. 

Second, political turnover during financial crises is conditioned by the degree of 

personalization and centralization of political authority, as well as by the ease of replacement 

of incumbents. 
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Financial crises and political turnover: a long run panoramic view
1
 

 

Recent events demonstrate once again that financial crises are often bad news for political 

incumbents. During the peak of the recent global financial crisis from mid-2008 through mid-

2009, there were abnormally high levels of political turnover as measured by the number of 

falls of incumbent governments and finance ministers, and prime ministerial resignations 

(figure 1).
2
 But is this pattern also visible across a much longer time horizon? This paper 

provides evidence that it is, and investigates in detail the strength and nature of the historical 

relationship between political turnover and financial crises. 

In doing this, we add to a growing but still underdeveloped literature on the political 

economy of financial crises. On the specific issue of crises and political turnover, the 

literature exhibits what Reinhart and Rogoff (2010: 1) characterize as an “unfortunate” and 

“distressing” tendency to focus on very narrow time windows and particular regional 

experiences. Most existing quantitative cross-country analyses use developed country data 

going back only to the early 1970s if not sooner (Bernhard and Leblang 2008; Leblang 2003; 

S. Walter 2008), and most qualitative studies have focused on the political economy of recent 

regional crises (Frieden 1992; Haggard 2000; Haggard and Kaufman 1992; MacIntyre, 

Pempel and Ravenhill 2008; Stallings and Kaufman 1988).
3
. We seek to address this 

deficiency by using a comprehensive new long-term historical database for studying the 

political economy of financial crises for a much larger number of countries since the early 

nineteenth century. 

                                                 
1
 We would like to thank Mike Seiferling, Young Cho and Javier Diaz-Cassou for their excellent research 

assistance in this project. We also thank the Department of International Relations and the STICERD fund at the 

LSE for financial assistance. 
2
 Ministerial resignations may occur earlier in crises than do changes of government, the timing of which is 

often determined by scheduled elections. 
3
 There are some exceptions, mostly from economic historians (e.g. Eichengreen and Lindert 1989). Bordo and 

Oosterlinck (2005) discuss the relationship between crises and political changes for 29 countries from 1880 to 

1913. 
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Given the narrowness of the existing literature, there are large gaps in our existing 

knowledge. We know little about, for example, whether the relationship between political 

turnover and financial crises is consistently strong, and whether it varies substantially over 

time, across political regime types, and across different kinds of financial crisis. In this paper, 

we address a series of questions to help to fill this gap. First, are financial crises and political 

turnover significantly associated over the long run? Second, since we might expect the causal 

relationship between financial crises and political turnover to be reciprocal, is this 

relationship asymmetric? (That is, do crises increase political turnover more than turnover 

increases the probability of crises?). Third, do different kinds of financial crises have 

different relationships with political turnover?
4
Fourth and finally, do the relationships 

between financial crises and political turnover vary by political regime type? The rest of this 

paper provides some evidence and preliminary answers to each of these four questions. 

Before addressing each in turn, however, we first discuss conceptual definitions and data. 

1 Data  

To its credit, much recent quantitative scholarship on the political economy of 

financial crises has used data that provide fine-grained temporal analysis (e.g. Bernhard and 

Leblang 2008; Leblang 2003; S. Walter 2008). This approach has advantages, but as noted 

above it does not permit analysis from a more panoramic view. For this reason we use annual 

data, which enables analysis of a larger number of countries over a much longer time period. 

Specifically, our dataset contains annual data from 1800 to 2006 across a sample of 160 

countries.
5
 To measure political turnover we employ two indicators from the Cross-National 

Time-Series Data Archive (Banks 2010). One indicator, polit12, measures the number of 

                                                 
4
 In this paper we focus on single financial crises to tease out the relationship of each to political turnover and 

leave aside cases of “dual” and “triple” crises.  
5
 The minimum number of countries in the system ranges from 20 in the early 1800s to 160 by the end of the 

period. In practice, the Banks dataset (see below) is restricted to 1815-2006, which currently prevents us from 

deploying crisis data before or after this period. 
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times in a year that effective control of executive power changes hands (“executive 

turnover”). This indicator requires that the new executive be independent of his/her 

predecessor. The other indicator, polit11, measures the number of times in a year that a new 

premier is named and/or at least half of the cabinet posts are assumed by new ministers 

(“cabinet turnover”). We modify both measures to create two dichotomous indicators set 

equal to one if a country experiences one or more turnover events and zero otherwise. Figures 

2a and 2b show the percentage of all countries for any given year that experience executive 

and cabinet turnover events respectively (although we do not undertake separate analysis in 

this paper of the much smaller number of cases in which countries experience multiple 

turnover events in a single year, these figures also show these in the form of “polit12high” 

and “polit11high” respectively).
6
 The trend in both measures of turnover is up over time 

(perhaps related to rising levels of democracy in the international system), but especially so 

in the case of cabinet turnover. Executive turnover peaks in the troubled interwar period, and 

cabinet turnover peaks in the troubled (for developing countries) 1990s. 

For financial crises, we use Reinhart and Rogoff’s (2009) now canonical classification 

of crises into five different kinds: banking, currency, domestic debt, external debt, and 

inflation. The problem of defining and timing the onset of crises is harder in some cases than 

others (Reinhart and Rogoff 2009: chapter 1). It is relatively straightforward for currency and 

inflation crises. Currency crises are defined quantitatively by an annual depreciation 

exceeding a threshold of 15 percent per annum against an anchor currency, and an inflation 

crisis is recorded when a country’s inflation rate excides a threshold of 20 percent per annum.  

Measuring banking and debt crises raises more challenges. Quantitative indicators of 

stress in the banking system, such as the relative price of bank stocks, have limited coverage, 

so Reinhart and Rogoff use an events measure. They define banking crises by: (1) bank runs 

                                                 
6
 In this paper, we leave aside the question of multiple turnover events, which, as figures 2a and 2b show, are 

comparatively rare. 
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that lead to the closure, merging, or takeover by the public sector of one or more distressed 

financial institutions; or (2) if there are no runs, the closure, merging, or large-scale public 

assistance of an important financial institution that begins a string of similar outcomes for 

other financial institutions. Similarly, (domestic and foreign) debt crises are defined by events 

in which a debtor defaults, repudiates, or begins restructuring of debt that imposes some form 

of loss on existing (domestic or foreign) creditors. The final resolution of such crises may 

occur several years into the future, decades later, or never. Such extended resolutions may be 

economically and politically costly, but it stretches the concept to designate all years in these 

lengthy spells as crises. Indeed, this problem applies to all kinds of financial crisis.  

For this reason, we have chosen to focus on the relationship between political 

turnover and new financial crises. Accordingly, we measure the timing of debt crises as being 

marked by the first year in which default, repudiation, or restructuring takes place. New 

crises generally are defined as events in which the crisis indicator crosses the relevant 

quantitative or event threshold in any year following a tranquil year (i.e., no crisis). Figure 3 

shows the percentage of all countries experiencing new banking, currency, debt and inflation 

crises respectively by year. They indicate that all forms of crisis have a long history but that 

their frequency and historical distribution can vary substantially. This underlines the value of 

a long run panoramic approach. 

Finally, we also use data on political regime type from Polity IV and Cheibub et al. 

(2010). The Polity IV data offer a measure of regime type that ranges from -10 to +10, with 

lower values indicating greater autocracy and higher values indicating greater democracy. We 

follow Polity in deploying a tripartite indicator in which autocracies are defined as countries 

with Polity2 scores of less than -5, anocracies those with scores between -5 and +5, and 

democracies those with values greater than +5. Cheibub et al. (2010) provide a six-fold 

political regime classification: parliamentary democracy, semi-presidential democracy, 
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presidential democracy, civilian dictatorship, military dictatorship, and royal dictatorship. We 

modify this classification by consolidating in to one category the three different categories for 

dictatorship. Note that this data is more restrictive in time-frame, only available for 1946-

2008. Figures 4a and 4b shows how both sets of regime indicators evolve over time.  

2 Financial crises and political turnover 

Our first empirical question is whether financial crises and political turnover are 

significantly related over the long run. The answer is a categorical yes: new financial crises 

(of any kind) are associated with higher rates of turnover for both the political executive 

(polit12) and cabinet officials (polit11). Figure 5 shows that that the average annual rate of 

political turnover in crisis-hit countries is consistently higher than political turnover rates for 

non-crisis (“tranquil”) countries. Moreover, these results hold for the whole period (1800-

2006), as well as in what we label in shorthand as the “gold standard”
7
 (1800-1933), post-

gold standard (1934-2006), and post-Bretton Woods (1974-2006) periods. Because the results 

for the post-1974 period are generally similar to those for post-1933, we do not include the 

former in the analysis that follows. For each period, the difference in means for crisis and 

tranquil countries are statistically significant. 

For the whole sample period, whereas the average executive turnover rate in crisis 

countries nears 27 percent, in tranquil countries it is less than 19 percent. Since the average 

unconditional turnover rates for cabinet officials are significantly higher than that for 

executives, the respective turnover rates for crisis and tranquil countries are also higher. For 

the whole sample period, cabinet officials in crisis countries see an average turnover rate 

approaching 54 percent, while tranquil countries experience a turnover rate of around 43 

percent.  

                                                 
7
 Strictly speaking, most authors would date the international gold standard period from about 1880 to 1931, 

with interruptions between 1914 and 1924-5. Britain’s gold standard was also suspended during the Napoleonic 

War period, but our data on political turnover dates from 1815 in practice. 
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There is some, though not very large, variation across different periods. For 

executives, the average turnover rate is higher in the 1800-1933 period than afterwards and 

highest in the 1974-2006 period. Crisis-hit countries experienced average rates of executive 

turnover before 1934 of 37%, compared to about 30% for the entire modern period and 39% 

for the period after 1973. Tranquil countries experienced average turnover rates of 24% in the 

gold standard period, compared to 20% afterwards. But we also need to consider that for both 

executives and cabinet officials, unconditional rates of turnover are highest in the gold 

standard period. In fact, it is during the 1974-2006 period that crises bring about the sharpest 

percentage increase in the frequency with which executives lose office (at 62%, compared to 

54% during 1800-1933). For cabinet officials, while the average rate of turnover is highest 

during the gold standard period, differences in turnover rates between crisis and tranquil 

countries are higher (and very similar) in the post-1933 and post-1973 periods (at 48%, 

compared to 32% during 1800-1933).  

These results for different periods might seem surprising given that after the Great 

Depression new economic policy ideas and techniques permitted more effective management 

of domestic economies and of financial crises in particular. But as Reinhart and Rogoff 

(2009) show systematically, even modern-era financial crises are associated with unusually 

negative economic outcomes compared to “normal” recessions (they describe financial crises 

as “recession accelerators”). And although governments may have developed better 

techniques for managing financial crises than before the mid-1930s, so too voter/citizen 

expectations of government policy rose significantly after the gold standard period. This 

implies that incumbent governments after the 1930s could be punished severely for crises and 

associated recessions that were often milder than before 1934, but much deeper than the 

recessions to which they had become accustomed in the 1950s and 1960s. We extend this 

argument about the disappointment of “great expectations” that became entrenched in the 
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post-1945 period below. We also address later the possibility that the trend towards 

democracy could make it easier for citizens to inflict “leader-specific punishment” on 

incumbent governments (McGillivray and Smith 2000, 2008).  

3 The reciprocal relationship between crises and turnover 

Having shown that financial crises are significantly related to political turnover, the 

question that follows immediately from this is whether the data permit any conclusions about 

the direction of this relationship. Clearly, there is a good chance that the relationship is 

reciprocal: political turnover (instability) might plausibly increase the probability of financial 

crises, and financial crises might also increase the probability of political turnover (cf. 

Bernhard and Leblang 2008). Politically unstable governments might be more prone to adopt 

destabilizing economic policies that eventually produce financial crises; political instability 

can also trigger capital flight, producing currency and banking collapses (Edwards and 

Tabellini 1991). On the other hand, there are many reasons to suppose, as noted above, that 

financial crises lead to a backlash among domestic audiences that cause incumbent 

governments to lose office. Economic conditions may be particularly important in shaping 

the timing of political instability in countries where elections are endogenously determined 

(Smith 2004; Kayser 2005, 2006). 

But which effect is stronger? Our decision to use long run historical data to analyse 

these questions has the disadvantage that a more sophisticated two-stage multivariate 

statistical analysis is difficult due to the absence of data for most countries over the whole of 

our period of analysis. For this reason, we compare the relative importance of the conditional 

probabilities: that is, of the probabilities of countries experiencing financial crises given 

political turnover, and the probabilities of countries experiencing political turnover given 

financial crisis.  



 9 

Figure 6a compares the size of both of these conditional probabilities for cabinet and 

executive turnover relative to the underlying probabilities of crises and of political turnover 

(for all crises and the whole period 1800-2006). The height of the green bars shows the 

average increase in the probability of crisis given turnover compared to unconditional crisis 

probabilities for our whole sample. The height of the red bars shows the average increase in 

probability of turnover given crisis compared to the unconditional probability of turnover. 

Thus, in absolute terms, the average increase for turnover is considerably higher than the 

average increase for crises, suggesting that crises may increase the probability of turnover 

much more than the other way round.  

To gain further insight, we normalize these results by converting the absolute 

increases in probabilities to the relative increase brought about to the unconditional rates of 

crisis and of political turnover. These results are shown in the blue and orange bars. They 

show, interestingly, that for executive turnover the percentage increase in the probability of 

turnover given crisis (at 70%) is significantly higher than the percentage increase in the 

probability of crisis given turnover (at 48%). This suggests that the reciprocal relationship 

between crises and executive turnover may be asymmetric, with crises apparently increasing 

the likelihood of executive turnover more than the reverse. This does not apply, however, to 

cabinet turnover, where the percentage increase in the probability of crisis given turnover (at 

46%) is slightly higher than the percentage increase in the probability of turnover given crisis 

(at 42%). This may be because cabinet instability is associated with policy instability, which 

in turn precipitates crises.  

Figures 6b and 6c provide a further breakdown of these conditional probabilities by 

crisis type. We postpone analysis of the relationships between political turnover and different 

kinds of crisis to section 4, but for the moment these two figures show that the broad patterns 

revealed above hold once we take account of the fact that financial crises come in very 
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different forms. Figure 6b shows that in absolute terms, the differences in probabilities of 

crises given turnover are swamped by the differences in probabilities of political turnover 

given crises, for all kinds of crisis. Figure 6c also shows that for executive turnover, the 

results summarized in figure 6a hold for all kinds of financial crisis (i.e. the percentage 

increases in the probabilities of turnover given crises significantly exceed those for the 

probabilities of turnover given crises). But figure 6c reveals some differences in the case of 

cabinet turnover. The general finding in 6a that turnover has stronger implications for crisis 

than the reverse does not hold in the case of banking, external debt and inflation crises. In 

fact, the general finding that cabinet turnover has stronger implications for crisis than the 

reverse appears to be largely driven by domestic debt crises.  

What can we conclude from these initial results? First, they may imply that the causal 

effects of crises on turnover are greater than the reverse, though establishing this requires 

additional analysis. Second, for cabinet turnover, there is no consistently similar pattern and 

for some kinds of crisis, notably domestic debt crises, the causal effects of cabinet turnover 

on crisis may be more powerful than the reverse. However, the interpretation of causal paths 

in the presence of these reciprocal relationships clearly requires caution.  

4 Which kinds of financial crisis are most strongly associated with political turnover? 

With all due caution given the likelihood of the reciprocal relationships outlined 

above, we now consider how different kinds of financial crisis are related to political 

turnover. Figure 7 shows the difference in average rates of political turnover between crisis 

and tranquil countries in our three main periods (1800-1933, 1934-2006, and all years) – note 

that all differences are positive (i.e. crisis countries have higher average rates of turnover than 

tranquil countries). It reveals that new domestic debt crises are much more strongly 

associated with both executive and cabinet turnover. For all years, both executive and cabinet 

turnover is about 140% higher in countries experiencing new domestic debt crises than in 
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tranquil countries. Again, this holds for both the gold standard and modern eras; indeed, the 

differences are slightly higher in the modern period. New banking, external debt and inflation 

crises are less strongly associated with political turnover, with turnover rates in crisis 

countries in the range of 20-40% higher than in tranquil countries. Currency crises are least 

strongly associated with turnover. The results are also broadly similar for both measures of 

political turnover. The colours in figure 7 show levels of statistical significance. We find 

highly significant results for domestic debt crises and some significant results for banking, 

external debt and inflation crises.  

What explains these results? Theoretical models based on reputation or punishment 

emphasize that governments will be sanctioned if the economy performs poorly or if they fail 

to honour their economic commitments , with the obvious sanction in this case being political 

turnover (Anderson 2000; Lewis-Beck 1988; McGillivray and Smith 2000, 2008). The more 

severe and widely shared the audience costs, the greater the likelihood, and perhaps 

frequency, that this sanction will be applied. For several reasons the audience costs for 

domestic debt crises are likely to be particularly severe and widely shared among domestic 

actors. First, while both external and domestic debt crises typically occur in countries already 

experiencing recessions, recessions are generally much deeper in the case of domestic debt 

crises (Reinhart and Rogoff 2008). Second, perhaps the worst (economic) thing governments 

can do is to default against their own citizens.  

Why might turnover rates in the case of domestic debt crises be even higher in the 

modern period than in the gold standard period? This finding could be due to higher citizen 

expectations in the modern era and/or the greater prevalence of democratic regimes. We 

develop this argument more fully below.  

For banking crises, we find that the relative difference in turnover rates is significant 

for cabinet officials in both historical periods. There is weaker evidence for executives whom 
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we find experience a modestly significant (p<.10) increase for only the gold standard period. 

This might be because banking crises were somewhat more severe during the gold standard 

era, with consequently more severe consequences for incumbent governments (Bordo et al. 

2001). The severity of these crises may have been linked to prevailing policy ideas. As 

constructivist political economists have shown, prevailing policy ideas shape the crisis 

resolution strategies that policymakers employ (Hall 2003; Widmaier et al. 2007). During the 

gold standard period, the primary purpose of the central bank was to maintain the external 

value of the currency and lender of last resort liquidity injections to prevent bank failures was 

considered potentially inconsistent with this objective (Eichengreen and Temin 1997). To be 

sure, these “rules of the game” were sometimes violated, but liquidity support, when offered, 

was typically limited in scope (Bordo et al. 2001; Simmons 1996). In Latin America, the 

periphery of the gold standard, most countries even lacked central banks before the 1920s so 

that payments imbalances and changes in monetary reserves fed directly into destabilizing 

changes in the money supply (Triffin 1972 [1944]).
8
  

It was not until the 1930s that economists and some policymakers came to see 

monetary and fiscal policy as tools for achieving macroeconomic stabilization and full 

employment (Diaz-Alejandro 1988; Eichengreen 1992, 1996). In addition, banking and 

finance generally was repressed and highly regulated in the three or four decades after the 

Great Depression in most advanced and developing countries (Helleiner 1994). In short, it 

may be the case that the experience of the Depression and new Keynesian policy ideas 

produced fewer crises, greater economic stability, and thus lower levels of political turnover 

in the years after the early 1930s.  

                                                 
8
 Even after American and British “money doctors” helped establish central banks in Latin America in the 

1920s, the underdevelopment of financial markets meant that eligible paper proved scarce and use of the 

discount rate for as a tool for monetary management tended to be ineffective. 
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Our view is that this argument may give insufficient attention to the contextual nature 

of audience expectations and how these can socially mediate, and thus affect the political 

costs of crises and economic downturns. That is, the willingness of voters/citizens to blame 

incumbent governments for the sharp recessions that often follow financial crises might 

depend not upon the absolute economic costs of such crises, but upon the extent to which 

they disappoint voter/citizen expectations. Such expectations are likely to depend 

substantially on the perceived relative size of such costs compared to those associated with 

recent recessions with which audiences had grown accustomed.  During the golden age of 

postwar growth from 1950-73, banking crises were relatively rare and recessions were 

shallow by historical standards, so that domestic audiences came to expect less instability. 

Another factor that raised audience expectations was competition among post-1945 

politicians to promise much more extensive and effective economic and financial 

management than in the past, higher and more consistent growth, lower unemployment, 

lower financial instability, and more rapid economic development (Krugman 2007). These 

great expectations spread with the democratization trend in the 1980s and 1990s in parts of 

the developing world and Eastern Europe. Thus, although the financial crises and deeper 

recessions that followed the end of the postwar boom in 1973 may have been less bad in 

absolute terms than before the mid-1930s, they were nevertheless unwelcome to voters and 

citizens who had come to expect much more from governments.  

In fact, we find support for this line of argument. The average differences in the 

relative change in executive turnover rates are not large across our two main periods (the 

difference between is negligible)
9
 and in the case of cabinet turnover they are significantly 

higher in the modern period. Governments may be trying to cushion audience dissatisfaction 

                                                 
9
 The difference in the relative change in executive turnover rate between banking crisis and tranquil countries 

during 1974-2006 is 34%, compared to 37% during 1800-1934, but the first difference is not statistically 

significant. 



 14 

in the post-Bretton Woods period by replacing “failed” cabinets – though clearly any such 

causal inference requires more analysis.  

There are some larger temporal differences for external debt crises, with executive 

turnover rates in crisis countries 70% higher than in tranquil countries during the gold 

standard period and only an insignificant 10% higher in the modern period. On the face of it, 

this is the opposite of what we might expect from the democratization trend over the 

twentieth century because of the increased ease of replacement of executives. In contrast with 

domestic debt default, however, government default against external creditors will be less 

unpopular for domestic citizens if it is seen to deflect the burden of adjustment to foreign 

audiences by reducing the immediate need for fiscal retrenchment, with its disproportionately 

harmful impact on public sector employees, the unemployed and the poor (Reinhart and 

Rogoff 2008; Tomz 2004). Of course, this strategy is not costless: defaulting countries 

generally lose access to foreign capital markets, though this could prove short-lived. Support 

for debt repayment is therefore likely to be strongest among those sectors of the economy 

who value access to foreign capital markets, but lowest among those that stand to lose from 

the fiscal retrenchment that goes along with repayment. Since the percentage of the 

workforce employed or supported by the government has increased substantially in many 

countries since the 1930s, this may have tipped the balance in favour of default against 

external creditors (when these can be distinguished from domestic creditors). On this logic, 

democratic governments might have become more prone to choose policies that favour 

domestic audiences against the interests of foreign creditors (Saiegh 2005). Fiscal 

retrenchment to repay external creditors might also have become increasingly difficult for 

democratic governments whose citizens had come to expect more of them. If this line of 

reasoning is accurate, the trend towards democratization after the 1930s could help to explain 

both why the rates of political turnover are systematically lower for countries defaulting 
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against foreigners than for those who default against citizens, and why the political costs of 

external default for incumbents falls substantially after the 1930s. 

Of course, populist political regimes with limited domestic legitimacy may also prefer 

to default against foreigners if the costs of doing so are outweighed by the domestic political 

benefits. In authoritarian and democratic systems, political executives may also use the 

sacking and renewal of ministers as a supplementary “safety valve” to respond to domestic 

discontent. This may explain why rates of cabinet turnover associated with external debt 

crises do not fall in the modern era.  

Regime type explanations alone are probably insufficient to explain these findings. 

Countries in the gold standard era may also have faced more severe costs from an external 

debt crisis than countries in the post-gold standard era. Following the end of the Napoleonic 

wars in the early 1800s, the largest advanced countries were increasingly able to avoid 

default. Default, however, remained common in peripheral advanced countries and most 

emerging markets (Qian et al. 2010). With the gold standard providing only a “thin film” of 

policy credibility and with low domestic savings, when these countries defaulted, in addition 

to experiencing a sharp economic contraction, they could expect to experience severe adverse 

reaction from global financial markets (Ferguson and Schularick 2008). Despite the relative 

difficulty in replacing leaders in the many non-democratic regimes of the gold standard era, 

the severity of these costs, and perhaps the failure of non-democratic regimes to pursue 

policies that favoured domestic audiences, may nonetheless have unleashed significant 

popular discontent that resulted in high rates of executive turnover.  

For inflation crises, in contrast to external debt crises, crisis countries are much more 

likely to experience both executive and cabinet turnover in the modern period than in the gold 

standard period. This may be due in part to the fact that extreme inflation crises are a 

relatively modern phenomenon (Reinhart and Rogoff 2009: chapter 12). It may also be due to 
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the greater prevalence of democratic regimes in the modern era, as greater ease of 

replacement of political incumbents can heighten the politicization of economic policy 

decisions concerning adjustment. 

There is an extensive literature outlining the distributional consequences of inflation 

and deflationary adjustment (Kirshner 2001). Inflation redistributes real wealth from creditors 

to debtors; deflationary adjustment has the opposite effect. Distributive conflict also may 

translate into inflation by creating political pressures for accommodative monetary and fiscal 

policies (as, notably, in early 1920s Europe – Eichengreen 1992). In countries where labour 

and popular sector groups are strong, either due to government support or organizational 

strength, wage settlements are likely to be more generous than in countries where such 

groups are repressed or organizationally weak. Inflationary pressure can also come from 

fiscal policy, which can be subject to distributive conflict over fiscal resources either in the 

form of increasing spending or resistance to taxation. Rather than resist these competing 

claims from different groups, governments may find it easier to accommodate them through 

monetization of fiscal deficits (Drazen 2000).  

While the political power of groups opposed to deflationary adjustment is likely to 

depend on a number of other factors, regime type is, in all likelihood, one factor shaping their 

capacity to organize and exert influence. It is not only easier to replace government officials 

in democracies, but such regimes may be less insulated from distributive preferences opposed 

to deflationary adjustment; at least in circumstances where the party structure or institutional 

arrangements do not inhibit their influence (Haggard and Kaufman 1992; Simmons 1994). 

Deflationary adjustment following an inflationary crisis may thus prove more costly to 

democratic regimes than to non-democratic ones (Labán and Sturznegger 1994).  

The previous discussion about the rise of Keynesian policies after the experiences of 

the 1930s is relevant here. The policy consensus associated with the Phillips curve tradeoff of 
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the 1950s and 1960s and rising expectations that governments would provide full 

employment produced steady inflation in most countries. The oil shocks and stagflation of the 

1970s were associated with much higher rates of inflation and unemployment in many 

countries that proved highly costly to incumbent governments. Governments in advanced 

countries increasingly shifted their policy emphasis after this experience to targeting low 

inflation, but for many developing countries inflation peaked in the 1980s. This new policy 

emphasis in advanced countries, and the audience expectations associated with it, may have 

increased the political costs for governments that did not achieve low inflation – perhaps one 

reason why many governments subsequently chose to delegate monetary policy to 

independent central banks.  

Finally, currency crises have surprisingly little impact on turnover. Figure 7 shows 

significant differences only for cabinet turnover in the post-gold standard era, a finding 

consistent with earlier work that shows that currency crises can affect the probability of 

cabinet collapses (Bernhard and Leblang 2008). The absence of a strong effect for currency 

crises may result from the incentives governments face to postpone devaluations. Previous 

research finds that the political costs of devaluation lead governments, particularly 

democratic ones, to try to postpone it so that the crash comes under their successor, or hope 

that something will turn up to improve performance (Frieden et al. 2001; Stein and Streb 

2004). This effect can also be observed when countries face a currency crisis (Leblang 2003). 

Thus, because devaluation uses up scarce political capital, it is more likely to be implemented 

by a new leader with a strong mandate, especially in a visible and severe crisis that he/she can 

blame on his predecessor (Frankel 2005). Generally, currency crises may follow other kinds 

of financial crisis (banking, debt and inflation) that have already led to a loss of political 

office for incumbents. If this is the case, then we would observe less political turnover in 

currency crises.  
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Distributional consequences from devaluation could also matter. Currency crises are 

often associated with painful economic recessions and a lower exchange rate will often hurt 

consumers, producers of nontradable goods and firms with foreign currency liabilities. On the 

other hand, devaluations can benefit export sectors. Much will therefore depend on the 

relative political power of winners and losers, the extent to which consumers lose from 

devaluation, and whether governments socialize the foreign currency liabilities of private 

firms. But there is a general view in the literature that currency crises are less politically 

costly than is often presumed, at least for those governments that refrain from making public 

promises in advance not to devalue (Leblang 2003; Frankel 2005).  

5 Do the relationships between financial crises and political turnover vary by political 

regime type? 

In this section we explore how regime type may condition the relationship between 

financial crises and political turnover. We begin first with the standard Polity IV distinction 

between authoritarian, anocratic and democratic political regimes. We might expect the 

differences in political turnover to be greater for democracies because of the relative ease 

with which incumbent governments in democracies can be punished and removed from office 

(McGillivray and Smith 2000, 2008). However, figure 8 shows that executive turnover is 

only substantially higher for democracies than in autocracies and anocracies in the cases of 

domestic debt crises and banking crises. Anocracies exhibit higher rates of executive turnover 

than democracies in external debt crises. The same is broadly true for cabinet turnover, 

although autocracies and anocracies that default against domestic debt holders are much more 

likely to replace cabinets than to suffer executive turnover. Once again, currency crises are 

not generally associated with large or significant differences in political turnover.  

Why might different kinds of crises be associated with different rates of political 

turnover across different regime types? We suspect it has something to do with the way 
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certain crises lend themselves to particular resolution strategies, and how the distributional 

and expectational implications of these resolution strategies then play out given differences in 

the ease of replacement across regime types. Consider first that turnover is only substantially 

higher for democracies than in autocracies and anocracies in the cases of domestic debt crises 

and banking crises. Democratic executives in domestic debt crisis countries face an 

astounding 220 percent greater likelihood of turnover compared to those in tranquil countries. 

Cabinet officials in domestic debt crisis-afflicted democratic countries also experience an 

increase of over 160 percent in the likelihood of leaving office. In the case of banking crises, 

executives and cabinet officials in crisis-afflicted democratic governments are found 

respectively to be around 67 percent and 53 percent more likely to face turnover than those in 

tranquil countries (and the results are insignificant for officials in non-democratic regimes). 

As argued above, the costs of default against citizens will be high and difficult for 

political incumbents to deflect, but such incumbents will be more difficult to remove in 

anocratic and autocratic regimes. However, executives in less democratic regimes will likely 

try to appease citizens by replacing “incompetent” ministers: cabinet officials in crisis-

afflicted anocratic and autocratic governments are found respectively to be around 120 

percent and 125 percent more likely to face turnover than those in tranquil countries. 

For banking crises, the difficulty in replacing officials in less democratic countries 

also likely played an important part in channelling public discontent. The distributive conflict 

over resolution strategies for banking crises is likely to be more contentious than that for 

domestic debt crises. Public rescues of the banking system result in a transfer of wealth from 

the taxpayer to the financial sector, usually at the cost of rising public debt and 

unemployment, and significantly lower income, growth and asset prices (Reinhart and Rogoff 

2008; Reinhart and Reinhart 2010). In simple terms, there is a transfer of wealth from labour 

to capital, and from the non-financial sector to the financial sector. To the extent that 
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democratic regimes are less insulated than non-democratic regimes from labour and popular 

group pressures, we would expect higher turnover along the lines of our earlier argument for 

inflationary crises. 

Why then for external debt crises do anocracies exhibit the highest increases in 

political turnover? For these crisis-hit anocracies, executives and cabinet officials are 

approximately 55 percent and 25 percent more likely to face turnover, respectively, compared 

to tranquil countries. As argued above, policymakers in more democratic regimes may be 

more likely to succumb to public pressures and choose resolution strategies that favour 

domestic audiences over foreign creditors. This is especially likely to be the case where the 

regime is dependent upon support from those groups (public sector employees, labour, etc) 

that would be disproportionately harmed by the fiscal adjustment necessary to pay off foreign 

creditors. Autocratic governments tend to be more insulated from such public pressures and 

select resolution strategies less favourable to those groups disproportionately harmed by 

fiscal adjustment (Enderlein et al. 2008).
10

 Although this may lead to rising discontent among 

some groups, removing an autocratic leader may prove so difficult that even debt default is 

not sufficient to trigger it. While anocracies may seek to implement similar resolution 

strategies, they are more vulnerable to the impact of public discontent.  

For inflation crises, we see that the effect on turnover is generally limited to 

democracies, with cabinet officials in anocracies appearing also to experience some effect. As 

compared to tranquil democratic countries, inflation crisis in democracies are found to 

increase the likelihood of turnover by over 50 percent and around 28 percent for executives 

and cabinet officials, respectively. Cabinet officials in anocracies facing inflationary crises 

are found to be nearly 20 percent more likely to experience turnover than those in tranquil 

countries. These results seem to provide some support to the conjecture outlined earlier; that 

                                                 
10

 For a more nuanced view that emphasizes shifting distributive preferences and coalitions, see Tomz (2002; 

2004).  
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is, that the ease of replacement in democratic regimes permits the distributive preferences 

opposed to deflationary adjustment felt more forcefully. Anocracies, which are likely less 

able than autocracies to insulate themselves from distributive preferences opposed to 

deflationary adjustment, would thus also face some pressure for change.  

With respect to currency crises, we again find little impact of turnover regardless of 

regime type (currency crises are only marginally significantly related to cabinet turnover 

among democracies). The reasons for this are likely to be similar to those outlined in section 

3.  

Figure 9 also compares percentage differences in political turnover rates between 

crisis and tranquil countries but provides additional detail for political regime types in 

different historical periods. There are a few interesting temporal results worth remarking 

upon. For domestic debt crises-afflicted countries, cabinet officials are found to experience 

significantly higher levels of turnover across all historical periods across most regime types, 

while executives witness greater turnover largely in democratic regimes across both historical 

periods. The fact that the impact is slightly higher in the post-gold standard era may be due to 

the dramatic increase in the share of public-sector liabilities accounted for by domestic debt 

in advanced countries after 1933 (Reinhart and Rogoff 2008). Larger public liabilities would 

heighten the domestic audience costs associated with any crisis.  

High rates of executive turnover in anocracies are, in contrast to the results for 

democracies and autocracies, limited only to the gold standard period. This may be driven by 

the paucity of long term data, which is especially problematic for domestic debt crises. 

Reinhart and Rogoff (2009) provide the most comprehensive data, but even their dataset 

almost certainly catalogues a lower bound. Our sample for domestic debt crises during the 

gold standard is thus limited to ten countries. Only three anocracies – Argentina (1890), 

Mexico (1928), and Peru (1931) – experienced a domestic debt crisis during the gold 
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standard period. While some caution is therefore needed in interpreting the results, what is 

interesting about these countries is that some of them, most notably Peru, had domestic debt 

markets whose size at the time resembled those of advanced countries following 1933 

(Reinhart and Rogoff 2008). Hence, like advanced countries after 1933, these large domestic 

debt markets probably heightened the domestic audience costs from any crisis.  

For banking crises, we find that higher rates of turnover are confined largely to 

democratic countries. The magnitude of this effect appears to be somewhat higher in the gold 

standard period than the post-gold standard period (68% to 52% for executives, and 64% to 

40% for cabinets).
11

 This lends support to the earlier argument about the role of policy ideas 

in producing more severe recessions before 1934, but the association between banking crises 

and political turnover remains strong and significant in the modern period. This supports our 

expectational modification of the leader-specific punishment literature. 

For external debt crises, the results show that anocratic executives during the gold 

standard period experience higher rates of turnover than during the post-gold standard period. 

As already discussed, the economic costs (measured in terms of output and borrowing 

spreads) from external debt crises were likely more severe during the gold standard period 

than post-gold standard period (Borensztein and Panizza 2009; Paoli et al. 2006). Reinhart 

and Rogoff (2010) also find that the median duration of default spells in the pre-World War II 

period was twice the length that it was during the post-World War II period (six years versus 

three years (see also Borensztein and Panizza 2009; Bordo et al. 2001). Thus, to the extent 

that anocracies tend to pursue resolution strategies less favourable to those groups 

disproportionately harmed by fiscal adjustment, then the domestic audience costs associated 

with these strategies were likely higher in the gold standard period than the post-gold 

standard period.  

                                                 
11

 For the period 1974-2006, differences in turnover rates are slightly higher than for the whole period 1934-

2006. 
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Autocracies are also likely to be tempted to pursue resolution strategies that harm 

groups disproportionately harmed by fiscal adjustment, but are less easily replaced. They may 

try to deflect domestic opposition to such policies by replacing ministers. As we find, cabinet 

officials in autocracies suffering external debt crises witness higher turnover in the post-gold 

standard period than the gold standard period. This result may also be due to a shift in the 

composition of borrowing. During the gold standard period, sovereign borrowing occurred 

exclusively through bond markets, whereas in the post-gold standard period bond markets 

were supplemented, and for a time supplanted, by bank lending. Borensztein and Panizza 

(2009) find that default rates on bank loans were higher than on bonds even though the 

political costs of defaulting on bank loans were higher – cabinet officials in dictatorships may 

have paid the price in the modern era.  

Turning to currency crises, we find that the impact of currency crises is limited to a 

weak and marginally significant increase in turnover for cabinet officials only in democracies 

in the post-gold standard era. For inflation crises, we find that democratic regimes in both 

periods, as well as anocracies in the post-gold standard period, experience higher turnover. 

This result is driven largely by the presence of extreme inflation crises in several democracies 

in five years following the end of the First World War, a period of increasing organizational 

strength, and to some extent government support, of labour.
12

 Autocracies appear able to 

resist any public discontent that comes from such crises.  

We finish our discussion of regime type by using the Cheibub (2010) data to look at 

differences among dictatorships, presidential regimes, semi-presidential regimes, and 

parliamentary regimes from 1946-2006. Theoretically, we might expect that political regimes 

in which power is more concentrated and personalized will be more dependent on public 

                                                 
12

 Eight of the nine democratic countries in our gold standard sample fit this description: Germany and Finland 

(1919), Austria, Denmark, and France (1920), Poland (1922), Portugal (1923), and Austria (1924). The other 

country is Colombia (1882).  
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opinion than parliamentary regimes. Political power is also centralized in dictatorships, but, 

as noted, it is more difficult to remove them office. Furthermore, as constructivists suggest 

(Widmaier 2007), institutional settings that personalize authority may generate greater 

instability if the rhetoric of government officials fails to resonate with mass public beliefs and 

expectations. To the extent that some regimes have become “rhetorical presidencies” (Tulis 

1987), this may also undermine their ability to forestall mass public discontent. Hence, we 

might expect leader-specific punishment to be greater in presidential and semi-presidential 

regimes than in parliamentary ones in which power is less personalized. However, 

parliamentary regimes may prove more unstable if they produce governments reliant on 

coalitions, as coalition partners may leave government to avoid responsibility or to 

distinguish their policy position from other government parties. Dictators will be less likely to 

be removed from office, but they may replace ministers in crises to deflect criticism of their 

own authority. 

Unfortunately, data availability issues, particularly for domestic debt crises, prevent 

us from fully assessing these conjectures. There were no reported instances of domestic debt 

crises in semi-presidential regimes and only one for parliamentary regimes. There were also 

similar data availability issues for external debt crises for semi-presidential regimes. In future 

research, we will seek to resolve these issues. Notwithstanding these limitations, the results 

presented in figure 10 provide broad support for the argument that democratic regimes that 

personalize political power are more likely to experience turnover during a crisis. With 

respect to banking crises, executives and cabinet officials in crisis-afflicted presidential 

regimes are found to be 107 percent and 45 percent more likely respectively to experience 

turnover than tranquil countries. For currency crises, we uncover a similar magnitude for 

executives in crisis-afflicted semi-presidential regimes. Executives and cabinet officials in 

presidential regimes facing a domestic debt crisis also suffer from significantly higher 
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turnover than do their counterparts in tranquil countries. Dictators appear more capable than 

do presidents in democracies to survive domestic debt crises, but as predicted their cabinet 

officials are more likely to take the blame.  

This latter result for dictatorships also holds for external debt crises. For such crises, 

democratic regimes, regardless of their degrees of centralization of power and personalization 

of authority, may seek to avoid leader-specific punishment by succumbing to public pressure 

from groups that wish to avoid crisis resolution strategies that lead to fiscal adjustment. Since 

the economic costs of such a strategy may prove short-lived, governments in these regimes 

may suffer few political costs from those groups that are harmed by it. Dictators may be 

prone to selecting alternative crisis resolution strategies, but because they cannot be easily 

replaced they may nonetheless respond to public discontent by reshuffling their cabinets.   

Lastly, for inflation crises, we find that executives and cabinet officials in 

parliamentary regimes and dictatorships suffer higher turnover during inflationary crises, but 

that presidential and semi-presidential regimes are more likely to survive. The result for 

parliamentary regimes is in line with the literature stressing the distributive conflicts that can 

give rise to inflationary policies. These inflationary policies may help keep otherwise 

fissiparous coalitions representing diverse and conflicting social groups together. Yet once an 

inflationary crisis brings about deflationary adjustment, the policies that helped keep things 

coalitions together are no longer viable and the government collapses. Interestingly, 

dictatorships also suffer higher turnover during inflationary crises, a result that is at odds with 

the earlier finding for inflation crises using the Polity IV data.
13

 However, it is in line with 

those studies that show that democratic governments have been as successful as or even more 

successful than undemocratic ones in implementing stabilization measures (Nelson 1989; 

Remmer 1990).  

                                                 
13

 The issue of contrasting findings when using Polity IV and the Cheibub data is by no means unique to our 

analysis: see Cheibub et al. (2009).  
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6 Conclusion 

We have shown that financial crises are generally associated with higher rates of 

political turnover and that this is the case over a long period of time, stretching back at least 

to the early nineteenth century. We have also shown that crises increase the probability of 

executive turnover more than executive turnover increases the probability of crises – and that 

the reverse is sometimes true for cabinet turnover. Another important finding is that political 

turnover is much more strongly associated with domestic debt crises than with any other kind 

of financial crisis (currency crises appear to be the main exception). Banking, external debt 

and inflation crises can be bad news for incumbent governments, but the magnitude of 

associated political turnover appears to be much lower than for domestic debt crises. This in 

turn implies the existence of substantial money illusion among domestic political audiences, 

since inflation is nothing more than partial domestic debt default. 

There are also some important temporal findings that necessitates a more contextual 

understanding of the audience costs associated with crises and how this relates to the 

possibilities of leader-specific punishment. For example, the impact of domestic debt crises 

on executive (and cabinet) turnover are highest in the post-Great Depression era than in the 

era of the gold standard. This is in tension with other evidence that the economic costs of 

crises during the gold standard period were often higher than after 1933. We have suggested a 

modification to the leader-specific punishment literature to account for this. That is, financial 

crises in the more recent period remain very politically costly because domestic citizens came 

to expect higher quality economic management from governments of all varieties after 1945. 

Rising expectations of government economic policy can produce serious discontent with 

incumbent governments when crises hit, even if such crises are not always as deep as those in 

the pre-1934 era. If this is correct, it may explain why many incumbent governments have 
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lost office in the past two years even though another Great Depression was successfully 

avoided. 

For political executives, the finding that outright default against citizens has the most 

powerful implications for incumbents is perhaps not surprising, but this impact is largely 

confined to democratic regimes where the ease of replacement is likely to make 

defaults/rescheduling and macroeconomic adjustment more dispute-laden and contentious. 

Furthermore, turnover is much more likely, at least since 1945, in political regimes in which 

power and authority is relatively personalized – this makes presidential regimes by some 

distance most susceptible to loss of office in costly domestic debt, banking and inflation 

crises.  

For external debt crises, however, anocracies and autocracies seem to pay the greater 

price. Why? We have suggested that policymakers in democracies are more likely to 

succumb to public pressures and choose policies that favour domestic audiences against the 

interests of foreign creditors. This is especially likely to be the case where the regime is 

dependent upon support from those groups (public sector employees, labour, etc) that would 

be disproportionately harmed by the fiscal adjustment necessary to pay off foreign creditors.  

By contrast with the results for political executives, cabinet officials appear to be 

universally affected regardless of regime type. This provides some support for the view that 

non-democratic regimes use cabinet reshuffles as “safety valve” to respond to domestic 

discontent. But, as noted above, it is also likely that cabinet turnover is associated with policy 

instability and that this may help to foster certain kinds of financial crisis.  
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Figure 1: Negative political events for incumbent governments (falls of government, new 

finance ministers, and prime ministerial resignations, monthly data, September 2007- July 

2010) 
 

 
Source: Authors’ compilation of data. 
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Figure 2a: Percentage of all countries experiencing at least one executive turnover event 

(polit12_d) and those experiencing multiple executive turnover events (polit12high), by year 

 
Source: Banks CNTS dataset. Percentages are calculated omitting missing data. 
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Figure 2b: Percentage of all countries experiencing at least one cabinet turnover event 

(polit11_d) and those experiencing multiple cabinet turnover events (polit11high), by year 

 
Source: Banks CNTS dataset. Percentages are calculated omitting missing data. 

 

Figure 3: Percentage of all countries experiencing a new crisis (banking, currency, domestic 

debt, external debt, and inflation crises respectively), by year 

 

Banking crises 
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Currency crises 

 
 

0
1

0
2

0
3

0

p
e
rc

e
n
t_

B
E

G
IN

c
u

rr
e
n

c
y
c
ri

s
e
s

1800 1850 1900 1950 2000
year



 32 

Domestic debt crises 

 
 

External debt crises 
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Inflation crises 

 
Source: Reinhart and Rogoff dataset. Missing data excluded from calculations. 

 

Figure 4a: Percentages of countries with democratic, anocratic and autocratic regimes, 1800-

2009 

 
Source: Polity IV (Polity2 scores: see text for definitions). 
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Figure 4b: Percentages of countries with dictatorship, presidential, semi-presidential, and 

parliamentary regimes, 1946-2008 

 
Source: Cheibub et al. (2010). See text for definitions. 

 
Figure 5: Average annual percentage rates of political turnover in crisis and non-crisis hit countries, 

1800-2006, by type of political turnover and period (all kinds of financial crisis) 
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Figure 6a: Conditional probabilities of crisis given turnover and of turnover given crises, by 

turnover type, all financial crises over 1800-2006. 
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Figure 6b: Absolute differences between conditional probabilities of crisis given turnover and of 

turnover given crises and underlying crisis and turnover probabilities respectively, by turnover type 

and crisis type, whole sample (all significant at 0.05 except where otherwise indicated). 
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Figure 6c: Percentage increases in conditional probabilities of crisis given turnover and of turnover 

given crisis, by turnover type and crisis type, all samples (cases where differences are statistically 

insignificant marked with “null”) 
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Figure 7: Percentage difference in rates of political turnover between crisis and tranquil countries for 

different kinds of financial crisis, 1800-2006, by type of political turnover and period (with detail for 

statistical significance) 

 

 
 

Note: orange bars significant at p<0.05, green bars at p<0.10, and blue bars p>0.10. 
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Figure 8: Percentage differences in rates of political turnover between crisis and tranquil countries by 

regime type for different crisis types, 1800-2006 (with detail on statistical significance) 

 

 
Note: orange bars significant at p<0.05, green bars at p<0.10, and blue bars p>0.10. 

 
Figure 9: Differences in rates of political turnover between crisis and tranquil countries by political 

regime type, with breakdown by crisis and period (with detail for significance).  

 

 
Note: orange bars significant at p<0.05, green bars at p<0.10, red bar at .10, and blue bars p>0.10. 
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Figure 10: Differences in rates of political turnover between crisis and tranquil countries by political 

regime type (dictatorship, presidential, semi-presidential, and parliamentary regimes), with 

breakdown by crisis, 1946-2006 (with detail for significance).  
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Appendix: Summary of variables used: 

 

 
Note:  

PolityIV_regime: Autocracy=1; Anocracy=2; Democracy=3 

Cheibub_regime: parliamentary=0; semi-presidential=1; presidential=2; dictatorship=3 

                                                                    
  Cheibub_regime        8064  2.147197  1.192512         0         3
 PolityIV_regime       15622  1.880169  .7983273         1         3
     BEGINinfl_d        7266  .0341316  .1815796         0         1
   BEGINdebt_ext        7188  .0226767  .1488809         0         1
   BEGINdebt_dom        1033  .0251694  .1567153         0         1
      BEGINcc_d2        6959  .0597787  .2370934         0         1
         BEGINbc        4190  .0451074  .2075645         0         1
       polit11_d       10937  .4409802  .4965271         0         1
       polit12_d       12257  .1938484  .3953277         0         1
                                                                    
        variable           N      mean        sd       min       max
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