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•  Political economy literature expectations: 

– Right-wing  parties pursue low inflation at the cost of  
slower job creation and economic growth. 

– Left-wing parties prioritize higher growth and jobs at 
the cost of  potentially catalyzing inflation. 

•  Bartels 2008; Alesina & Rosenthal 1995; Alesina 1987; Hibbs 1977. 

Partisan Politics and  
Macroeconomic Policy 



•  Does this partisan pattern hold in developing regions, 
where party systems are often less ideological?  

•  Political austerity theory claims: 

– Variation in macroeconomic governance; does not 
conform to traditional political cleavages. 

– Macroeconomic shocks create new governance 
consensus in crisis countries. 

Partisan Politics and  
Macroeconomic Policy 



Inflation Aversion 



Political Austerity Theory 

•  Theoretical framework rooted in political psychology.  

-  Decision-makers place disproportionate weight on rare, 
traumatic experiences. 

-  Kahneman & Tversky 1979, 1984; Weber et. al. 1993; 
Hertwig et. al. 2004. 

•  Inflationary shocks change how politicians approach 
Phillips curve unemployment-inflation tradeoff. 

– Creates a sustained shift in political logic toward risk-
averse policies that deliver an economic baseline of  low 
inflation. 



Political Austerity Theory 

•  What’s the transmission mechanism for risk aversion? 

- Political elites perceive low-inflation constituency 
grows beyond businesses, financiers, and right-
leaning voters. 

- Technocratic emphasis on price stability with 
professionalization of  ministries/central banks. 



Political Austerity Theory 

•  Inflation’s distributive character: 

- High inflation increases poverty rates, income 
inequality and lowers real wages of  the poor and 
middle class incomes. 

  Easterly & Fischer 2000; Romer & Romer, 1998; Agenor, 
1998; Rezende 1998, Cardoso 1992, Cutler & Katz 1991. 

- Middle class and poor voters rank inflation as a top 
national concern in global surveys. 

  Easterly & Fischer 2000; Shiller 1997. 









•  A large-N empirical investigation 
–  16 Latin American countries 

–  132 contested elections (1961 to 2009) 

– Wide variation in inflation crisis history 

•  Comparative Case Study Analysis 

– Argentina, Brazil, Ecuador, Chile, and Venezuela 

A Multi-Method Research Design 



Does a Partisan Business Cycle Exist 
in Latin America? 

•  Conditional Regression Model: Fiscal Policy 

–  fit = α + β1 Partisanit + β2 Past Inflation Crisistt+ β3 
Partisanit * Inflation Crisis + β4 Xit + β5 fi, t-1+ ni + εit 

•  fit = Fiscal Balance; Partisanit = Left Partisanship 
•  fi, t-1= Fiscal Balance (1-Year Lag) 
•  Controls: domestic output gap; commodity prices; terms of 

trade; inflation; population (ages 15-64); total debt; IMF 
agreement; executive constraints; central bank independence. 





Does a Partisan Business Cycle Exist 
in Latin America? 

•  Conditional Regression Model: Inflation 

–  Iit = α + β1 Partisanit + β2 Past Inflation Crisistt+ β3 
Partisanit * Inflation Crisis + β4 Xit + β5 Ii, t-1+ ni + εit 

•  Iit = Inflation; Partisanit = Left Partisanship 
•  Ii, t-1= Inflation (1-Year Lag) 
•  Controls: economic growth; commodity prices; trade 

openness; fiscal balance; GDP growth; total debt; IMF 
agreement; executive constraints; central bank independence. 





Case Study Evidence 
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Chile 1970  
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Conclusions 

•  What explains the prevalence of  conservative, 
macroeconomic policies in developing regions 
like Latin America? 
– Economic risk aversion resulting from severe 

inflationary crises.  

•  If  politicians live within their means, how do 
they target political supporters? 
– They maintain budgetary orthodoxy, while either 

targeting line-item expenditures toward key 
supporters or raising new tax revenues to boost the 
spending capacity of  the state.  


