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Abstract

Models of Government Deficits in Developing Countries:

The Role of Changes in Governmental Regimes

The purpose of this paper is to develop models of change in
the size of government deficits in developing countries. The
paper analyzes the role of changes in government regimes as ex-
planatory variables in models that also include economic variables.
Regression equations are estimated for detrended time series data
for eight countries for the period 1967-1981. Government regime
change provides considerable explanatory power for some countries'
deficits. However, weak relationships between regime change and
changes in deficits are found for most countries in the study.

The paper demonstrates the importance of explicitly considering
political variables in the development of empirically based math-

ematical models of political economy.



I. Introduction

One of the greatest challenges in the development of empiri-
cally based mathematical models of political economy is to incor-
porate political as well as economic phenomena in sets of explana-
tory variables.

There are, of course, many theoretical analyses that inte-
grate political and economic phénomena into a single analytic
framework. Lindblom's work (1980) is a conspicuous example.

Yet, it is also true that the inclusion of political variables
along with economic variables in rigorous empirical analysis is
often difficult because of measurement problems encountered when
trying to do research involving political variables. Econometric
forecasting models, for instance, neglect political variables
because of the difficulty of devising operétional indicators of
some of the pertinent political conditions and because of the
difficulty of collecting reliable and valid data. Such difficul-
ties, however, need not and should not preclude serious efforts
to develop empirically based models of political economy.

This paper incorporates both political and economic variables
in models of government budget deficits in developing countries.
The paper is focused on the following question: Does the inclu-
sion of variables that reflect changes in governmental regimes
contribute to the explanatory-predictive power of models of govern-
ment budget deficits?

Fiscal policy instability in developing countries has been
the object of much previous empirical research by Aghevli and

Khan (1978), Kanesa-Thasan (1954), Kelly (1982), Mansfield (1980),



Morgan (1979), and others. That research, however, has been fo-
cused on government deficits as cause or consequence of economic
conditions. The present paper includes economic conditions as
explanatory variables in models of government deficits, but it
also incorporates political conditions. The emphasis of the
paper is on the role of political variables in the models.

II. Changes in Governments and Changes in Budget Deficits

The particular political variables included in the study
reflect changes in governments. A rich body of theoretical liter-
ature in political science--as well as common impressions--lead
one to expect that changes in governments would tend to be asso-
ciated with changes in fiscal policy.l

By changes in government, we mean changes in the governing
group and/or changes in the head of government. In some countries,
changes in the governing group occur when government power shifts
from one party to another. In other countries, the change occurs
in the form of a shift from civilian to military rule, or vice
versa. This paper specifically analyzes the association between
changes in governmental regimes and changes in governments' budg-
et deficits in developing countries.

Developing countries were chosen because of the widespread
interest in instability in their fiscal policies, especially in
light of external debt problems, and because of common assumptions
about the relationship between political and economic instability
in those countries. The eight particular countries in the study
were selected because of their economic size and significance.

In terms of GNP, they are eight of the twelve largest developing
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countries. (The other four were excluded because of data limita-
tions).2

The eight countries exhibited several different patterns of
governmental change during the 1967-1981 period encompassed by
the study.3 Some countries were marked by changes from civilian
to military regimes and vice versa. Others experienced civilian
regimes throughout, with at least one change in the ruling party.
Yet other countries' governments were dominated by a single party
throughout the fifteen-year period, with only changes in the head
of the government. A final pair of countries had military'regimes
throughout, but with one or more changes in the particular military
leader who headed the government. The individual countries and
their basic patterns of governmental change are indicated in
Table l.4

In view of these different patterns of governmental change,
one would expect that the relationship between regime change and
deficits would differ across countries. Countries where different
military and civilian regimes or political parties alternately
hold power should exhibit a relatively strong relationship between
regime change and deficits. On the other hand, countries with
continuous military regimes or single party regimes would not be
expected to exhibit much change in fiscal policy when the head of
the government changes. Such differences among the countries,
therefore, should be reflected in equations linking budget deficits

to differences in governmental regimes.

" IITI.  Equations to be Estimated

Government budget deficits were measured as a percent of

GDP.5 Annual time series data for the 1967-1981 period were de-



trended by a log-linear regression.6 The residuals from the trend
are the dependent variables in OLS linear regression models; thus,
the budget deficit residuals from the trend were regressed on po-
litical and economic variables for the years from 1967 through 1981.

The first set of models includes the percentage growth rate
in real GDP plus dummy variables for the governmental regimes.
Thus, the equation to be estimated for the countries with alternat-
ing civilian and military regimes was

DEFICITr = o + B (GDPCHG) + Y1 (CIVIL) + €, (1)
GDPCHG is the percentage change in real GDP, and CIVIL is coded 1
for years when civilian governments were in power and 0 for years
when military governments were in power.

Similarly, the equation to be estimated for countries which
had civilian regimes throughout, but two different parties in
power at different times, was

DEFICITr = o + B (GDPCHG) + Yo (PARTY) + ¢, (2)
In this case, PARTY is a dummy variable, coded 1 or 0 depending on
the party in power.

For yet other countries, the equation to be estimated was

DEFICITr = o + B (GDPCHG) + Y5 (CIVILHEADL)
+ Y] (CIVILHEAD2) + ¢ . (3)
In these cases, the government variables represent different heads
of government in countries where a single party enjoyed continuous
governmental power throughout the 1967-1981 period.

For the final pair of countries, the equation to be estimated

was
DEFICITr = o + B (GDPCHG) + Y, (MILHEADL) +

Y;(MILHEADZ) + yZ' (MILHEAD3) + €. (4)
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For these countries, the governmental regime variables represent
different military heads of government (of which there were four
in the case of Brazil).

IV. Empirical Results

The fitted regression lines are summarized in Table 2.7

The best fit is for Argentina. The results for Argentina
indicate that deviations from the trend of government deficits
are clearly related to both economic and political conditions.
The ?l coefficient of .322, with a t-statistic of 4.22, indicates
that the civilian Peronist regime of 1972-76 tended to have larg-
er budget deficits than its military predecessors and successors.
In addition, however, the negative é coefficient suggests that
fiscal policy in Argentina has tended to be somewhat counter-
cyclical in as much as the size of the deficit and real increases
in GDP are inversely related.

In Turkey, by contrast, civilian governments have not been
notably more prone to experience large budget deficits than have
military governments. Nor have the two principal parties in
Turkey tended to pursue very different budget deficit policies
(as a separate analysis not reported in Table 1 indicates).
Government deficits in Turkey, however, have exhibited a slight
tendency to be counter-cyclical.

In India and Venezuela, neither changes in governing parties
nor changes in GDP appear to be related to changes in budget
deficits. Although the Congress Party has been dominant in Indian
politics since independence, there was a period (1977-1979) when

there was a coalition government headed by Desai of the Janata



Party. Yet, there was virtually no relationship between differences
in the party in power and differences in the relative size of the
government's deficits.

In Venezuela, the socialist Democratic Action Party and the
Christian Democrats (Copei) have alternated in power with regqular-
ity since the early 1960s; however, there was only a very slight
tendency for the socialists' budget deficits to be large relative
to their opponents' deficits.

In Mexico, changes in the head of government have made little
difference in budget deficits, though the deficits did tend to be
a bit higher under President Alvarez (1971-1976) than under his
predecessor or successor. Generally, though, the size of Mexican
budget deficits has not been dependent on which particular leader
of the Partido Revolucionario Institucional has been President.

Nor did budget deficit tendencies change much in South
Africa between the National Party regimes of Vorster and Botha.

Finally, the changes in the heads of the military regimes
in Brazil and South Korea have not resulted in substantial changes
in the basic tendencies of budget deficits. Howéver, the Brazilian
deficit was subjected to relative restraint in the early 1970s
under General Media, as compared with earlier and later military
regimes.

In light of the generally weak relationships between the
governmental regime variables and the budget deficits for this
first set of models, a second.set of models was developed. These
models incorporate a lag effect in changes in governments. The

rationale for incorporating such a lag is that it may take a year
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or so for a new goverment to make its impact felt on fiscal policy.
Because of thé/substantial lead times in many government expendi-
ture commitments and because of the political obstacles to im-
posing quick changes in government policies, it is reasonable to
expect lags in the policy changes that might be associated with
changes in government regimes.

Thus, four equations with one-year lags in the governmental
regime variables that parallel the four unlagged equations were
estimated. The results summarized in Table 3 include‘?Lcoeffi-
cients reflecting the lagged effects in lieu of the ? coefficients

for the unlagged models of Table 2.8

In six of the eight countries,
the lagged models fit the data better than their unlagged counter-
parts.

The exceptions are Brazil and Korea. In Brazil, in particu-
lar, changes in the head of the military governments showed much
less of a lagged than unlagged relationship to changes in govern-
ment deficits. This is perhaps not surprising in view of the
underlying continuity in the military regime there. A new head
of government can impose small changes in policy easily if that
is his inclination.

Among the six countries where the models with lagged govern-
mental variables fit better than the models with unlagged variables,
the differences are notable in India, Mexico, and Argentina. An
already reasonably good fit became even better (R2 increased by
.11) when the government variables were lagged for Argentina. For
India and Mexico, the fits changed from very poor for the unlagged
models to much less poor, albeit still weak. (R2 increased by .11

for India and .19 for Mexico.)
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Yet, one might ask, does the inclusion of these governmental
regime variables (lagged or unlagged) provide much explanatory-
predictive power beyond that which would be provided only by
economic variables?

Evidence to answer that question is in Table 4, which con-
tains comparative indications of the goodness of fit of five
models. 1In the fourth and fifth columns of Table 4 are the re-
sults for the two sets of models that we have just considered;
they include percentage change in real GDP and the governmental
regime variables as the explanatory variables. The first column
presents indications of the fit of simple bi-variate equations
with the single explanatory variable, percentage change in real
GDP. The second and third columns provide measures of the fit
for models containing only the governmental regime variables,
and not the percentage change in GDP.

The table presents the corrected ﬁz as well as R2 since the
number of explanatory variables varies across the five models.
Although the results are mixed, the highlights can be summarized
as follows: for Argentina and Mexico, the models with lagged
government variables, in addition to the economic variables,
clearly have substantially more explanatory value than the models
with only economic variables. Moreover, strictly political models
(reflected in the second and third columns of Table 4) show better
fits than the economic models for Argentina and Brazil. The same
is true for Brazil for the model with unlagged governmental vari-
ables.

For the other five countries, the addition of the political

variables to the economic variables also increases the total



explanatory value of the model as indicated by R2. However, the
increase is not sufficient to overcome the effects of adjusting

the R2 for the inevitable tendency of R2 to increase as explana-

tory variables are added to the model. Thus, the corrected §2
is less for the models that include the political variables with

the economic variables for five of the countries.

V. Conclusion

For most of the countries in the study, the additional
explanatory power achieved by incorporating governmental change
variables with economic variables is not commensurate with the
loss of parsimony in the models.

Changes in governmental regimes are of course sometimes
associated with changes in the relative sizes of government
deficits. Especially if we include the lagged effect of changes
in governments, we find that models incorporating governmental
regime variables along with economic variableé have
explanatory-predictive power; this was true in particular for
Argentina.

The preponderance of the evidence, however, suggests only
very slight, weak relationships between changes in relative defi-
cit sizes and changes in governmental regimes. Most of the time
in most of these countries, deviations from basic trends in
government deficits have not depended very much on who has been
in power. This finding is trﬁe for countries with histories of
periodic military takeovers or competitive party systems as well
as countries with continous military or single party regimes.

Whether this general absence of a strong relationship be-

tween changes in governmental regimes and changes in economic
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policies is also true of other developing countries, other economic
policies, and other time periods can only be determined by further
attempts to incorporate political variables in models of economic
policies. 1In the meantime, however, the results of this study
suggest that changes in fiscal policy in developing countries are
not so strongly associated with changes in governments as is

commonly supposed.
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" Footnotes

lTwo noteworthy items in the extensive literature of pluralist

theory are Dahl (1982) and Harrison (1980).

2Iran, Nigeria, and Saudi Arabia were excluded because comparable
budget deficit data were not available for the period of the
study, 1967-1981. Indonesia was excluded because there was no
change in the head of government or ruling group during the
1967-1981 period.

31967 was the first year for which government deficit data was

available for the countries in the study from the IMF's

International Financial Statistics, and 1981 was the latest

year for which data could be included at the time the study

was undertaken.

4Data on governmental change were collected from Banks (1981),
Economist Intelligence Unit (1983), Kurian (1982), and Paxton

(1983).

5Data on government budget deficits and GDP were taken from
International Monetary Fund (1983).

6A log-linear regression revealed a better fit with the data

than did a simple linear regression for five of the eight
countries.

7The Durbin-Watson tests for serial correlation indicate that

the null hypothesis of no serial correlation cannot be re-
jected at the .05 level for any of the eight countries, though

the results are indeterminant for four countries. Checks for
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multicollinearity similarly reveal no problems; two-thirds of the
correlation coefficients between explanatory variables are less
than |.30|, and the largest is only .61. Finally, visual in-
spection of the scatterplots of the residuals indicated that
neither heteroscedasticity nor non-linearity provided significant

departures from the assumptions of the models.

8 . . . .
The evidence concerning the absence of serial correlation,

multicollinearity, heteroscedasticity, and non-linearity for
the lagged models is the same as that summarized in footnote 7

for the unlagged models.



Table 1

Countries Included in Study

Classified According to Type of Governmental Changes

Note.

I

1967-1981
Argentina A
Brazil D
India B
Korea D
Mexico C

South Africa C
Turkey A

Venezuela B

Alternating military and civilian regimes
Civilian regimes with alternating parties

Civilian regimes with dominant party and
changing head of government

Military regimes with changing head of
government
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