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Figure 1

Political competition by decades

Notes : Each observation is a 10-year average of our main measure of political competition which ranges from −0.5
to 0, with larger values indicating more competition. See text for further details.

This paper develops a simple theoretical model to think through these issues. This model
illustrates how a positive effect of political competition may come about by inducing political
parties to implement growth-promoting policies rather than special-interest policies. The under-
lying mechanism is that swing voters, whose voting decision is based on parties’ economic
policy choices, only start to gain electoral influence if political competition exceeds a critical
threshold. When investigating the empirical contents of this prediction, our theoretical model
guides both the measurement of political competition and the empirical approach.

Our application exploits the substantial variation in political competition across US states
and time to explore the relationship between political competition, economic policy, and eco-
nomic performance. Figure 1 illustrates some of the variation in our main measure of political
competition—detailed below—which uses a dataset originating in the work of Ansolabehere
and Snyder (2002). This figure displays 10-year averages of political competition for the four
main census regions. The most striking deviation from competitive elections in the figure is
the well-known decline in political competition in the US South after the 1880s that lasts until
the 1960s. In our empirical work, we exploit the variation between different regions of the US
and, in particular, the substantial variation in political competition within each region.

A consistent picture emerges. Higher political competition is associated with a change
in the policy mix towards policies that are widely believed to be pro-business and growth
promoting—lower tax revenue as a share of income, higher infrastructure spending measured
by the share of capital outlays in total state government expenditure, and the presence of right-
to-work laws. These results are robust across a number of specifications. First, we show that
our results hold when we include separate year-dummy variables for the South to capture other
changes in economic and cultural trends that are peculiar to the South. Second, our results are
also robust when we instrument for political competition to meet legitimate concerns about
potential reverse causation. Third, to check that our results are due to political competition and
not to political partisanship, we control in a variety of ways for party strength and control of the
state legislature and governorship. While the party control variables have the expected sign, the
effect of political competition on policy choices remains virtually unchanged. Fourth, we show
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TABLE 2

Political competition and policy: basic results

Tax revenue
as a % of

state income
(1)

Tax revenue
as a % of

state income
(2)

Tax revenue
as a % of

state income
(3)

Infrastructure
spending as a

% of state
government
expenditure

(4)

Infrastructure
spending as a

% of state
government
expenditure

(5)

Infrastructure
spending as a

% of state
government
expenditure

(6)

Right-to-work
laws
(7)

Right-to-work
laws
(8)

Right-to-work
laws
(9)

Political competition –3.036∗∗∗ –2.362∗∗∗ –4.718∗∗∗ 4.975∗∗∗ 5.070∗∗ 8.459∗∗ 0.973∗∗∗ 0.817∗∗∗ 1.504∗∗∗

(0.590) (0.662) (1.366) (1.651) (2.449) (3.770) (0.221) (0.242) (0.315)

South × year interactions No Yes No No Yes No No Yes No
Method OLS OLS IV OLS OLS IV OLS OLS IV
Sample 1950–2001 1950–2001 1950–2001 1950–2001 1950–2001 1950–2001 1929–2001 1929–2001 1929–2001
First stage F -statistic 36.16 36.16 68.44
Observations 2496 2496 2496 2496 2496 2496 3504 3504 3504
R-squared 0.828 0.837 0.836 0.843 0.722 0.730

Notes : All regressions include state and year fixed effects as additional control variables. Our measure of infrastructure spending is capital outlays as a percentage of total state government expenditure.
In parentheses are standard errors which are robust against heteroskedasticity and adjusted for clustering at the state level. *,**,***, Significance at the 10%, 5%, and 1% level, respectively.

©
2010

T
he

R
eview

of
E

conom
ic

Studies
L

im
ited

 at University of Oslo Library on October 23, 2011 http://restud.oxfordjournals.org/ Downloaded from 

http://restud.oxfordjournals.org/


B
E

SL
E

Y
E

T
A

L.
PO

L
IT

IC
A

L
C

O
M

PE
T

IT
IO

N
,

PO
L

IC
Y

A
N

D
G

R
O

W
T

H
1343

TABLE 3

Political competition and policy: party effects and non-linearities

Tax revenue
as % of

state income
(1)

Tax revenue
as % of

state income
(2)

Tax revenue
as % of

state income
(3)

Tax revenue
as % of

state income
(4)

Infrastructure
spending as
a % of state
government
expenditure

(5)

Infrastructure
spending as
a % of state
government
expenditure

(6)

Infrastructure
spending as
a % of state
government
expenditure

(7)

Infrastructure
spending as
a % of state
government
expenditure

(8)

Right-to-
work laws

(9)

Right-to-
work laws

(10)

Right-to-
work laws

(11)

Right-to-
work laws

(12)

Political competition –2.312∗∗∗ –1.527∗∗ 4.889∗ 4.783∗∗ 0.760∗∗∗ 0.289
(0.669) (0.582) (2.463) (2.198) (0.238) (0.238)

Political competition × –2.853∗∗∗ 5.910** 1.071∗∗∗
Democratic governor (0.830) (2.829) (0.247)
Political competition × –0.413 1.310 –0.287
Republican governor (0.585) (2.935) (0.277)
Political competition > –0.128∗∗ 0.401∗ 0.010

−0.10 (0.055) (0.237) (0.023)
Political competition > –0.368∗ 1.107 0.150∗

−0.25 (0.217) (0.857) (0.077)
Political competition > –0.226 1.049 0.016

−0.40 (0.269) (0.788) (0.098)
Democratic governor 0.024 –0.002 –0.119∗ 0.000 –0.240 –0.237 0.028 –0.248 –0.022 0.003 0.060∗∗ 0.001

(0.055) (0.060) (0.063) (0.060) (0.213) (0.228) (0.325) (0.226) (0.015) (0.014) (0.024) (0.013)
Democrats control 0.167∗∗ 0.171∗∗ 0.176∗∗ 0.178∗∗ –0.586∗ –0.586∗ –0.604* –0.611∗ –0.080∗∗∗ –0.073∗∗ –0.083∗∗∗ –0.078∗∗∗

state house and senate (0.080) (0.079) (0.078) (0.078) (0.312) (0.312) (0.312) (0.311) (0.029) (0.028) (0.030) (0.027)
Republicans control –0.117 –0.073 –0.111 –0.072 0.075 0.070 0.064 0.075 0.088∗∗ 0.055∗∗ 0.084∗∗∗ 0.057∗∗

state house and senate (0.091) (0.088) (0.091) (0.089) (0.460) (0.467) (0.461) (0.469) (0.033) (0.025) (0.031) (0.025)
Democratic vote share 1.225∗∗ 1.182∗∗ –0.166 0.174 –0.813∗∗∗ –0.731∗∗∗

(0.513) (0.500) (1.926) (1.933) (0.192) (0.181)

South × year interactions Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year sample 1950–2001 1950–2001 1950–2001 1950–2001 1950–2001 1950–2001 1950–2001 1950–2001 1929–2001 1929–2001 1929–2001 1929–2001
Method OLS OLS OLS OLS OLS OLS OLS OLS OLS OLS OLS OLS
Observations 2478 2478 2478 2478 2478 2478 2478 2478 3467 3467 3467 3467
R-squared 0.839 0.842 0.841 0.842 0.843 0.843 0.843 0.843 0.742 0.754 0.749 0.756

Notes : All regressions include state and year fixed effects as additional control variables. Our measure of infrastructure spending is capital outlays as a percentage of total state government expenditure.
In parentheses are standard errors which are robust against heteroskedasticity and adjusted for clustering at the state level. *,**,***, Significance at the 10%, 5%, and 1% level, respectively.
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TABLE 5

Political competition and economic growth: basic results

Growth of
personal
income

(1)

Growth of
personal
income

(2)

Growth of
personal
income

(3)

Growth of
personal
income

(4)

Political competition 0.045∗∗∗ 0.028∗∗ 0.082∗∗∗ 0.051∗∗

(0.013) (0.013) (0.021) (0.023)
Lagged personal income –0.095∗∗∗ –0.104∗∗∗ –0.105∗∗∗ –0.108∗∗∗

(0.014) (0.015) (0.015) (0.014)

South × year interactions No Yes No Yes
First stage F -statistic 50.49 25.03
Method OLS OLS IV IV
Sample 1929–2001 1929–2001 1929–2001 1929–2001
Observations 3456 3456 3456 3456
R-squared 0.651 0.677 0.649 0.676

Notes : All regressions include state and year fixed effects as additional explanatory variables. In parentheses are standard errors which
are robust against heteroskedasticity and adjusted for clustering at the state level. *,**,***, Significance at the 10%, 5%, and 1% level,
respectively.

suspect that the growth effect is identified exclusively from variation in the southern states.
In Columns (5) and (6) of Table 6, we also estimate the growth regressions separately for the
states in the US North and US South. While the estimates are too imprecise to reach statistical
significance at conventional levels, the effect of political competition is again positive and of
similar magnitude in both sub-samples.

In Column (7), we look at 5-year averages of growth, which allows us not only to emphasize
the long-term shifts in political competition but also to smooth out some of the short-term
volatility in income. The results are broadly robust with higher growth, again being associated
with greater political competition. Column (8) investigates the possible bias of estimating these
5-year growth rates with state-fixed effects in the presence of a lagged dependent variable. Here,
we use the Arellano and Bond GMM 1st difference estimator, as recommended by Caselli,
Esquivel and Lefort (1996). The specification uses one additional lag of state personal income
as an instrument for the lagged dependent variable. We again find very similar results.

The theory is based on the idea that greater political competition changes policy so as to
allocate resources away from the traditional sector. A reasonable interpretation of the identity
of the traditional sector, particularly in the US South, is agriculture. To test this prediction, we
thus use the share of non-farm income in state personal income as the left-hand side variable.
Column (9) in Table 6 shows that political competition is indeed strongly positively associated
with the share of non-farm income in total income.

While 1929 is the first year when census estimates of state personal income are available,
there are widely used estimates of state personal income by Easterlin (1960) for the years 1880,
1900, and 1920.29 As illustrated in Figure 1, this was a period in which political competition
in the US South declined sharply. A key attraction of the 1880–1920 period is that potentially
important omitted variables that may confound our growth estimates for the 1929–2001 period
are unlikely to be relevant during this period. For example, the spread of air conditioning from

29. The methodology and data sources behind these estimates differ from the modern estimates and it is therefore
not sensible to pool these early income estimates with the later census estimates.
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TABLE 6

Political competition and growth: additional results

Growth of
personal
income

(1)

Growth of
personal
income

(2)

Growth of
personal
income

(3)

Growth of
personal
income

(4)

Growth of
personal
income

(5)

Growth of
personal
income

(6)

Growth of
personal
income

(7)

Growth of
personal
income

(8)

Share of
non-farm
income

(9)

Political competition 0.028∗∗ 0.032∗ 0.021 0.013 0.076∗∗ 0.165∗∗ 0.109∗∗∗
(0.013) (0.016) (0.012) (0.024) (0.035) (0.078) (0.035)

Political competition × 0.029∗∗
Democratic governor (0.014)

Political competition × 0.024
Republican governor (0.036)

Political competition > −0.10 0.000
(0.002)

Political competition > −0.25 0.010∗
(0.005)

Political competition > −0.40 0.008
(0.006)

Democratic governor 0.002 0.001 0.002 0.001 0.001 0.002 0.014∗∗∗ 0.005 0.001
(0.001) (0.001) (0.002) (0.001) (0.002) (0.002) (0.005) (0.005) (0.003)

Democrats control 0.002 0.002 0.002 0.002 –0.000 0.002 0.021∗∗∗ 0.010 –0.012∗
state house and senate (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.007) (0.006) (0.007)

Republicans control 0.003 0.003 0.003 0.003 0.014∗∗ 0.002 0.005 0.009 0.010∗
state house and senate (0.002) (0.002) (0.002) (0.002) (0.006) (0.002) (0.009) (0.008) (0.006)

Democratic vote share 0.006 0.011
(0.013) (0.013)

Lagged personal income –0.102∗∗∗ –0.101∗∗∗ –0.102∗∗∗ –0.101∗∗∗ –0.067∗∗∗ –0.123∗∗∗ –0.340∗∗∗ –0.874
(0.015) (0.015) (0.014) (0.015) (0.012) (0.016) (0.039) (0.042)

South × year interactions Yes Yes Yes Yes N/A N/A Yes Yes Yes
Method OLS OLS OLS OLS OLS OLS 5-Year averages Arellano–Bond OLS
Year sample 1929–2001 1929–2001 1929–2001 1929–2001 1929–2001 1929–2001 1930–1999 1930–1999 1929–2000
States in sample All All All All Southern Northern All All All
Observations 3420 3420 3420 3420 1152 2268 623 527 3421
R-squared 0.675 0.675 0.675 0.676 0.815 0.616 0.882 0.882

Notes : All regressions include state and year fixed effects as additional control variables. The regressions in Columns (7) and (8) use 5-year averages of our data. Column (7) uses OLS while Column
(8) uses the Arellano–Bond first difference estimator. In parentheses are standard errors which are robust against heteroskedasticity and adjusted for clustering at the state level. *,**,***, Significance at
the 10%, 5%, and 1% level, respectively.
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TABLE 7

Political competition and economic growth between 1880 and 1920

Growth of
personal
income

(1)

Growth of
personal
income

(2)

Growth of
personal
income

(3)

Growth of
personal
income

(4)

Growth of
personal
income

(5)

Growth of
personal
income

(6)

Growth of
personal
income

(7)

Political competition 0.016∗∗ 0.020∗∗∗ 0.021∗∗∗ 0.027∗∗ 0.020∗ 0.049∗∗

(0.007) (0.007) (0.007) (0.011) (0.010) (0.021)
Political competition × 0.017∗

Democratic governor (0.009)
Political competition × 0.036∗

Republican governor (0.021)
Governor is a Democrat –0.001 –0.002 –0.003 0.031∗∗ –0.004

(0.004) (0.005) (0.005) (0.013) (0.005)
Democrats control 0.004 0.004 0.004 –0.029∗∗ 0.005

state house and senate (0.008) (0.008) (0.008) (0.012) (0.009)
Republicans control 0.008 0.010 0.008 –0.006 0.009

state house and senate (0.006) (0.006) (0.006) (0.024) (0.006)
Democratic vote share 0.009

(0.012)
Lagged personal income –0.015∗∗∗ –0.017∗∗∗ –0.016∗∗∗ –0.016∗∗∗ –0.016∗∗∗ –0.009∗∗ –0.017∗∗∗

(0.002) (0.002) (0.002) (0.002) (0.002) (0.004) (0.003)

South × year interactions No Yes Yes Yes Yes No No
Method OLS OLS OLS OLS OLS OLS OLS
Year sample 1880, 1900, 1920 1880, 1900, 1920 1880, 1900, 1920 1880, 1900, 1920 1880, 1900, 1920 1880, 1900, 1920 1880, 1900, 1920
States in sample All All All All All Southern Northern
Observations 93 93 93 93 93 31 62
R-squared 0.480 0.613 0.640 0.642 0.643 0.611 0.619

Notes : All regressions include year fixed effects as additional explanatory variables. The regressions in Columns (2), (3), (4), and (5) also include an indicator for the US South and an interaction between
this indicator and the time dummies as additional regressors. In parentheses are standard errors which are robust against heteroskedasticity and adjusted for clustering at the state level. *,**,***, Significance
at the 10%, 5%, and 1% level, respectively.
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