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Abstract

We use data on the subjective well-being of more than a quarter of a million people

living in the OECD over the period 1975-92 to study the behavior of partisan

social happiness functions. Controlling for personal characteristics of the

respondents, year and country fixed effects and country specific time trends, we

find that the data describe social happiness functions for left-wing and right-wing

individuals where inflation and unemployment enter negatively. We use these

functions to test the root assumption of partisan business cycle models where left-

wing individuals care more about unemployment relative to inflation than right-

wingers (e.g. Alesina (1987)). Bootstrap confidence intervals suggest that up to 90

per cent of the time the evidence is consistent with this assumption. We also find

that left-wingers like increases in government consumption more than right-

wingers, that the latter have become more concerned with inflation over time and

that the poor (rich) behave differently from the left (right). Finally, we find that

individuals declare themselves to be happier when the party they support is in

power, even after controlling for economic variables. Our findings are hard to

explain using median voter models but are to be expected in a partisan world.

JEL: E6

Keywords: Median voter, partisan business cycles, subjective well-being.
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I. Introduction

When the chips were down, the Democrats have taken their chances

on inflation and the Republicans on unemployment and recession.

Arthur Okun
1

A number of economists have studied how politics affects economic performance.

Following the work of Downs (1957), economists have built models where policy makers

try to please the electorate in opportune moments in order to remain in office (e.g.

Nordhaus (1975), Rogoff and Sibert (1988)). An alternative approach assumes that

policymakers have partisan motivations. These “partisan” models (e.g. Hibbs (1977),

Alesina (1987)) predict that different political parties will favor different policies. The

potential of these two approaches in explaining business cycles sparked enormous interest

in the profession and a large number of papers have tried to test their predictions.
2

At least two conclusions seem to emerge from these studies. The first is that

formal tests are difficult to construct. Since policy makers’ preferences are not observed,

all the papers focus on the outcomes and choice of policies under different governments.

But countries are subject to shocks. Thus, unless we really have other things equal,

observing a different choice of policy, or a different experience in terms of, say inflation is

not enough to identify the competing theories. This is difficult with the data available.

Second, the evidence, although not conclusive, tends to favor partisan models over

opportunistic models, particularly when the focus is on economic outcomes rather than

policy instruments (see, for example, Frey and Schneider (1978), Golden and Poterba

(1980), Hibbs(1987), Alesina (1988), Grier (1989), Chapell, Havrilesky and McGregor

(1993) inter alia). It is worth stating the conclusions of what is one of the best

multicountry empirical papers in the area. Looking at the impact of elections on the

behavior of economic outcomes, Alesina and Roubini (1992) find that a) the evidence is

generally adverse to the basic Nordhaus (1975) model; b) the data show an electoral cycle

                                               

1
 Cited in page 213 of Hibbs (1987).

2
 See Alesina, Roubini and Cohen (1997) for a comprehensive review.
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on the inflation rate, consistent with the opportunistic model of Rogoff and Sibert (1988);

c) the evidence is also consistent with the partisan model, particularly for a subset of

countries with bi-partisan systems; and d) the partisan model with permanent effects on

output and unemployment is rejected.

In this paper we adopt a different strategy to study the validity of these two

approaches. We first obtain a measure of partisan social welfare by separating individuals

according to their political inclination and collecting a measure of their declared happiness

levels. With this information we construct measures of social happiness for each country

and year in our sample, both for the left and for the right. We then study how these

measures are affected by basic macro variables like inflation and unemployment. Since

partisan models assume that the happiness (or ‘objective’) functions of different political

parties look different, a natural first step is to look if the happiness functions of their

constituencies look different. It is worth emphasizing that our approach, although based

on surveys, does not involve asking people directly questions about the costs of inflation,

as in Shiller (1996). In that study, the answers people give often involve issues such as loss

of morale, exploitation and national pride. Faced with these answers, it does not seem

promising to probe further to see how they differ across respondents with different

political inclinations.

Our first task, then, is to see the extent to which these partisan social happiness

functions support the root assumption in Alesina (1987) where left-wing parties represent

constituencies who care more about unemployment relative to inflation compared to right-

wing parties. We then check if our results are not influenced by some time-varying omitted

variable. Specifically we check how our results change when we control for aggregate

economic activity and government consumption, two variables that could be correlated

with inflation and unemployment and affect partisan happiness differentially. We also test

if the weights have changed over time. Alesina et al (1997), observing the experience of

the socialist governments in France and Spain in the late 1980's, point out that political

parties may be turning less partisan. The decision of Britain's Tony Blair to give more
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independence to the central bank seems to point in the same direction.
3
 Lastly, we also

control for the political color of the party in government. This is also a test of whether

partisanship matters independently of these economic variables.

Hibbs (1987) discusses the evidence that can be used to support the assumptions

of the partisan model, assuming we can use the poor (rich) to proxy for the left (right)

wing. In particular, he reviews and extends earlier work by Blinder and Esaki (1978) and

others (e.g. Schultz (1968) and Thurow (1970)) that study the impact of macroeconomics

on income distribution. The conclusion emerging is that there are adverse effects of

unemployment, while the evidence on inflation is more ambiguous. Alesina et al (1997)

summarize these findings: "Hibbs (1987) provides unambiguous evidence about

unemployment's effect on income distribution in the United States: an increase in

unemployment reduces the income shares of the population's two poorest quintiles and

increases those of the two richest quintiles. (…) Inflation's distributional effects are

harder to pinpoint with precision." (pp. 47-8). Interestingly, research on these important

issues has diminished over the last couple of decades. This is quite a drawback since the

most persuasive of these papers involve a time series study for the US over the period

1947-1980. Typically, these studies regress the share of income going to the country's i
th

quintile on inflation, unemployment and a time trend. But it is well known, for example,

that income distribution in the US has continued to worsen even after unemployment and

inflation were controlled in the mid-1980's, so there is a question mark on the explanatory

power of those earlier models.

Our paper builds on the literature on well-being and economic performance. A

small literature has studied the relationship between well-being and economic variables at

the individual level. These can be thought of as microeconomic studies of happiness. For

example, Easterlin (1974), Inglehart (1990) and others find a strong correlation between

income and happiness within countries. Inglehart (1990), Clark and Oswald (1994),

                                               

3
 In May 1997, the Labour government announced that, from then on, it was passing on to

the Bank of England the responsibility for setting interest rates.
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Winkelmann and Winkelmann (1998) and others study the impact of falling unemployed

on well-being, Konow and Early (1999) gather experimental evidence to study if more

generous subjects are happier, while Blanchflower and Oswald (1998) study reported

happiness amongst the self-employed in their study of entrepreneurship. A small number of

papers have studied happiness from a macroeconomic perspective. The seminal paper here

is Easterlin (1974) who studies the evolution of a society’s aggregate level of well-being

over time and relates it to rising income levels (see also Blanchflower, Oswald and Warr

(1993)). Morawetz et al (1977) examine the effect of a community's distribution of income

and self-rated happiness, and Mayer and Jencks (1999) study the effects of income

inequality on happiness at the state level in the U.S.. Di Tella, MacCulloch and Oswald

(1997) study the effect of higher inflation and unemployment rates on aggregate

happiness, Granato, Inglehart and Leblang (1996) explore the relationship between life

satisfaction and the stability of democracy, and Frey and Stutzer (1999) study the effect of

institutions of direct democracy on reported happiness. Ng (1996) discusses theoretical

issues related to the structure of subjective well-being responses while Kahneman, Wakker

and Sarin (1997) propose a formal axiomatic defense of experienced utility (see also

Tinbergen (1991) and van Praag (1991)).

Section II describes the data. Section III outlines the empirical implementation

while section IV estimates partisan social happiness functions for left-wing voters

separately from right-wing voters and provides some checks on our results. The appendix

presents results using an alternative definition of partisanship. Section V concludes.

II. The Data

Data Description

In order to construct our measures of partisan social happiness, we use the Euro-

Barometer Survey Series for 1975-1992 (see Inglehart, Reich and Melich (1994)). This is

a data base compiled by an international team of researchers which collects information on

individual happiness and political preference for over a quarter of a million people living in
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10 OECD countries.
4
 Different individuals are interviewed each year so the data is not a

panel. Individuals must answer the following simple well-being question:

"On the whole, are you very satisfied, fairly satisfied, not very satisfied or

not at all satisfied with the life you lead?".

The four relevant response categories are: "Very satisfied", "Fairly satisfied", "Not very

satisfied" and "Not at all satisfied" (The small "Don't know" and "No answer" categories

are not included in our data set). Table A in Appendix I presents the frequency

proportions for the various life satisfaction response categories conditioning on

employment state, marital status, and income quartile of respondents. The unemployed

have relatively low well-being. A higher proportion of married respondents report

themselves as being very satisfied compared to divorced respondents. As we move up to

the highest income quartiles, there is a monotonically increasing proportion of responses

which lie in the ”Very satisfied” category and a monotonically decreasing proportion of

responses which lie in the ”Not at all satisfied” category. There is a second well-being

question asking directly “Are you happy?" which was discontinued in 1986. For the

overlapping period (1975-86) it has a correlation coefficient of 0.56.
5

Respondents must also answer separate questions regarding their political

affiliation. We use two of them. The first asks the respondent which political party they

support. The exact question asks:

"If an election were to be held tomorrow, which party would you vote for?".

 In each country, the political parties available to the respondent to choose from are later

classified by political scientists into right and left. Of the full sample, 47 per cent declare

that they would support a left-wing party, 12 per cent a center party and 41 per cent a

right-wing party if an election were held tomorrow. In Table A we can see that right

wingers seem to be a happier bunch, at least in the raw data. A second question is used to

                                               

4
 Life satisfaction data were available for two more countries, Luxemburg and Northern

Ireland. They were not included due to missing data on other variables of interest.
5
 Apparently, one of the reasons for including the life-satisfaction question in the first

place was that the question on happiness translated imprecisely across languages.
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provide a robustness check. The results using this measure are reported in Table IA and

IIA in appendix II. It asks respondents:

“In political matters, people talk of ‘the left’ and ‘the right’. How would

you place your own views on this scale?” (from 1 to 10).

Respondents were classified as being left if their response was in categories 1 to 3, and

right if their response was in categories 8 to 10.

In order to generate our measure of partisan social welfare, we follow a two-stage

procedure. First, for each country in our sample, we regress individual life satisfaction

responses on personal characteristics of the respondent and an indicator of the year in

which the survey was conducted. These can be thought of as micro-econometric happiness

equations. We restrict attention to individuals who declare themselves to support right-

wing (left-wing) parties and take the coefficients on the year dummies as our yearly

indicator of unexplained “right-wing (left-wing) social happiness” in the country. Thus,

our measure of “partisan social happiness” for the left (right) is the average unexplained

response to the happiness question given by individuals who support left-wing (right-

wing) parties, after controlling for personal characteristics. This is then correlated with

macroeconomic variables like inflation and unemployment. The two-stage procedure

ensures that we have the same (correct) level of aggregation between left and right-hand

variables, so it avoids the bias specified in Moulton (1983). The same can be achieved by

estimation in one stage but correcting the standard errors.
6

Validation

In this sub-section we review some arguments that have been used in defence of

using happiness data. The first is a market-based argument: psychologists, who study well-

being for a living, use these data. Presumably, if markets work and there was a better way

                                               

6
 We prefer the two-stage procedure, as it is focused on aggregate magnitudes and our

paper deals with macroeconomic questions. It is also more transparent (for example, the

number of observations is directly related to the degrees of freedom that we actually

have).
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to study well-being, people who insist on using bad data would be driven out of the

market. A second, and perhaps more persuasive argument is that well-being data pass

what psychologists sometimes call validation exercises. Pavot (1991), for example, finds

that respondents who report that they are very happy tend to smile more, an act that

arguably is correlated with true internal happiness. A similar finding on the duration of so

called "Duchenne smiles" is provided in Eckman, Davidson, and Friesen (1990). Konow

and Early (1999) cite a number of studies that are also helpful in assessing the validity of

well-being data. These include Fordyce (1988) showing that different measures of well-

being correlate well with one another, with subject recall of positive versus negative life

events (Seidlitz, Wyer and Diener (1997)), reports of friends and family members (Diener

(1984), Sandvik, Diener and Seidlitz (1993)), and physical measures like heart rate and

blood pressure measures of responses to stress (Shedler, Mayman and Manis (1993)) and

electroencephalogram measures of prefrontal brain activity (Sutton and Davidson (1997)).

An issue that has also been considered in the psychology literature is that, in

formulating their responses, subjects are influenced by what they believe to be the socially

desirable response. If the social norm is to be happy, subjects may bias their response

upwards. Since the first studies in the area, psychologists have found evidence pointing

out that this concern may be exaggerated (e.g. Rorer (1965), Bradburn (1969)).

Furthermore, Konow and Early (1999) present experimental evidence showing that the

Marlowe-Crowne measure of social desirability is uncorrelated with happiness data.
7

Lastly, at least part of the influence of social norms can be controlled for in the empirical

specifications later on.

                                               

7
 The Marlowe-Crowne measure uses evidence from an array of questions where the

social norm differs from the honest answer. For example, the honest answer to the

question “Were there occasions when you took advantage of someone?” is likely to be

yes, though the socially acceptable one is no.
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A further argument in defence of subjective well-being data, inspired by results

presented in Inglehart (1992), is that happiness data are correlated with suicide rates.
8
 Di

Tella et al (1997) test this idea by regressing aggregate suicide rates on country-by-year

average reported life satisfaction, using a similar panel of countries used later in this paper

(one year shorter). Controlling for country and year fixed effects, the relationship is

negative and statistically significant at the 6 per cent level.

That paper also presents microeconometric happiness and life satisfaction

regressions for 12 European countries and the US. The interesting finding is that these

equations seem to share a similar structure across countries. For example, comparing the

happiness equations for Europe and the U.S., we can see that the same personal

characteristics are statistically associated with happiness, and the size of the effects does

not vary much. Largely the same results obtain if we use life satisfaction data or if we look

at individual countries within Europe. For every country in Europe, being unemployed

increases the chance that the respondent declares himself dissatisfied with life, even after

holding other things constant that may be expected to be associated with unemployment

(e.g. family income, marital separation). The size of the impact is large and similar across

countries. For the majority of countries, the effect of being unemployed is equivalent in life

dissatisfaction 'units' to dropping from the top to the bottom income quartile. Other

variables also have similar effects across countries (in all countries happiness is U-shaped

in age and is monotonically increasing in income). Thus, the data seem to behave in a less

erratic manner than an economist used to working with hard data would expect. Table B

in Appendix I presents a micro-econometric life satisfaction regression for Europe, similar

to the ones used in that paper, for the 273,386 respondents covered in our sample.

                                               

8
 Inglehart (1990) looks at the cross section. He finds some evidence of a negative

correlation and offers some arguments explaining why the correlation may be spurious.
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III.  Empirical Strategy

Our empirical strategy has three stages. In the first stage we obtain estimates of the

average happiness level of the left and right in each of the country/years of our sample,

after controlling for personal characteristics. In the second we estimate the impact of

inflation and unemployment on the happiness of both groups while in the third stage we

test if the impact of these variables is different across the two groups in a statistically

significant fashion.

In the first stage we estimate two ordered logit regressions, one for left-wing

individuals and one for right-wing individuals, for each country (n=1 to 10) of the

following form:

HAPPYtj
g
 = δg

.Ωtj
g
 + φt

g
 + µtj

g
       (1)

where HAPPYtj
g
 is the answer to the well-being question "Are you Satisfied with the life

you lead?" given by individual j in year t, who belongs to political group g (g=left or

right). Ωtj
g

 is the vector of personal characteristics for individual j in political group g, and

the vector δg
 contains the coefficients of the personal characteristics. The coefficients on

the set of time dummies for political group g are denoted φt
g
, while µtj

g
 are independently,

identically distributed random errors. Table B shows one such regression (but using the

data pooled across all political groups -left, center, right- and for all countries). Our main

interest is a measure of average happiness for each group (left and separately for the

right), after controlling for personal characteristics, for each year in the sample given by

the coefficients on the year dummies, φt
g
.

Two questions from the Euro-Barometer Survey are used to determine the

political groups to which individuals belong. The first is a question asking individuals

which parties they voted for in the last election, and subsequently classified by political

scientists according to whether this party is on the right, center or left of the political
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spectrum. The second question asks individuals directly if, ideologically speaking, they

consider themselves to be on ‘the left’ or on ‘the right’ of the political spectrum. For the

first definition we obtain a set of 18 dummy coefficients per country (and per political

group) except for Spain and Portugal where we only have 8 per country since data were

only available from 1985 to 1992. Since we have 10 countries, this gives us our sample of

160 observations per political group. The second definition of political group used was

unavailable in 1975 and consequently 8 observations were lost.

In the second stage we run an Ordinary Least Squares regression of the form:

φnt
g
 = αg

 UNEMPLOYMENTnt
g
 + βg

 INFLATIONnt
g
 + λn

g
 + ηt

g
 + YEARn

g
 + εnt

g 
     (2)

where YEARn
g
 denotes a country specific time trend, λn

g
 is a country fixed effect, ηt

g
 is a

year fixed effect and εnt
g
 is an error term (i.i.d.).

9

In the last stage of our empirical strategy we test whether the ratio of the

coefficients αg
 / β g

 is greater for left-wing voters than for the right-wing voters. In other

words, we test:

Ho: αleft
 / βleft

 >  αright
 / βright

    versus    H1: αleft
 / βleft

 #  αright
 / βright

                   (3)

Since the ratio of the two coefficients on unemployment and inflation (αg
 / β g

) does not

have a standard distribution, bootstrapping techniques were used to compute the character

of the sampling distribution of our test statistic (e.g. Efron and Tibshirani (1993)). The

results were also checked against Monte-Carlo simulations, which imposed the assumption

of normality of the regression error terms.

As inflation and, in particular, unemployment may be expected to be correlated

                                               

9
 In Di Tella et al (1997) we compare a strategy similar to the one followed here with one

based on using residuals from Ordinary Least Squares regressions for the first
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with other variables, we also run more general regressions, controlling for aggregate

economic activity, TOTAL GDP (an index of the country's total GDP where 1985=100),

and government consumption, GOVERNMENT (final consumption expenditure by the

government divided by GDP). We also test whether left and right political groups have

changed their weightings over inflation and unemployment over time. In order to do this,

we construct a dummy variable that is equal to 1 in every year after 1983, the mid point of

our 18-year sample, and zero otherwise (DUMYPOST83).

Finally, we attempt to capture the impact of non-economic policies and outcomes

that depend on the color of the government and affect partisan well-being. We construct a

variable called RIGHT WING to measure the extent to which political preferences in the

country lean towards the right. It is similar to those employed by political scientists to

indicate the left/right position of a government, and is constructed in two steps (see, for

example, Hicks and Swank (1992) and Castles (1986)). In the first step, we collect the

number of votes received by each party participating in cabinet and express them as a

percentage of the total votes received by all parties with cabinet representation. This

percentage of support is then multiplied in the second step by a left/right political scale

(from Castles and Mair (1984)) and summed across all the cabinet parties to give a

continuous variable.
10

 Consequently the coefficient on this single variable (RIGHT WING)

is intended to capture the overall residual effect of government on partisan well-being -

after controlling for economic outcomes - via its influence on potentially many non-

economic factors. These latter regressions also serve another role, that of testing for the

structure of more general partisan happiness functions than those that contain only

                                                                                                                                           

microeconometric stage (instead of logit). Similar second stage regression results were

found, regardless of the method used.
10

 Using the dichotomous classification of political parties into right and left which is

provided in Alesina and Roubini (1992), who in turn collect it from Alt (1985) and Banks

(1989), reduces the sample even further to 104 observations and yields similar results

(available upon request). The correlation coefficient between the two variables is over

0.72.
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inflation and unemployment. Summary statistics appear in Table C, while a full description

of the variables used and their sources is given in Appendix III.

IV. Results

Our primary regression specifications in Table I estimate the effect of inflation and

unemployment on the social well-being of the whole sample (HAPPINESS-ALL), and both

the left and the right separately (HAPPINESS-LEFT and HAPPINESS-RIGHT). In

regression (1), both higher unemployment and inflation rates decrease well-being in the

full sample. The effects are well defined, with t-statistics of 4.5 and 5.3 respectively. The

estimated effects are similar to those obtained in Di Tella et al (1997). Again, one cannot

reject the hypothesis that the coefficients on UNEMPLOYMENT and INFLATION are

equal for the full sample. Regressions (2) and (3) present similar equations, but for the left

and right sub-samples. The coefficient on UNEMPLOYMENT is more negative for the left

than for the right, while that on INFLATION is less negative for the left than for the right,

though neither difference is significant. Using the alternative definition of partisanship

(regressions (34) and (35) in Table IA in Appendix II) yields stronger results. The effect of

unemployment is not different across the two sub-groups, but the coefficient on

INFLATION for the right is larger than that for the left at the 6 per cent level of

significance.

Another simple, preliminary test explores whether the structure of the two

equations is the same by checking if the coefficients on the explanatory variables

(including the fixed effects and country-specific time trends) are jointly equal across the

two equations. This hypothesis can be rejected at the 1 per cent level. Second, we test

whether the coefficient on UNEMPLOYMENT is equal to the coefficient on INFLATION

in the regression for the left (equality could not be rejected in regression (1) for the full

sample), versus the alternative hypothesis that the size of the coefficient on

UNEMPLOYMENT is greater than that on INFLATION. Similarly, we also test whether

the coefficients are equal in the regression for the right, versus the alternative that the
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coefficient on UNEMPLOYMENT is less than that on INFLATION. It is not possible to

reject equality of the coefficients in either regression.

A more difficult question asks whether the trade-off between UNEMPLOYMENT

and INFLATION is different across the two sub-samples (i.e. the ratio αg
 / βg

 ). Partisan

social happiness functions, such as regressions (2) and (3), allow us to test whether left-

wing individuals care relatively more about unemployment than inflation when compared

to right-wing individuals, or if the unemployment/inflation trade-off is the same for the

two subgroups. This test allows us to see the extent to which evidence from subjective

well-being data supports the root assumption in Alesina (1987). The ratio of the

regression coefficients on UNEMPLOYMENT to INFLATION equals 1.203 (=-7.453/-

6.194) for the left and 0.901 (=-6.697/-7.436) for the right. Using bootstrap techniques to

compute the character of the sampling distribution of the ratio of the coefficients showed

that in 77.5 per cent of 1,000 bootstrap repetitions, the unemployment/inflation trade-off

indicated that left-wingers cared more about unemployment relative to inflation than right-

wingers.
11

 In other words, in 77.5 per cent of cases, the evidence is consistent with the

assumptions made in partisan models of the macroeconomy.
12

                                               

11
 Monte-Carlo simulations were also performed to estimate the distribution of the ratio of

the coefficients on unemployment and inflation to enable us to calculate confidence

intervals. These simulations told largely the same basic story that our bootstrap

simulations told, both in the present and subsequent regression specifications. For

example, in regressions (2) and (3) in 79.5 per cent of 1,000 Monte-Carlo simulations, the

unemployment/inflation trade-off was greater for the left than for the right. Since the

bootstrap simulations allow for issues such as non-normality of the data, which the Monte-

Carlo simulations do not, we report the former. The Monte-Carlo results are available

upon request.
12

 In most of the simulations, the coefficients on UNEMPLOYMENT and INFLATION

were both negative. Hence the ratio of these two numbers was positive and a larger ratio

for the left indicates a greater well-being loss due to higher unemployment relative to

higher inflation than for the right. However in some simulations one of the coefficients

became positive. Our program took into account that if, for example, the coefficient on

INFLATION was positive in the simulated regression equation for the left, then despite the

ratio of the coefficients being negative, the interpretation that the left incur a greater well-
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It could be argued that making these comparisons underestimates the differential

social cost of unemployment across the two groups if the left had a higher rate of

unemployment than the right. That is, we should also include the direct effect on the

happiness of an individual due to falling unemployed (from the micro-econometric first

stage regressions) which might afflict a greater proportion of left-wing individuals than

right-wing ones. Remember that we have already controlled for the personal cost of being

unemployed in the first stage regressions. Thus, as long as left-wingers have higher

unemployment rates than right-wingers, including the personal cost of unemployment is

likely to show that the left cares more about unemployment than the right. In other words,

excluding the direct costs biases our results against finding evidence consistent with the

assumptions of partisan business cycles. We choose, however, not to include this direct

cost. A first reason concerns the fact that the difference is small.
13 

Second, and more

importantly, the unemployed are a minority within each party. If parties decide by majority

voting, the relevant effect is that of unemployment and inflation on the average member of

the party.

A source of potential concern with the above results is that the coefficient on

INFLATION or UEMPLOYMENT may be capturing the effects of another variable that

could be correlated with them and that the group cares about. The first candidate is the

level of economic activity, a variable that conceivably could have a differential impact on

the left and the right. Regression (4) in Table I shows a similar regression to (1) that

controls for TOTAL GDP, an index of economic activity that equals 100 in 1985 in each

country. One cannot again reject the hypothesis that the coefficients on

UNEMPLOYMENT and INFLATION are equal for the full sample. The effect of income is

positive, as expected, though it is only significant at the 10 per cent level. Regressions (5)

                                                                                                                                           

being loss due to higher unemployment relative to higher inflation than for the right is still

valid.
13

 The unemployment rate in the full sample of 10 countries amongst individuals who said

they supported a left-wing party was 5.8 per cent, compared with 4.0 per cent for
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and (6) show that the coefficient on TOTAL GDP in the happiness regression for the right

is larger than the corresponding coefficient in the regression for the left by a factor of

three, although it is only significant at the 6 per cent level. The null hypothesis that the

coefficients on all the explanatory variables are jointly equal across the left and right sub-

samples can be rejected at the 1 per cent level.

Interestingly, the coefficients on INFLATION in both regressions stay almost

unchanged, while the coefficient on UNEMPLOYMENT shows a large drop only in the

regression for the right. So much so, that we can reject the hypothesis that the right cares

about unemployment altogether once we control for increases in the aggregate income

level. The coefficient on UNEMPLOYMENT is only significant at the 20 per cent level.

The null hypothesis that the coefficients on UNEMPLOYMENT and INFLATION are

equal in the regression for the right can be rejected at the 10 per cent level in favor of the

alternative hypothesis that the size of the coefficient is smaller on UNEMPLOYMENT than

on INFLATION. In the regression equation for the left it is not possible to reject equality

of these two coefficients.

Using bootstrapping techniques we test the hypothesis that the trade-off between

UNEMPLOYMENT and INFLATION is the same for the two groups. The ratio of the

regression coefficients on UNEMPLOYMENT to INFLATION equals 1.036 (=-6.449/-

6.226) for the left and 0.484 (=-3.644/-7.535) for the right. The simulations showed that

in 89.3 per cent of 1,000 bootstrap repetitions, the evidence indicated that the left cared

more about unemployment relative to inflation than the right.

A common observation in the written press is that political parties have evolved in

the last decades, changing their preferences over inflation and unemployment. The case of

socialist parties in Europe and the Democrats in the US is often mentioned as examples of

parties that have become more inflation-averse in the last couple of decades (Alesina et al

(1997)). This sometimes involves appointing conservative central bankers, or even

                                                                                                                                           

individuals who said they supported a right-wing party. Di Tella et al (1997) discuss a way

to incorporate these direct costs into a macro trade-off.
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changing the institutional arrangement to give more independence to the setting of

monetary policy, as the case of the British Labor party under Tony Blair mentioned in the

introduction would suggest. Although less obviously, it can also be claimed that some

right-wing parties have converged towards the center.

In order to throw some light on these issues we construct a dummy variable,

DUMYPOST83, that equals one in every year after 1983 and zero otherwise. Regressions

(7), (8) and (9) in Table II use it to test these ideas. Regression (9) shows larger effects of

UNEMPLOYMENT and INFLATION on happiness post-1983 for the right sub-sample.

The coefficient on UNEMPLOYMENT is significantly different from zero at the 11 per

cent level while that on INFLATION is significant at the 2 per cent level. Interestingly,

there do not seem to be well-defined changes post-1984 in the happiness regression for the

left. Thus, based on the evidence presented, a move by a left-wing party towards more

anti-inflation policies (such as those in Blair’s New Labour) should be explained in terms

of median-voter ideas, rather than partisan motives.

The last three regressions in Table II control for government consumption over

GDP, GOVERNMENT CONSUMPTION. The idea, again, is to try to control for a

variable that could be correlated with inflation and unemployment and that also affects

partisan happiness. It can certainly be argued that left-wingers care about the amount of

government spending and that some of it could be used to reduce the social cost of

unemployment, like spending on programs to help the unemployed. Regression (10)

reveals a positive and significant effect of government consumption in the happiness of the

full sample. Regressions (11) and (12) show that the fact that we control for government

consumption and aggregate economic activity in the country does not change the result

that the right seem to care more about inflation than unemployment relative to the left.

Again we cannot reject the hypothesis that the coefficient on UNEMPLOYMENT is zero

in the right sub-sample. The level of significance on the UNEMPLOYMENT coefficient in

the left sub-sample is only 6 per cent however. Using bootstrap techniques to compute the

character of the sampling distribution of the ratio of the coefficients showed that in 81.2

per cent of 1,000 bootstrap repetitions, the unemployment/inflation trade-off was
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consistent with the assumptions in partisan business cycle models. Interestingly, the

coefficient on GOVERNMENT CONSUMPTION in the regression for the left sub-sample

is more than twice as large as in the right sub-sample, where it is insignificant.

Table III studies the influence of political color of the government in power on

partisan well-being. This is a further attempt at controlling for the effect of other omitted

variables correlated with partisan happiness. The results from regressions (13), (14) and

(15) suggest that the effect of unemployment is no longer significantly associated with

happiness at conventional levels (the significance of the coefficient on UNEMPLOYMENT

in the left sub-sample, where it is larger, is 19 per cent). Bootstrap simulations showed

that in 85.8 per cent of 1,000 repetitions, the evidence indicated that the left cared more

about unemployment relative to inflation than the right.

The coefficient on RIGHT WING is insignificant for the overall sample, but is

precisely estimated and with opposite signs in the left and right sub-samples. It seems that

respondents declare themselves to be happier when the party in power has a similar

ideological position to themselves, even after we control for key performance indicators

such as unemployment, inflation and income. This result is hard to explain using a purely

opportunistic approach to modeling the activities of political parties as developed, for

example, in Rogoff and Sibert (1988). If the government tailored its policies to the median

voter in order to stay in power, it would be difficult to explain why people care so much

about the identity of the party forming government. It is easier to explain this result by

imagining that different parties care differently about the set of policies and outcomes that

can be affected by the government and that parties are loyal to the wishes of their

constituents.

One explanation is that RIGHT WING may be capturing the effect on partisan

well-being of variables that have been omitted from our regressions. One candidate is

inequality, for which comparable panel data are unavailable.
 

Another candidate is

government consumption. Interestingly, including GOVERNMENT CONSUMPTION in
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regressions (13) (14) and (15) yields similar results.
14

 Another alternative could be some

non-economic variables that affect the two constituencies differently. Examples of such

policies in America could include the party's position on gun controls, on constraints on

abortions or on the ability of homosexual individuals to serve in the military forces.

Alternatively, voters may simply care about some non-policy characteristic of the

government, experiencing happiness when the party they support is in power, regardless of

its policies. Such characteristics could be personal charisma (attractive only to the party's

constituency) or some degree of broader ideological congruence. Lastly, it is possible that

there is a pure "victory effect", where individuals care that the party they support is in

power, regardless of the characteristics of the policymaker or the policies he/she applies.
15

Lastly, regressions (16), (17) and (18) test whether these pure partisan effects have

become weaker over time. Again the argument is simply that political parties have lost

some of their appeal and that people, in general, have become less ideological. We try to

throw some light on these issues by introducing an interaction term (DUMYPOST83 times

RIGHT WING). The estimates are not well defined, and if anything they go in the opposite

direction. They indicate that the differential happiness between left and right individuals

when a right wing government is in power has, if anything increased over time. This

occurs even after controlling for our basic set of macro variables.

Part of the change in the size of the coefficients of interest when RIGHT WING is

included is partly due to the fact that the number of observations drops to 125, and partly

due to the fact that this variable is highly correlated with INFLATION,

UNEMPLOYMENT and TOTAL GDP. This is shown in Table IV. The coefficients on

these variables are also useful in calculating the total effect of a change in the political

color of the party in power on partisan happiness. There seem to be two effects. There is

                                               

14
 Results available upon request.

15
 If politics were a soccer match, the opposite finding would be equivalent to observing

the supporters of a team that is loosing, clap the ability of the winning team. For readers

knowledgeable in soccer tactics, our findings fit the Bilardista tradition (as opposed to the

Menottista tradition).
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the direct effect of RIGHT WING on partisan happiness calculated in regressions (14) and

(15). And there is the indirect effect, calculated by multiplying the coefficient on RIGHT

WING in regressions (19), (20) and (21) by the coefficients on inflation, unemployment

and aggregate income in the happiness regressions.  For example, the indirect effect for

the right is 0.0023*(-0.189)+(-0.004)*(-5.744)+0.0048*3.519=0.039. The following table

summarizes these effects for a hypothetical change in our RIGHT WING variable

equivalent to going from Francois Mitterrand to Margaret Thatcher (5.53 or 3.8 standard

errors in that variable) using equations (14)-(15).

Estimated effect on Happiness of the

Left

Happiness of the

Right

Direct -0.492 0.287

Indirect 0.058 0.218

Total Effect -0.434 0.505

Tables V and VI explore the hypothesis that partisan differences are driven by

income differences. This is sometimes called the Marxist hypothesis as it implies that

voters have some sort of class loyalty. This has been one of the themes of the literature on

political business cycles. Hibbs (1987) cites Paul Samuelson as saying, "We tend to get our

recessions during Republican administrations. … The difference between the Democrats

and the Republicans is the difference in their constituencies. It's a class difference… The

Democrats constitute the people, by and large, who are around the median incomes or

below. These are the ones whom the Republicans want to pay the price and burden of

fighting inflation. The Democrats are willing to run some inflation (to increase

employment); the Republicans are not." (p. 213). Thus it is interesting to adopt a partisan

definition that makes the rich equal to the right and the left equal to the poor.

The evidence however suggests that there are some differences with the partisan

happiness equations studied above. A first difference appears comparing regressions (3)

and (23), where it can be seen that the right cares more about inflation than the rich, and
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the rich have not become as more concerned with inflation over time as the right have

(regressions (9) and (27)). In none of the regression equations in Table V can one reject

the null hypothesis that the coefficients on UNEMPLOYMENT and INFLATION are equal

both for the poor ((22), (24) and (26)) and for the rich ((23), (25) and (27)). Importantly,

we can never find evidence that the unemployment/inflation trade-off for the rich and poor

favors the partisan assumptions.

Furthermore, there is no evidence of a differential effect of government

consumption on the well-being of the rich and the poor (regressions (28) and (29) in Table

VI). If anything, the evidence suggests that the effect of government consumption on

happiness is more positive for the rich sub-sample. In contrast to the earlier results for the

right and left, the happiness levels of the rich and poor do not depend on the ideological

position of the government in power (regressions (30)-(33)).

Lastly in Appendix A, we provide robustness checks of the results presented in

Tables I to III by using a second definition of individual’s political affiliation. Whereas the

dependent variable in these tables was based on the survey question which asked

individuals which parties they voted for in the last election, and subsequently classified by

political scientists according to whether this party is at the right or left end of the political

spectrum, Tables IA and IIA are based on a separate question which asks respondents:

“In political matters, people talk of ‘the left’ and ‘the right’. How would you place your

own views on this scale?” (from 1 to 10).

The results using this second definition of political affiliation showed in every

regression at least as strong support for the root assumption in Alesina’s (1987) partisan

model that the left-wing cares more about unemployment than inflation compared to the

right-wing. In regression equations (34) and (35) the ratio of the coefficient on

UNEMPLOYMENT to INFLATION equals 1.784 (=-7.248/-4.062) for the left and 0.884

(=-7.916/-8.954) for the right. Bootstrap simulations showed that in 87.5 per cent of

1,000 cases, the unemployment/inflation trade-off indicated the left cared more about

unemployment relative to inflation than the right. After controlling for TOTAL GDP in

regressions (36) and (37), the evidence indicated that the left cared more about
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unemployment relative to inflation than the right in 90.1 per cent of 1,000 bootstrap

repetitions. Regressions (38) and (39) show larger effects of UNEMPLOYMENT and

INFLATION on happiness post-1983 for the right sub-sample, but not for the left. For this

specification, the unemployment/inflation trade-off was consistent with the partisan

business cycle assumptions in 90.1 per cent of 1,000 bootstrap repetitions.

In Table IIA there is no evidence of a differential effect of government

consumption on the well-being of the right and the left using our second definition of

political affiliation (regressions (40) and (41)). There is, again, a strong effect of the

political color of the government in power (regressions (42)-(45)). Respondents declare

themselves to be happier when the party in power has a similar ideological position to

themselves. These pure partisan effects on well-being do not seem to have become weaker

over time (regressions (44) and (45)). The unemployment/inflation trade-off was

consistent with the partisan assumptions in 89.0 per cent of 1,000 bootstrap repetitions in

regressions (42) and (43), and in 83.3 per cent of cases in regressions (44) and (45).

V. Conclusions

This paper proposes a new approach to study standard questions in the literature

on politics and macroeconomics that uses subjective well-being data. It starts by

constructing a measure of partisan social happiness using individual responses to a life

satisfaction question from over a quarter of a million individuals living in 10 European

countries over the period 1975-92. By conditioning on either the party that the

respondents have voted for, or the ideology they declare to have, we are able to obtain a

measure of partisan social happiness for each country-year combination. With this

information, we study the root assumption made in the partisan models of the macro

economy (Hibbs (1977) and Alesina (1987)) regarding the size of the relative weights

given to inflation and unemployment by the constituencies of the different political parties.

We present partisan social happiness regressions that control for the personal

characteristics of the respondents, country fixed effects, year fixed effects and country
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specific time trends. By and large, the evidence tends to favor the partisan approach to

modeling business cycles. Social happiness functions estimated on the right-wing portion

of the population look different from those obtained for the left sub-sample. In order to

see if the unemployment/inflation trade-off was different for the two sub-samples,

bootstrap simulations were performed. Using our first definition of partisanship, in 77.5

per cent of 1,000 cases this trade-off was consistent with the assumptions in partisan

business cycle theory. Using an alternative definition of partisan support, the proportion of

cases rose to 87.5 per cent. Once we control for aggregate income, the evidence is more

favorable to partisan theory. Including this variable leaves the coefficients on the inflation

rate practically unchanged in the two sub-samples. The coefficient on the unemployment

rate falls more, however, in the regression for the right (it is almost halved). A bootstrap

confidence interval showed that in 89.3 per cent of cases the unemployment/inflation

trade-off indicated the left cared more about unemployment relative to inflation than the

right. Using the alternative definition of left-right, the proportion was 90.1 per cent. In

fact, we cannot reject the hypothesis that the right does not care about unemployment.

The positive effect of income is larger and better defined in the right sub-sample.

We also study if the relative weights on these macro variables have changed over

time. The results suggest that there is some evidence that the right has become more

concerned with inflation but that this has not been the case for the left. We also find

different trade-offs between inflation and unemployment for the two groups once we

control for the effect of government consumption. The coefficient on this variable is large,

positive and significant only in the left sub-sample.

The differential impact of inflation and unemployment across the left and right also

survives the inclusion of a variable that measures the ideological position of the

government in power. This variable is highly significant. It indicates that when the

government leans more to the right ideologically, right-wing individuals tick up their

happiness scores. In the same periods, left-wing individuals declare themselves to be more

dissatisfied with their lives. We leave to further research to see whether this implies that

non-economic policies are important, if political colors matter (whereby people like to see
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their preferred parties win, much like they feel happy when their favorite soccer team

wins), or if we have failed to control for other economic policies that are correlated with

political color and which also affect happiness. In any case, the variable capturing the

ideological position of the government (RIGHT WING) is strongly correlated with

inflation (negatively) and unemployment (positively). Thus, there seem to be two channels

through which governments affect the well-being of their constituencies: a direct (maybe

non macro-economic) channel and an indirect effect through unemployment and inflation.

This result indicates that the color of the government matters, at least in happiness terms,

for a large part of the population.

We also explore the Marxist hypothesis that ideological differences can be traced

back to differences in income. Thus the rich are often assumed to be "equivalent" to the

political right, and the poor to the left. We find a number of differences. First we find that,

if anything, the rich care less about inflation than the right, and that this has not changed

over time. Furthermore, the happiness of the rich and poor are not affected at all by the

ideological position of the government that happens to be in power. Importantly we

cannot find evidence that the unemployment/inflation trade-off for the rich and poor favors

the partisan assumptions.

The general results of the paper are in line with the assumptions made in partisan

models of the business cycle, like Hibbs (1977) and Alesina (1987). They are more

difficult to reconcile with an opportunistic model, like that of Nordhaus (1975) or Rogoff

and Sibert (1988). In particular, if we assume that the unique objective of political parties

is to win elections, it is hard to see why partisan happiness is so correlated with the

political color of the party in government. One way to do so would be to have a model in

which parties partly cater for partisan support and partly behave opportunistically. At a

minimum, the findings reject the notion of purely opportunistic political parties which

adopt identical policies to keep the median voter as happy as possible.
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Appendix I

Table A: Life Satisfaction in Europe: 1975-92.

Reported All Unemployed Marital Status

Life Satisfaction Married Divorced

Very satisfied 27.21 16.31 29.21 19.11

Fairly satisfied 53.71 45.09 53.64 51.76

Not very satisfied 14.24 25.13 12.89 20.96

Not at all Satisfied 4.85 13.47 4.26 8.17

Reported Partisan Support Income Quartiles

Life Satisfaction Left Right      1st 2nd      3rd    4th

(Lowest) (Highest)

Very satisfied 24.90 34.40 22.68 24.92 28.01 33.00

Fairly satisfied 54.60 52.14 50.41 54.20 55.69 54.41

Not very satisfied 15.28 10.17 18.90 15.73 12.68 9.85

Not at all Satisfied 5.22 3.28 8.00 5.15 3.62 2.74

Note: Based on 273,386 observations of individuals in the labour force. All numbers

are expressed as a percentage.
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Table B: Europe’s Life Satisfaction (Ordered Logit) 1975-92. No.Observations=273,386.

Dep Var: Reported Life Satisfaction Coefficient Standard Error

Unemployed -0.864 0.018

Self employed 0.113 0.014

Male -0.121 0.009

Age -0.047 0.001

Age Squared 5.45e-4 1.60e-5

Education to age: 15-18 years 0.112 0.010

   ≥ 19 years 0.236 0.012

Marital Status:   Married 0.235 0.012

 Divorced -0.488 0.026

 Separated -0.612 0.039

 Widowed -0.292 0.019

No. of children ≥ 8 & ≥ 15 yrs: 1 -0.044 0.011

2 -0.060 0.013

3 -0.151 0.020

Income Quartiles    Second 0.258 0.011

      Third 0.462 0.012

       Fourth (highest) 0.701 0.012

Retired 0.119 0.016

School 0.071 0.019

Home 0.074 0.012

Countries: Belgium 0.892 0.017

Netherlands 1.529 0.016

Germany 0.620 0.016

Italy -0.209 0.016

Luxembourg 1.317 0.024

Denmark 2.049 0.017

Ireland 1.076 0.018

Britain 0.952 0.017

Greece -0.354 0.018

Spain 0.349 0.022

Portugal -0.384 0.021

Notes: Log-likelihood=278654.46. Chi2(48)=50837.43. Cut1=-2.912, Cut2=-1.265, Cut3=1.549. The

regression includes year dummies from 1975 to 1992. Country base category is France.
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Table C: Summary Statistics

Variable Obs. Mean Std. Dev. Min. Max.

HAPPINESS 160 0.101 0.342 -0.701 1.189

HAPPINESS-LEFT 160 0.093 0.374 -0.778 1.455

HAPPINESS-RIGHT 160 0.071 0.415 -1.030 1.300

UNEMPLOYMENT 160 0.086 0.037 0.03 0.208

INFLATION 160 0.075 0.050 0.0003 0.201

TOTAL GDP 160 1.006 0.133 0.696 1.329

GOVERNMENT CONSUMPTION 160 0.186 0.032 0.137 0.276

RIGHT WING 125 5.450 1.443 2.275 7.800
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Table I
Partisan Social Happiness Functions: 10 OECD Countries 1975-92.

Dependent Variable:
HAPPINESS (group)

(1)
ALL

(2)
LEFT

(3)
RIGHT

(4)
ALL

(5)
LEFT

(6)
RIGHT

UNEMPLOYMENT -7.801**

(1.743)
-7.453**

(2.288)
-6.697**

(2.317)
-5.775**

(2.117)
-6.449**

(2.807)
-3.644
(2.799)

INFLATION -6.060**

(1.149)
-6.194**

(1.509)
-7.436**

(1.528)
-6.126**

(1.142)
-6.226**

(1.514)
-7.535**

(1.512)

TOTAL GDP 1.630*

(0.982)
0.807

(1.303)
2.457*

(1.301)

Personal Controls Yes Yes Yes Yes Yes Yes

Country Dummies Yes Yes Yes Yes Yes Yes

Year Dummies Yes Yes Yes Yes Yes Yes

Country-Specific
Time Trends

Yes Yes Yes Yes Yes Yes

Adj R2 0.78 0.71 0.76 0.80 0.71 0.76

Observations 160 160 160 160 160 160

Note: Standard errors in parentheses. ** denotes significance at the 5 per cent level. *

denotes significance at the 10 per cent level.
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Table II
Partisan Social Happiness Functions: 10 OECD Countries 1975-92.

Dependent Variable:
HAPPINESS (group)

(7)
ALL

(8)
LEFT

(9)
RIGHT

(10)
ALL

(11)
LEFT

(12)
RIGHT

UNEMPLOYMENT -4.080*

(2.465)
-4.923
(3.309)

-0.944
(3.220)

-5.035**

(2.115)
-5.212*

(2.773)
-3.062
(2.837)

INFLATION -5.583**

(1.171)
-6.033**

(1.572)
-6.514**

(1.529)
-6.263**

(1.127)
-6.456**

(1.477)
-7.643**

(1.512)

TOTAL GDP 1.708*

(0.993)
0.707

(1.333)
2.671**

(1.297)
2.914

**

(1.139)
2.953

**

(1.493)
3.466**

(1.528)

UNEMPLOYMENT x
DUMYPOST83

-2.580
(1.971)

-2.333
(2.645)

-4.104
(2.574)

INFLATION x
DUMYPOST83

-2.208
(1.430)

0.421
(1.919)

-4.344**

(1.868)

GOVERNMENT
CONSUMPTION

6.750**

(3.162)
11.289**

(4.145)
5.308

(4.242)

Personal Controls Yes Yes Yes Yes Yes Yes

Country Dummies Yes Yes Yes Yes Yes Yes

Year Dummies Yes Yes Yes Yes Yes Yes

Country-Specific
Time Trends

Yes Yes Yes Yes Yes Yes

Adj R2 0.80 0.70 0.77 0.81 0.72 0.76

Observations 160 160 160 160 160 160

Note: Standard errors in parentheses. ** denotes significance at the 5 per cent level. *

denotes significance at the 10 per cent level.
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Table III
Partisan Social Happiness Functions: 10 OECD Countries 1975-92.

Dependent Variable:
HAPPINESS (group)

(13)
ALL

(14)
LEFT

(15)
RIGHT

(16)
ALL

(17)
LEFT

(18)
RIGHT

UNEMPLOYMENT -3.321
(2.469)

-4.061
(3.102)

-0.189
(2.889)

-2.984
(2.600)

-3.242
(3.258)

-0.710
(3.040)

INFLATION -5.124**

(1.406)
-5.933**

(1.766)
-5.744**

(1.645)
-4.969**

(1.457)
-5.558**

(1.825)
-5.983**

(1.703)

TOTAL GDP 1.137
(1.605)

-0.799
(2.017)

3.519*

(1.878)
1.371

(1.701)
-0.231
(2.132)

3.158
(1.989)

RIGHT WING -0.013
(0.018)

-0.089**

(0.023)
0.052**

(0.021)
-0.010
(0.019)

-0.083**

(0.024)
0.049**

(0.023)

RIGHT WING x
DUMYPOST83

-0.017
(0.038)

-0.040
(0.482)

0.026
(0.045)

Personal Controls Yes Yes Yes Yes Yes Yes

Country Dummies Yes Yes Yes Yes Yes Yes

Year Dummies Yes Yes Yes Yes Yes Yes

Country-Specific
Time Trends

Yes Yes Yes Yes Yes Yes

Adj R2 0.80 0.73 0.82 0.80 0.73 0.82

Observations 125 125 125 125 125 125

Note: Standard errors in parentheses. ** denotes significance at the 5 per cent level. *

denotes significance at the 10 per cent level.
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Table IV
The Effect of the Politics on Economic Performance: 10 OECD Countries 1975-92.

Dependent Variable:
(19)

UNEMPLOYMENT
(20)

INFLATION
(21)

TOTAL GDP

RIGHT WING 0.0023**

(0.0010)
-0.0040**

(0.0015)
0.0048**

(0.0015)

Country Dummies Yes Yes Yes

Year Dummies Yes Yes Yes

Country-Specific
Time Trends

Yes Yes Yes

Adj R2 0.94 0.92 0.98

Observations 125 125 125

Note: Standard errors in parentheses. ** denotes significance at the 5 per cent level. *

denotes significance at the 10 per cent level.
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Table V
Happiness Functions for the Rich and for the Poor: 10 OECD Countries 1975-92.

Dependent Variable:
HAPPINESS (group)

(22)
POOR

(23)
RICH

(24)
POOR

(25)
RICH

(26)
POOR

(27)
RICH

UNEMPLOYMENT -7.391**

(1.754)
-6.482**

(2.363)
-6.559**

(2.151)
-4.665
(2.890)

-6.156**

(2.526)
-2.690
(3.390)

INFLATION -6.546**

(1.157)
-4.123**

(1.559)
-6.573**

(1.160)
-4.181**

(1.558)
-6.179**

(1.120)
-3.693**

(1.610)

TOTAL GDP 0.669
(0.998)

1.462
(1.340)

0.841
(1.017)

1.470
(1.366)

UNEMPLOYMENT x
DUMYPOST83

-0.605
(2.019)

-3.010
(2.710)

INFLATION x
DUMYPOST83

-1.929
(1.465)

-1.811
(1.966)

Personal Controls Yes Yes Yes Yes Yes Yes

Country Dummies Yes Yes Yes Yes Yes Yes

Year Dummies Yes Yes Yes Yes Yes Yes

Country-Specific
Time Trends

Yes Yes Yes Yes Yes Yes

Adj R2 0.82 0.62 0.82 0.62 0.82 0.62

Observations 160 160 160 160 160 160

Note: Standard errors in parentheses. ** denotes significance at the 5 per cent level. *

denotes significance at the 10 per cent level.
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Table VI
Happiness Functions for the Rich and for the Poor: 10 OECD Countries 1975-92.

Dependent Variable:
HAPPINESS (group)

(28)
POOR

(29)
RICH

(30)
POOR

(31)
RICH

(32)
POOR

(33)
RICH

UNEMPLOYMENT -6.328**

(2.186)
-3.949
(2.914)

-3.188
(2.419)

-5.106
(3.325)

-3.094
(2.550)

-4.653
(3.502)

INFLATION -6.616**

(1.165)
-4.314**

(1.553)
-5.591**

(1.377)
-3.177*

(1.893)
-5.548**

(1.429)
-2.970
(1.962)

TOTAL GDP 1.072
(1.177)

2.703*

(1.569)
1.096

(1.573)
-0.353
(2.162)

1.161
(1.668)

-0.039
(2.291)

GOVERNMENT
CONSUMPTION

2.116
(3.268)

6.528
(4.356)

RIGHT WING 0.002
(0.018)

-0.011
(0.025)

0.003
(0.019)

-0.008
(0.026)

RIGHT WING x
DUMYPOST83

-0.005
(0.038)

-0.022
(0.052)

Personal Controls Yes Yes Yes Yes Yes Yes

Country Dummies Yes Yes Yes Yes Yes Yes

Year Dummies Yes Yes Yes Yes Yes Yes

Country-Specific
Time Trends

Yes Yes Yes Yes Yes Yes

Adj R2 0.82 0.62 0.80 0.58 0.80 0.58

Observations 160 160 125 125 125 125

Note: Standard errors in parentheses. ** denotes significance at the 5 per cent level. *

denotes significance at the 10 per cent level.
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Appendix II
Table I A

Partisan Social Happiness Functions: 10 OECD Countries 1975-92, Second Definition.

Dependent Variable:
HAPPINESS (group)

(34)
LEFT

(35)
RIGHT

(36)
LEFT

(37)
RIGHT

(38)
LEFT

(39)
RIGHT

UNEMPLOYMENT -7.248**

(3.022)
-7.916**

(2.917)
-8.539**

(3.800)
-6.330*

(3.664)
-9.529**

(4.573)
-0.900
(4.216)

INFLATION -4.062**

(2.010)
-8.954**

(1.940)
-4.059**

(2.016)
-8.957**

(1.944)
-3.943*

(2.104)
-7.425**

(1.939)

TOTAL GDP -0.959
(1.702)

1.178
(1.641)

-0.796
(1.740)

1.375
(1.605)

UNEMPLOYMENT x
DUMYPOST83

1.375
(3.526)

-7.763**

(3.251)

INFLATION x
DUMYPOST83

-0.922
(2.465)

-5.532**

(2.273)

Personal Controls Yes Yes Yes Yes Yes Yes

Country Dummies Yes Yes Yes Yes Yes Yes

Year Dummies Yes Yes Yes Yes Yes Yes

Country-Specific
Time Trends

Yes Yes Yes Yes Yes Yes

Adj R2 0.62 0.69 0.61 0.69 0.61 0.71

Observations 152 152 152 152 152 152

Note: Standard errors in parentheses. ** denotes significance at the 5 per cent level. *

denotes significance at the 10 per cent level.
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Table II A
Partisan Social Happiness Functions: 10 OECD Countries 1975-92, Second Definition.

Dependent Variable:
HAPPINESS (group)

(40)
LEFT

(41)
RIGHT

(42)
LEFT

(43)
RIGHT

(44)
LEFT

(45)
RIGHT

UNEMPLOYMENT -7.619**

(3.910)
-4.966
(3.748)

-8.606*

(4.436)
-1.423
(3.565)

-7.708*

(4.620)
-1.575
(3.725)

INFLATION -4.120**

(2.017)
-9.047**

(1.934)
-2.643
(2.483)

-5.292**

(1.996)
-2.217
(2.559)

-5.364**

(2.063)

TOTAL GDP 0.245
(2.085)

2.961
(1.998)

-5.589**

(2.830)
2.574

(2.274)
-4.961*

(2.969)
2.467

(2.393)

GOVERNMENT
CONSUMPTION

5.980
(5.982)

8.862
(5.734)

RIGHT WING -0.079**

(0.032)
0.078**

(0.026)
-0.072**

(0.034)
0.077**

(0.027)

RIGHT WING x
DUMYPOST83

-0.047
(0.065)

0.008
(0.052)

Personal Controls Yes Yes Yes Yes Yes Yes

Country Dummies Yes Yes Yes Yes Yes Yes

Year Dummies Yes Yes Yes Yes Yes Yes

Country-Specific
Time Trends

Yes Yes Yes Yes Yes Yes

Adj R2 0.61 0.69 0.59 0.77 0.59 0.77

Observations 152 152 117 117 117 117

Note: Standard errors in parentheses. ** denotes significance at the 5 per cent level. *

denotes significance at the 10 per cent level.
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Appendix III

The Euro-Barometer Survey Series [1975-1992]
The Euro-Barometer Surveys used in this paper were conducted by various

research firms operated within the European Community (E.C.) countries under the
direction of the European Commission. Either a nation-wide multi-stage probability
sample or a nation-wide stratified quota sample of persons aged 15 and over was selected
in each of the E.C. countries. The cumulative data file used contains 36 attitudinal, 21
demographic and 10 analysis variables selected from the European Communities Studies,
1970-1973, and Euro-Barometers, 3-38.

Data for Belgium, France, Germany, Ireland, Italy, Luxembourg, Netherlands and
the United Kingdom were available for the full sample period which we used (1975-1992)
whereas data were only available from 1981 to 1992 for Greece and from 1985 to 1992
for both Spain and Portugal. The number of observations in our sample was 29438 for
France, 25251 for Belgium, 28870 for The Netherlands, 29053 for Germany, 30615 for
Italy, 27550 for Denmark, 20543 for Ireland, 26220 for Britain,  11527 for Spain and
13395 for Portugal.

Data Definition
Countries: France, Belgium, The Netherlands, Germany, Italy, Denmark, Britain, Greece,
Spain and Portugal.

HAPPINESS-ALL: The coefficients on the year dummies in an ordered logit Life
Satisfaction regression that controls for personal characteristics, for each country across
all individuals.

HAPPINESS-LEFT: Two definitions were used. For Tables I-III it is the coefficients on
the year dummies in an ordered logit Life Satisfaction regression that controls for personal
characteristics, for each country conditioning on the individuals who say they support left-
wing parties. The exact Euro-Barometer question asks: “If an election were to be held
tomorrow, which party would you vote for?”. Political scientists have subsequently
classified these parties into left and right.

For Tables IA and IIA the definition is the coefficients on the year dummies in an
ordered logit Life Satisfaction regression that controls for personal characteristics, for
each country conditioning on the individuals who say they place their political views as
being to the left. The exact Euro-Barometer question asks: “In political matters, people
talk of ‘the left’ and ‘the right’. How would you place your own views on this scale?”
(from 1 to 10). Respondents were classified as being left for the purposes of the present
paper, if their response was in categories 1, 2 or 3.

HAPPINESS-RIGHT: Two definitions were used. For Tables I-III it is the coefficients on
the year dummies in an ordered logit Life Satisfaction regression that controls for personal
characteristics, for each country, conditioning on the individuals who say they support
right-wing parties. The exact Euro-Barometer question asks: “If an election were to be
held tomorrow, which party would you vote for?”. Political scientists have subsequently
classified these parties into left and right.

For Tables IA and IIA the definition is the coefficients on the year dummies in an
ordered logit Life Satisfaction regression that controls for personal characteristics, for
each country conditioning on the individuals who say they place their political views as
being to the right. The exact Euro-Barometer question asks: “In political matters, people
talk of ‘the left’ and ‘the right’. How would you place your own views on this scale?”
(from 1 to 10). Respondents were classified as being right for the purposes of the present
paper, if their response was in categories 8, 9 or 10.
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HAPPINESS-POOR: The coefficients on the year dummies in an ordered logit Life
Satisfaction regression that controls for personal characteristics, for each country,
conditioning on individuals who are in the bottom income quartile.

HAPPINESS-RICH: The coefficients on the year dummies in an ordered logit Life
Satisfaction regression that controls for personal characteristics, for each country,
conditioning on individuals who are in the top income quartile.

UNEMPLOYMENT: The unemployment rate, from the CEP-OECD data set [1950-1992].

INFLATION: The inflation rate, as measured by the rate of change in consumer prices,
from the CEP-OECD data set [1950-1992].

GOVERNMENT CONSUMPTION: Government final consumption expenditure divided by
Gross Domestic Product, from the CEP-OECD data set [1950-1992].

TOTAL GDP: An index of Real GDP per Capita at the price levels and exchange rates of
1985, standardised to equal 100 in 1985 for each country, from the CEP-OECD data set
[1950-1992].

RIGHT WING: Index of left/right political party strength, defined as the sum of the

number of votes received by each party participating in cabinet expressed as a percentage

of total votes received by all parties with cabinet representation, multiplied by a left/right

political scale constructed by political scientists. Votes are from Mackie and Rose’s

(1982), The International Almanac of Electoral History, cabinet composition is from The

Europa Yearbook (1969-1989 editions), and the left/right scale is from Castles and Mair

(1984).

DUMYPOST83: A dummy variable that is equal to 1 in every year after 1983, the

midpoint of our sample, and zero otherwise.



38

References

Alesina, A. (1987) “Macroeconomic Policy in a Two-Party System as a Repeated Game”,

Quarterly Journal of Economics, August, 651-678.

Alesina, A. (1988) "Macroeconomics and Politics" NBER Macro Annual, MIT Press.

Alesina, A. and N. Roubini (1992) “Political Cycles in OECD Economies”, Review of Economic

Studies, 59, 663-688.

Alesina, A., Roubini, N. and G. Cohen (1997) Political Cycles and the Macroeconomy, MIT Press.

Blanchflower, D. and A. Oswald (1998) “What Makes an Entrepreneur?”, Journal of Labor

Economics, 16 (1), 26-60.

Blanchflower, D., A. Oswald and P. Warr (1993) “Well-Being Over Time in Britain and the

USA”, mimeo.

Blinder, A. and H. Esaki (1978) “Macroeconomic Activity and Income Distribution in the Postwar

United States”, Review of Economics and Statistics, 604-9.

Bradburn, N. (1969) The Structure of Psychological Well-Being, Chicago: Aldine Publishing.

Castles, F. and P. Mair (1984) “Left-Right Political Scales: Some Expert Judgements”, European

Journal of Political Research, 12, 73-88.

Castles, F. (1986) "Social Expenditure and the Political Right: A Methodological Note", European

Journal of Political Research, 669-76.

Clark, A. and A. Oswald (1994) “Unhappiness and Unemployment”, The Economic Journal, 104,

648-659.

Diener, E. (1984) “Subjective Well-Being”, Psychological Bulletin, 93, 542-575.

Di Tella, R., R. MacCulloch and A. Oswald (1997) “The Macroeconomics of Happiness” CEP

working paper 19.

Downs, A. (1957) An Economic Theory of Democracy at Work, Harper: New York, NY.

Easterlin, R. (1974) “Does Economic Growth Improve the Human Lot? Some Empirical

Evidence”, in Nations and Households in Economic Growth: Essays in Honour of Moses

Abramovitz, edited by P. David and M. Reder, Academic Press: New York and London.

Easterlin, R. (1995) “Will Raising the Incomes of All Increase the Happiness of All?”, Journal of

Economic Behaviour and Organization, 27, 35-48.

Efron, B. and R. Tibshirani (1993) An Introduction to the Bootstrap, Monographs on Statistics

and Applied Probability vol 57, Chapman and Hall: New York.

Ekman, P., Davidson, R. and W. Friesen (1990) “The Duchenne Smile: Emotional Expression and

Brain Physiology II”, Journal of Personality and Social Psychology, 58, 342-53.

Fordyce, M. (1988) ”A Review of Research on Happiness Measures: A Sixty Second Index of

Happiness and Mental Health”, Social Indicators Research, 20: 355-81.

Frey, B. and F. Schneider (1989) "An Empirical Study of Politico-Economic Interaction in the

United States", Review of Economic and Statistics, 60, 174-83.

Frey, B. and A. Stutzer (1999) “Happiness, Economy and Institutions”, mimeo.

Granato, J., Inglehart, R. and D. Leblang (1996) “Cultural Values, Stable Democracy and

Economic Development: Reply”, American Journal of Political Science, 40(3), 680-96.

Grier, K. (1989) "On the Existence of a Political Monetary Cycle", American Journal of Political

Science, 33, 376-89.

Golden and Poterba (1980) " The Price of Popularity: The Political Business Cycle Re-examined",

American Journal of Political Science, 24, 694-714.

Hicks, A. and D. Swank (1992) "Politics, Institutions and Welfare Spending in Industrialized

Democracies, 1960-82", American Political Science Review, 86: 658-74.



39

Hibbs, D. (1977) "Political Parties and Macroeconomic Policy", American Political Science

Review, 71:1467-87.

Hibbs, D (1987) The American Political Economy: Macroeconomics and Electoral Politics,

Harvard University Press.

Inglehardt, R. (1990) Culture Shift, Chicago University Press: Chicago.

Inglehart, R. Reif, K. and A. Melich (1994) European Communities Studies, 1970-92: Cumulative

File, 3
rd
 ICPSR version, Ann Arbor, MI.

Kahneman, D., Wakker, P.P. and R. Sarin (1997) “Back to Bentham? Explorations of Experienced

Utility”, Quarterly Journal of Economics, 112, 357-406.

Konow, J. and J. Earley (1999) “The Hedonistic Paradox: Is Homo-Economicus Happier?".

Mackie, T. and R. Rose (1982) The International Almanac of Electoral History, 3d ed.,

Macmillan Press: London.

Mayer, S. and C. Jencks (1999) “ The Social Consequences of Income Inequality”, mimeo.

Morawetz, D. et al (1977). “Income Distribution and Self-Rated Happiness: Some Empirical

Evidence”, Economic Journal, 87, 511-522.

Moulton, B. (1986) “Random Group Effects and the Precision of Regression Estimates”, Journal

of Econometrics, 32, 385-397.

Ng, Y-K. (1996) “Happiness Surveys: Some Comparability Issues and an Exploratory Survey

Based on Just Perceivable Increments”, Social Indicators Research, 38, 127.

Nordhaus, W. (1975) “The Political Business Cycle”, Review of Economic Studies, 42, 169-190.

Pavot, W. (1991) "Further Validation of the Satisfaction with Life Scale: Evidence for the

Convergence of Well-Being Measures", Journal of Personality Assessment, 57, 149-161.

Rogoff, K. and A. Sibert (1988) “Elections and Macroeconomic Cycles”, Review of Economic

Studies, LV, 1-16.

Rorer, L. (1965) “The Great Response-style myth”, Psychological Bulletin, 63: 129-56.

Sandvitz, E., Diener, E. and L. Seidlitz (1993) “Subjective Well-Being: The Convergence and

Stability of Self and Non Self Report Measures”, Journal of Personality, 61-3: 317-42.

Schultz, P. (1968) “Secular Trends and Cyclical Behavior of Income Distribution in the United

States, 1944-65”, in L. Soltow (ed), Six Papers on the Size Distribution of Wealth and

Income, Columbia University Press: New York.

Shedler, J., Mayman, M. and M. Manis (1993) “The Illusion of Mental Health”, American

Psychologist, 48(11): 1117-31.

Shiller, R. (1996) “Why Do People Dislike Inflation?”, NBER Working Paper, #5539.

Siedlitz, L., Wyer, R. and E. Diener (1997) “Cognitive Correlates of Subjective Well-Being: The

Processing of Valenced events by Happy and Unhappy Persons”, Journal of Research in

Personality, 31(1): 240-56.

Sutton, S. and R. Davidson (1997) “Prefrontal Brain Symmetry: A Biological Substrate of the

Behavioral Approach and Inhibition Systems”, Psychological Science, 8(3), 204-10.

Thurow, L. (1970). “Analyzing the American Income Distribution”, American Economic Review,

60 (May), 261-9.

Tinbergen, J. (1991) “On the Measurement of Welfare”, Journal of Econometrics, 50(7), 7-13.

van Praag, B. (1991) “Ordinal and Cardinal Utility”, Journal of Econometrics, 50(7), 69-89.

Winkelmann, L. and R. Winkelmann (1998) “Why Are the Unemployed So Unhappy? Evidence

from Panel Data”, Economica, 65 (257), 1-15.



2008
B01-08 Euro-Diplomatie durch gemeinsame „Wirtschaftsregierung“ Martin Seidel
2007
B03-07 Löhne und Steuern im Systemwettbewerb der Mitgliedstaaten

der Europäischen Union
Martin Seidel

B02-07 Konsolidierung und Reform der Europäischen Union Martin Seidel
B01-07 The Ratification of European Treaties - Legal and Constitutio-

nal Basis of a European Referendum.
Martin Seidel

2006
B03-06 Financial Frictions, Capital Reallocation, and Aggregate Fluc-

tuations
Jürgen von Hagen, Haiping Zhang

B02-06 Financial Openness and Macroeconomic Volatility Jürgen von Hagen, Haiping Zhang
B01-06 A Welfare Analysis of Capital Account Liberalization Jürgen von Hagen, Haiping Zhang
2005
B11-05 Das Kompetenz- und Entscheidungssystem des Vertrages von

Rom im Wandel seiner Funktion und Verfassung
Martin Seidel

B10-05 Die Schutzklauseln der Beitrittsverträge Martin Seidel
B09-05 Measuring Tax Burdens in Europe Guntram B. Wolff
B08-05 Remittances as Investment in the Absence of Altruism Gabriel González-König
B07-05 Economic Integration in a Multicone World? Christian Volpe Martincus, Jenni-

fer Pédussel Wu
B06-05 Banking Sector (Under?)Development in Central and Eastern

Europe
Jürgen von Hagen, Valeriya Din-
ger

B05-05 Regulatory Standards Can Lead to Predation Stefan Lutz
B04-05 Währungspolitik als Sozialpolitik Martin Seidel
B03-05 Public Education in an Integrated Europe: Studying to Migrate

and Teaching to Stay?
Panu Poutvaara

B02-05 Voice of the Diaspora: An Analysis of Migrant Voting Behavior Jan Fidrmuc, Orla Doyle
B01-05 Macroeconomic Adjustment in the New EU Member States Jürgen von Hagen, Iulia Traistaru
2004
B33-04 The Effects of Transition and Political Instability On Foreign

Direct Investment Inflows: Central Europe and the Balkans
Josef C. Brada, Ali M. Kutan, Ta-
ner M. Yigit

B32-04 The Choice of Exchange Rate Regimes in Developing Coun-
tries: A Mulitnominal Panal Analysis

Jürgen von Hagen, Jizhong Zhou

B31-04 Fear of Floating and Fear of Pegging: An Empirical Anaysis of
De Facto Exchange Rate Regimes in Developing Countries

Jürgen von Hagen, Jizhong Zhou

B30-04 Der Vollzug von Gemeinschaftsrecht über die Mitgliedstaaten
und seine Rolle für die EU und den Beitrittsprozess

Martin Seidel

B29-04 Deutschlands Wirtschaft, seine Schulden und die Unzulänglich-
keiten der einheitlichen Geldpolitik im Eurosystem

Dieter Spethmann, Otto Steiger

B28-04 Fiscal Crises in U.S. Cities: Structural and Non-structural Cau-
ses

Guntram B. Wolff

B27-04 Firm Performance and Privatization in Ukraine Galyna Grygorenko, Stefan Lutz
B26-04 Analyzing Trade Opening in Ukraine: Effects of a Customs Uni-

on with the EU
Oksana Harbuzyuk, Stefan Lutz

B25-04 Exchange Rate Risk and Convergence to the Euro Lucjan T. Orlowski
B24-04 The Endogeneity of Money and the Eurosystem Otto Steiger
B23-04 Which Lender of Last Resort for the Eurosystem? Otto Steiger
B22-04 Non-Discretonary Monetary Policy: The Answer for Transition

Economies?
Elham-Mafi Kreft, Steven F. Kreft

B21-04 The Effectiveness of Subsidies Revisited: Accounting for Wage
and Employment Effects in Business R+D

Volker Reinthaler, Guntram B.
Wolff

B20-04 Money Market Pressure and the Determinants of Banking Cri-
ses

Jürgen von Hagen, Tai-kuang Ho

B19-04 Die Stellung der Europäischen Zentralbank nach dem Verfas-
sungsvertrag

Martin Seidel



B18-04 Transmission Channels of Business Cycles Synchronization in
an Enlarged EMU

Iulia Traistaru

B17-04 Foreign Exchange Regime, the Real Exchange Rate and Current
Account Sustainability: The Case of Turkey

Sübidey Togan, Hasan Ersel

B16-04 Does It Matter Where Immigrants Work? Traded Goods, Non-
traded Goods, and Sector Specific Employment

Harry P. Bowen, Jennifer Pédussel
Wu

B15-04 Do Economic Integration and Fiscal Competition Help to Ex-
plain Local Patterns?

Christian Volpe Martincus

B14-04 Euro Adoption and Maastricht Criteria: Rules or Discretion? Jiri Jonas
B13-04 The Role of Electoral and Party Systems in the Development of

Fiscal Institutions in the Central and Eastern European Coun-
tries

Sami Yläoutinen

B12-04 Measuring and Explaining Levels of Regional Economic Inte-
gration

Jennifer Pédussel Wu

B11-04 Economic Integration and Location of Manufacturing Activi-
ties: Evidence from MERCOSUR

Pablo Sanguinetti, Iulia Traistaru,
Christian Volpe Martincus

B10-04 Economic Integration and Industry Location in Transition
Countries

Laura Resmini

B09-04 Testing Creditor Moral Hazard in Souvereign Bond Markets: A
Unified Theoretical Approach and Empirical Evidence

Ayse Y. Evrensel, Ali M. Kutan

B08-04 European Integration, Productivity Growth and Real Conver-
gence

Taner M. Yigit, Ali M. Kutan

B07-04 The Contribution of Income, Social Capital, and Institutions to
Human Well-being in Africa

Mina Baliamoune-Lutz, Stefan H.
Lutz

B06-04 Rural Urban Inequality in Africa: A Panel Study of the Effects
of Trade Liberalization and Financial Deepening

Mina Baliamoune-Lutz, Stefan H.
Lutz

B05-04 Money Rules for the Eurozone Candidate Countries Lucjan T. Orlowski
B04-04 Who is in Favor of Enlargement? Determinants of Support for

EU Membership in the Candidate Countries’ Referenda
Orla Doyle, Jan Fidrmuc

B03-04 Over- and Underbidding in Central Bank Open Market Opera-
tions Conducted as Fixed Rate Tender

Ulrich Bindseil

B02-04 Total Factor Productivity and Economic Freedom Implications
for EU Enlargement

Ronald L. Moomaw, Euy Seok
Yang

B01-04 Die neuen Schutzklauseln der Artikel 38 und 39 des Bei-
trittsvertrages: Schutz der alten Mitgliedstaaten vor Störungen
durch die neuen Mitgliedstaaten

Martin Seidel

2003
B29-03 Macroeconomic Implications of Low Inflation in the Euro Area Jürgen von Hagen, Boris Hofmann
B28-03 The Effects of Transition and Political Instability on Foreign

Direct Investment: Central Europe and the Balkans
Josef C. Brada, Ali M. Kutan, Ta-
ner M. Yigit

B27-03 The Performance of the Euribor Futures Market: Efficiency and
the Impact of ECB Policy Announcements (Electronic Version
of International Finance)

Kerstin Bernoth, Juergen von Ha-
gen

B26-03 Souvereign Risk Premia in the European Government Bond
Market (überarbeitete Version zum Herunterladen)

Kerstin Bernoth, Juergen von Ha-
gen, Ludger Schulknecht

B25-03 How Flexible are Wages in EU Accession Countries? Anna Iara, Iulia Traistaru
B24-03 Monetary Policy Reaction Functions: ECB versus Bundesbank Bernd Hayo, Boris Hofmann
B23-03 Economic Integration and Manufacturing Concentration Pat-

terns: Evidence from Mercosur
Iulia Traistaru, Christian Volpe
Martincus

B22-03 Reformzwänge innerhalb der EU angesichts der Osterweiterung Martin Seidel
B21-03 Reputation Flows: Contractual Disputes and the Channels for

Inter-Firm Communication
William Pyle

B20-03 Urban Primacy, Gigantism, and International Trade: Evidence
from Asia and the Americas

Ronald L. Moomaw, Mohammed
A. Alwosabi

B19-03 An Empirical Analysis of Competing Explanations of Urban Pri-
macy Evidence from Asia and the Americas

Ronald L. Moomaw, Mohammed
A. Alwosabi



B18-03 The Effects of Regional and Industry-Wide FDI Spillovers on
Export of Ukrainian Firms

Stefan H. Lutz, Oleksandr Talave-
ra, Sang-Min Park

B17-03 Determinants of Inter-Regional Migration in the Baltic States Mihails Hazans
B16-03 South-East Europe: Economic Performance, Perspectives, and

Policy Challenges
Iulia Traistaru, Jürgen von Hagen

B15-03 Employed and Unemployed Search: The Marginal Willingness
to Pay for Attributes in Lithuania, the US and the Netherlands

Jos van Ommeren, Mihails Hazans

B14-03 FCIs and Economic Activity: Some International Evidence Charles Goodhart, Boris Hofmann
B13-03 The IS Curve and the Transmission of Monetary Policy: Is there

a Puzzle?
Charles Goodhart, Boris Hofmann

B12-03 What Makes Regions in Eastern Europe Catching Up? The
Role of Foreign Investment, Human Resources, and Geography

Gabriele Tondl, Goran Vuksic

B11-03 Die Weisungs- und Herrschaftsmacht der Europäischen Zen-
tralbank im europäischen System der Zentralbanken - eine
rechtliche Analyse

Martin Seidel

B10-03 Foreign Direct Investment and Perceptions of Vulnerability to
Foreign Exchange Crises: Evidence from Transition Economies

Josef C. Brada, Vladimír Tomsík

B09-03 The European Central Bank and the Eurosystem: An Analy-
sis of the Missing Central Monetary Institution in European
Monetary Union

Gunnar Heinsohn, Otto Steiger

B08-03 The Determination of Capital Controls: Which Role Do Ex-
change Rate Regimes Play?

Jürgen von Hagen, Jizhong Zhou

B07-03 Nach Nizza und Stockholm: Stand des Binnenmarktes und
Prioritäten für die Zukunft

Martin Seidel

B06-03 Fiscal Discipline and Growth in Euroland. Experiences with the
Stability and Growth Pact

Jürgen von Hagen

B05-03 Reconsidering the Evidence: Are Eurozone Business Cycles
Converging?

Michael Massmann, James Mit-
chell

B04-03 Do Ukrainian Firms Benefit from FDI? Stefan H. Lutz, Oleksandr Talave-
ra

B03-03 Europäische Steuerkoordination und die Schweiz Stefan H. Lutz
B02-03 Commuting in the Baltic States: Patterns, Determinants, and

Gains
Mihails Hazans

B01-03 Die Wirtschafts- und Währungsunion im rechtlichen und poli-
tischen Gefüge der Europäischen Union

Martin Seidel

2002
B30-02 An Adverse Selection Model of Optimal Unemployment Ass-

urance
Marcus Hagedorn, Ashok Kaul,
Tim Mennel

B29B-02 Trade Agreements as Self-protection Jennifer Pédussel Wu
B29A-02 Growth and Business Cycles with Imperfect Credit Markets Debajyoti Chakrabarty
B28-02 Inequality, Politics and Economic Growth Debajyoti Chakrabarty
B27-02 Poverty Traps and Growth in a Model of Endogenous Time

Preference
Debajyoti Chakrabarty

B26-02 Monetary Convergence and Risk Premiums in the EU Candi-
date Countries

Lucjan T. Orlowski

B25-02 Trade Policy: Institutional Vs. Economic Factors Stefan Lutz
B24-02 The Effects of Quotas on Vertical Intra-industry Trade Stefan Lutz
B23-02 Legal Aspects of European Economic and Monetary Union Martin Seidel
B22-02 Der Staat als Lender of Last Resort - oder: Die Achillesverse

des Eurosystems
Otto Steiger

B21-02 Nominal and Real Stochastic Convergence Within the Tran-
sition Economies and to the European Union: Evidence from
Panel Data

Ali M. Kutan, Taner M. Yigit

B20-02 The Impact of News, Oil Prices, and International Spillovers
on Russian Fincancial Markets

Bernd Hayo, Ali M. Kutan



B19-02 East Germany: Transition with Unification, Experiments and
Experiences

Jürgen von Hagen, Rolf R.
Strauch, Guntram B. Wolff

B18-02 Regional Specialization and Employment Dynamics in Transi-
tion Countries

Iulia Traistaru, Guntram B. Wolff

B17-02 Specialization and Growth Patterns in Border Regions of Ac-
cession Countries

Laura Resmini

B16-02 Regional Specialization and Concentration of Industrial Activity
in Accession Countries

Iulia Traistaru, Peter Nĳkamp, Si-
monetta Longhi

B15-02 Does Broad Money Matter for Interest Rate Policy? Matthias Brückner, Andreas Scha-
ber

B14-02 The Long and Short of It: Global Liberalization, Poverty and
Inequality

Christian E. Weller, Adam Hersch

B13-02 De Facto and Official Exchange Rate Regimes in Transition
Economies

Jürgen von Hagen, Jizhong Zhou

B12-02 Argentina: The Anatomy of A Crisis Jiri Jonas
B11-02 The Eurosystem and the Art of Central Banking Gunnar Heinsohn, Otto Steiger
B10-02 National Origins of European Law: Towards an Autonomous

System of European Law?
Martin Seidel

B09-02 Monetary Policy in the Euro Area - Lessons from the First Years Volker Clausen, Bernd Hayo
B08-02 Has the Link Between the Spot and Forward Exchange Rates

Broken Down? Evidence From Rolling Cointegration Tests
Ali M. Kutan, Su Zhou

B07-02 Perspektiven der Erweiterung der Europäischen Union Martin Seidel
B06-02 Is There Asymmetry in Forward Exchange Rate Bias? Multi-

Country Evidence
Su Zhou, Ali M. Kutan

B05-02 Real and Monetary Convergence Within the European Union
and Between the European Union and Candidate Countries: A
Rolling Cointegration Approach

Josef C. Brada, Ali M. Kutan, Su
Zhou

B04-02 Asymmetric Monetary Policy Effects in EMU Volker Clausen, Bernd Hayo
B03-02 The Choice of Exchange Rate Regimes: An Empirical Analysis

for Transition Economies
Jürgen von Hagen, Jizhong Zhou

B02-02 The Euro System and the Federal Reserve System Compared:
Facts and Challenges

Karlheinz Ruckriegel, Franz Seitz

B01-02 Does Inflation Targeting Matter? Manfred J. M. Neumann, Jürgen
von Hagen

2001
B29-01 Is Kazakhstan Vulnerable to the Dutch Disease? Karlygash Kuralbayeva, Ali M. Ku-

tan, Michael L. Wyzan
B28-01 Political Economy of the Nice Treaty: Rebalancing the EU

Council. The Future of European Agricultural Policies
Deutsch-Französisches Wirt-
schaftspolitisches Forum

B27-01 Investor Panic, IMF Actions, and Emerging Stock Market Re-
turns and Volatility: A Panel Investigation

Bernd Hayo, Ali M. Kutan

B26-01 Regional Effects of Terrorism on Tourism: Evidence from Three
Mediterranean Countries

Konstantinos Drakos, Ali M. Ku-
tan

B25-01 Monetary Convergence of the EU Candidates to the Euro: A
Theoretical Framework and Policy Implications

Lucjan T. Orlowski

B24-01 Disintegration and Trade Jarko and Jan Fidrmuc
B23-01 Migration and Adjustment to Shocks in Transition Economies Jan Fidrmuc
B22-01 Strategic Delegation and International Capital Taxation Matthias Brückner
B21-01 Balkan and Mediterranean Candidates for European Union

Membership: The Convergence of Their Monetary Policy With
That of the Europaen Central Bank

Josef C. Brada, Ali M. Kutan

B20-01 An Empirical Inquiry of the Efficiency of Intergovernmental
Transfers for Water Projects Based on the WRDA Data

Anna Rubinchik-Pessach

B19-01 Detrending and the Money-Output Link: International Evi-
dence

R.W. Hafer, Ali M. Kutan



B18-01 Monetary Policy in Unknown Territory. The European Central
Bank in the Early Years

Jürgen von Hagen, Matthias
Brückner

B17-01 Executive Authority, the Personal Vote, and Budget Discipline
in Latin American and Carribean Countries

Mark Hallerberg, Patrick Marier

B16-01 Sources of Inflation and Output Fluctuations in Poland and
Hungary: Implications for Full Membership in the European
Union

Selahattin Dibooglu, Ali M. Kutan

B15-01 Programs Without Alternative: Public Pensions in the OECD Christian E. Weller
B14-01 Formal Fiscal Restraints and Budget Processes As Solutions to

a Deficit and Spending Bias in Public Finances - U.S. Experi-
ence and Possible Lessons for EMU

Rolf R. Strauch, Jürgen von Hagen

B13-01 German Public Finances: Recent Experiences and Future Chal-
lenges

Jürgen von Hagen, Rolf R. Strauch

B12-01 The Impact of Eastern Enlargement On EU-Labour Markets.
Pensions Reform Between Economic and Political Problems

Deutsch-Französisches Wirt-
schaftspolitisches Forum

B11-01 Inflationary Performance in a Monetary Union With Large Wa-
ge Setters

Lilia Cavallar

B10-01 Integration of the Baltic States into the EU and Institutions
of Fiscal Convergence: A Critical Evaluation of Key Issues and
Empirical Evidence

Ali M. Kutan, Niina Pautola-Mol

B09-01 Democracy in Transition Economies: Grease or Sand in the
Wheels of Growth?

Jan Fidrmuc

B08-01 The Functioning of Economic Policy Coordination Jürgen von Hagen, Susanne
Mundschenk

B07-01 The Convergence of Monetary Policy Between Candidate
Countries and the European Union

Josef C. Brada, Ali M. Kutan

B06-01 Opposites Attract: The Case of Greek and Turkish Financial
Markets

Konstantinos Drakos, Ali M. Ku-
tan

B05-01 Trade Rules and Global Governance: A Long Term Agenda.
The Future of Banking.

Deutsch-Französisches Wirt-
schaftspolitisches Forum

B04-01 The Determination of Unemployment Benefits Rafael di Tella, Robert J. Mac-
Culloch

B03-01 Preferences Over Inflation and Unemployment: Evidence from
Surveys of Happiness

Rafael di Tella, Robert J. Mac-
Culloch, Andrew J. Oswald

B02-01 The Konstanz Seminar on Monetary Theory and Policy at Thir-
ty

Michele Fratianni, Jürgen von Ha-
gen

B01-01 Divided Boards: Partisanship Through Delegated Monetary Po-
licy

Etienne Farvaque, Gael Lagadec

2000
B20-00 Breakin-up a Nation, From the Inside Etienne Farvaque
B19-00 Income Dynamics and Stability in the Transition Process, ge-

neral Reflections applied to the Czech Republic
Jens Hölscher

B18-00 Budget Processes: Theory and Experimental Evidence Karl-Martin Ehrhart, Roy Gardner,
Jürgen von Hagen, Claudia Keser

B17-00 Rückführung der Landwirtschaftspolitik in die Verantwortung
der Mitgliedsstaaten? - Rechts- und Verfassungsfragen des Ge-
meinschaftsrechts

Martin Seidel

B16-00 The European Central Bank: Independence and Accountability Christa Randzio-Plath, Tomasso
Padoa-Schioppa

B15-00 Regional Risk Sharing and Redistribution in the German Fede-
ration

Jürgen von Hagen, Ralf Hepp

B14-00 Sources of Real Exchange Rate Fluctuations in Transition Eco-
nomies: The Case of Poland and Hungary

Selahattin Dibooglu, Ali M. Kutan

B13-00 Back to the Future: The Growth Prospects of Transition Eco-
nomies Reconsidered

Nauro F. Campos



B12-00 Rechtsetzung und Rechtsangleichung als Folge der Einheitli-
chen Europäischen Währung

Martin Seidel

B11-00 A Dynamic Approach to Inflation Targeting in Transition Eco-
nomies

Lucjan T. Orlowski

B10-00 The Importance of Domestic Political Institutions: Why and
How Belgium Qualified for EMU

Marc Hallerberg

B09-00 Rational Institutions Yield Hysteresis Rafael Di Tella, Robert Mac-
Culloch

B08-00 The Effectiveness of Self-Protection Policies for Safeguarding
Emerging Market Economies from Crises

Kenneth Kletzer

B07-00 Financial Supervision and Policy Coordination in The EMU Deutsch-Französisches Wirt-
schaftspolitisches Forum

B06-00 The Demand for Money in Austria Bernd Hayo
B05-00 Liberalization, Democracy and Economic Performance during

Transition
Jan Fidrmuc

B04-00 A New Political Culture in The EU - Democratic Accountability
of the ECB

Christa Randzio-Plath

B03-00 Integration, Disintegration and Trade in Europe: Evolution of
Trade Relations during the 1990’s

Jarko Fidrmuc, Jan Fidrmuc

B02-00 Inflation Bias and Productivity Shocks in Transition Economies:
The Case of the Czech Republic

Josef C. Barda, Arthur E. King, Ali
M. Kutan

B01-00 Monetary Union and Fiscal Federalism Kenneth Kletzer, Jürgen von Ha-
gen

1999
B26-99 Skills, Labour Costs, and Vertically Differentiated Industries: A

General Equilibrium Analysis
Stefan Lutz, Alessandro Turrini

B25-99 Micro and Macro Determinants of Public Support for Market
Reforms in Eastern Europe

Bernd Hayo

B24-99 What Makes a Revolution? Robert MacCulloch
B23-99 Informal Family Insurance and the Design of the Welfare State Rafael Di Tella, Robert Mac-

Culloch
B22-99 Partisan Social Happiness Rafael Di Tella, Robert Mac-

Culloch
B21-99 The End of Moderate Inflation in Three Transition Economies? Josef C. Brada, Ali M. Kutan
B20-99 Subnational Government Bailouts in Germany Helmut Seitz
B19-99 The Evolution of Monetary Policy in Transition Economies Ali M. Kutan, Josef C. Brada
B18-99 Why are Eastern Europe’s Banks not failing when everybody

else’s are?
Christian E. Weller, Bernard Mor-
zuch

B17-99 Stability of Monetary Unions: Lessons from the Break-Up of
Czechoslovakia

Jan Fidrmuc, Julius Horvath and
Jarko Fidrmuc

B16-99 Multinational Banks and Development Finance Christian E.Weller and Mark J.
Scher

B15-99 Financial Crises after Financial Liberalization: Exceptional Cir-
cumstances or Structural Weakness?

Christian E. Weller

B14-99 Industry Effects of Monetary Policy in Germany Bernd Hayo and Birgit Uhlenbrock
B13-99 Fiancial Fragility or What Went Right and What Could Go

Wrong in Central European Banking?
Christian E. Weller and Jürgen von
Hagen

B12 -99 Size Distortions of Tests of the Null Hypothesis of Stationarity:
Evidence and Implications for Applied Work

Mehmet Caner and Lutz Kilian

B11-99 Financial Supervision and Policy Coordination in the EMU Deutsch-Französisches Wirt-
schaftspolitisches Forum

B10-99 Financial Liberalization, Multinational Banks and Credit Sup-
ply: The Case of Poland

Christian Weller

B09-99 Monetary Policy, Parameter Uncertainty and Optimal Learning Volker Wieland
B08-99 The Connection between more Multinational Banks and less

Real Credit in Transition Economies
Christian Weller



B07-99 Comovement and Catch-up in Productivity across Sectors: Evi-
dence from the OECD

Christopher M. Cornwell and Jens-
Uwe Wächter

B06-99 Productivity Convergence and Economic Growth: A Frontier
Production Function Approach

Christopher M. Cornwell and Jens-
Uwe Wächter

B05-99 Tumbling Giant: Germany‘s Experience with the Maastricht
Fiscal Criteria

Jürgen von Hagen and Rolf
Strauch

B04-99 The Finance-Investment Link in a Transition Economy: Evi-
dence for Poland from Panel Data

Christian Weller

B03-99 The Macroeconomics of Happiness Rafael Di Tella, Robert Mac-
Culloch and Andrew J. Oswald

B02-99 The Consequences of Labour Market Flexibility: Panel Evidence
Based on Survey Data

Rafael Di Tella and Robert Mac-
Culloch

B01-99 The Excess Volatility of Foreign Exchange Rates: Statistical
Puzzle or Theoretical Artifact?

Robert B.H. Hauswald

1998
B16-98 Labour Market + Tax Policy in the EMU Deutsch-Französisches Wirt-

schaftspolitisches Forum
B15-98 Can Taxing Foreign Competition Harm the Domestic Industry? Stefan Lutz
B14-98 Free Trade and Arms Races: Some Thoughts Regarding EU-

Russian Trade
Rafael Reuveny and John Maxwell

B13-98 Fiscal Policy and Intranational Risk-Sharing Jürgen von Hagen
B12-98 Price Stability and Monetary Policy Effectiveness when Nomi-

nal Interest Rates are Bounded at Zero
Athanasios Orphanides and Volker
Wieland

B11A-98 Die Bewertung der "dauerhaft tragbaren öffentlichen Finanz-
lage"der EU Mitgliedstaaten beim Übergang zur dritten Stufe
der EWWU

Rolf Strauch

B11-98 Exchange Rate Regimes in the Transition Economies: Case Stu-
dy of the Czech Republic: 1990-1997

Julius Horvath and Jiri Jonas

B10-98 Der Wettbewerb der Rechts- und politischen Systeme in der
Europäischen Union

Martin Seidel

B09-98 U.S. Monetary Policy and Monetary Policy and the ESCB Robert L. Hetzel
B08-98 Money-Output Granger Causality Revisited: An Empirical Ana-

lysis of EU Countries (überarbeitete Version zum Herunterla-
den)

Bernd Hayo

B07-98 Designing Voluntary Environmental Agreements in Europe: So-
me Lessons from the U.S. EPA’s 33/50 Program

John W. Maxwell

B06-98 Monetary Union, Asymmetric Productivity Shocks and Fiscal
Insurance: an Analytical Discussion of Welfare Issues

Kenneth Kletzer

B05-98 Estimating a European Demand for Money (überarbeitete Ver-
sion zum Herunterladen)

Bernd Hayo

B04-98 The EMU’s Exchange Rate Policy Deutsch-Französisches Wirt-
schaftspolitisches Forum

B03-98 Central Bank Policy in a More Perfect Financial System Jürgen von Hagen / Ingo Fender
B02-98 Trade with Low-Wage Countries and Wage Inequality Jaleel Ahmad
B01-98 Budgeting Institutions for Aggregate Fiscal Discipline Jürgen von Hagen

1997
B04-97 Macroeconomic Stabilization with a Common Currency: Does

European Monetary Unification Create a Need for Fiscal Ins-
urance or Federalism?

Kenneth Kletzer

B-03-97 Liberalising European Markets for Energy and Telecommunica-
tions: Some Lessons from the US Electric Utility Industry

Tom Lyon / John Mayo

B02-97 Employment and EMU Deutsch-Französisches Wirt-
schaftspolitisches Forum

B01-97 A Stability Pact for Europe (a Forum organized by ZEI)



ISSN 1436 - 6053

Zentrum für Europäische Integrationsforschung

Center for European Integration Studies

Rheinische Friedrich-Wilhelms-Universität Bonn

Walter-Flex-Strasse 3 Tel.: +49-228-73-1732

D-53113 Bonn Fax: +49-228-73-1809

Germany www.zei.de




