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ABSTRACT 

 

This dissertation makes contributions to the economic voting literature in relation to the 

monetary policy trade-off in two interrelated aspects. First, it refines the Rational Partisan 

Theory by developing a special case of the policy rule to the existing discretionary policy 

assumption. The refinement provides a macroeconomic interpretation of the diminished 

effects of inflation in congressional midterm elections since the early 1980s as a result of 

the policy shift to inflation targeting (an understudied area in political science). As a 

consequence of stabilized inflation, the inflation-unemployment policy trade-off has 

broken down, resulting in unemployment being the sole monetary policy component that 

is electorally relevant. The study‟s second contribution is its empirical insight on the 

poorly understood electoral effects of unemployment through the less common analysis 

of objective unemployment data. The findings based on county unemployment for 

presidential elections of 1980–2012 provide strong evidence of the moderation effects of 

socioeconomic status of the electorate on the partisan effects of unemployment. From the 

intellectual perspective, the study uncovers important behavioral patterns from the macro 

data that can inform the development of an economic voting theory on unemployment 

policy at the macro-level. Additional explanatory variables would need to be considered 

for the large variations in the behavior among different income groups, especially under 

high unemployment, for the retrospection of the Democratic incumbent party. Factors 

such as the types of job created and social expenditures (in particular, unemployment 

benefits) may be useful in developing a realistic theory. On the broader impacts, the 

disadvantage of the Republican Party with respect to unemployment is not limited to the 
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low income voters but also the large middle class. At the same time, the advantage of the 

Democratic Party is relatively weak among the middle income counties with high levels 

of unemployment. The key policy and electoral implication of the findings is that, under 

stabilized inflation, the electoral politics of the unemployment policy of the two parties 

need to be more inclusive and less clientelistic. This can be achieved by reaching out to 

the middle income voters by the political parties. 
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INTRODUCTION 

 

The study of the economic determinants of election outcomes – commonly known 

as economic voting research – is broad in its scopes and diverse in its approaches. 

Despite the field‟s contributions to our understanding of how democracies work, there is 

still much to be learned about the economic and political factors that influence economic 

voting. Of particular relevance to electoral politics are macroeconomics and monetary 

policy (Keech 2013). However, few studies examine the economic determinants from the 

policy dimension in the economic voting literature (Lewis-Beck and Nadeau 2011). 

One useful way to understand the relationship between monetary policy and 

election outcomes is through the study of macroeconomic cycles. An important theory in 

this line of research is the Rational Partisan Theory (RPT) on the analysis of the political 

business cycles (Alesina 1987; Alesina and Rosenthal 1995). Among the RPT‟s 

contributions is the Rational Partisan Business Cycle, which posits that partisan inflation 

shocks follow the midterm election cycle in the United States. In other words, monetary 

policy matters in midterm elections but the theory implies policy neutrality in on-year 

elections. 

However, recent studies on the relationship between economic factors and 

election outcomes are inconsistent with the RPT. A survey of the economic voting 

literature concludes that inflation has little electoral effects in recent times. Instead, 

unemployment matters greatly in elections (Lewis-Beck and Stegmaier 2013). The 

discrepancy between the theory and the empirical evidence is therefore an intellectual 

puzzle to be solved in economic voting research. 
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A possible answer to the puzzle may come from macroeconomics, rather than 

political science. According to the macroeconomics literature, big and significant changes 

in economic policy can allow us to identify and understand better the policy effects on 

the economy (Taylor 1999). In the United States, one of the recent big shifts in economic 

policy occurs in macroeconomic management, from one that puts less emphasis on 

stabilizing the economy to one that is characterized by aggressive inflation stabilization 

(Bernanke 2003). It is possible that the policy shift can help us to understand the 

diminished electoral effects of inflation in midterm elections. Yet, the political 

implications of the monetary policy shift are hardly explored in political science 

(Mukherjee and Singer 2008). 

A second puzzle which is closely related to the monetary policy trade-off 

concerns the electoral effects of unemployment, including whether the stabilized inflation 

would have a neutralizing effect on unemployment in elections. However, one of the 

limitations in economic voting research is the unfruitful outcomes in the analysis of 

macroeconomic unemployment data (Kramer 1971; Wright 2012). Another limitation is 

that the conventional valence approach of reward and punishment restricts economic 

issues to a one-dimensional space at the expense of other dimensions, such as policy 

(Nadeau et al. 2011).  

A possible answer to the second puzzle is to adopt a policy approach in analyzing 

the partisan effects of unemployment. The underlying assumption is that left-wing parties 

are more concerned about unemployment relative to right-wing parties. The electoral 

implication is that when voters evaluate unemployment as a policy dimension instead of a 

performance dimension, they tend to favor left-wing parties over right-wing parties 
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(Hibbs 1977 and Kiewiet 1981). In addition, from the party competition perspective, 

studies based on the RPT have shown evidence of policy motivation on the part of the 

parties (Alesina and Rosenthal 1995). The electoral implication is that political clienteles 

may have influence over policy positions taken by the parties. Therefore, there are sound 

theoretical reasons to model unemployment as a policy dimension with partisan effects 

on election outcomes. 

This dissertation attempts to solve the two interrelated puzzles on the changing 

dynamics of economic voting in relation to the monetary policy trade-off of inflation and 

unemployment. The approach is interdisciplinary by associating the concepts of 

macroeconomic policy with those in political science specific to the area of economic 

voting. The study makes contributions to the economic voting literature with regard to 

monetary policy in two aspects. First, it refines the Rational Partisan Theory by 

developing a special case of the policy rule to the existing discretionary policy 

assumption, and thus provides a macroeconomic interpretation of the diminished effects 

of inflation in midterm elections. Second, it examines the poorly understood electoral 

effects of unemployment through the less common analysis of objective unemployment 

data, and uncovers behavioral patterns in terms of income group dynamics that can 

inform the development of a partisan voting theory on unemployment policy at the 

macro-level. 
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Outline of the Dissertation 

 

The structure of the dissertation is as follows:  

 

Chapter 1  Monetary Policy and Economic Voting:  The review of the literature 

on economic voting in relation to monetary policy, with a focus on the Rational Partisan 

Theory. The chapter presents alternative propositions with regard to the changing 

dynamics of economic voting and the monetary policy trade-off: the neutralization of 

inflation due to the policy shift to inflation targeting on the one hand, and the complex 

and persistent partisan effects of unemployment on elections on the other. 

Chapter 2  Research Design: The outline of the methods, theoretical and 

empirical models, hypotheses, and data and measurements of the study.  

Chapter 3  Inflation Targeting and the Midterm Election Cycle: The empirical 

findings on the effects of inflation shock and inflation in midterm elections under the 

inflation targeting policy regime. The findings have important implications on the 

Rational Partisan Business Cycle and the midterm election cycle theory. 

Chapter 4  Unemployment and the Economic Vote: The empirical findings of the 

effects of U.S. and county level unemployment in presidential elections. The findings are 

important for testing the basic assumptions of the partisan model across different types of 

macroeconomic unemployment data, various income groups, and different time periods. 

Chapter 5 Income and the Partisan Effects of Unemployment: The empirical 

findings on the income group dynamics in terms of their conditioning effects on the 

relationship between unemployment and election outcomes. The variations of such 
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effects would imply important behavioral patterns with respect to voter heterogeneity that 

can inform future theory development. 

Chapter 6  Conclusion: The discussions of the intellectual merits, limitations, and 

the broader impacts of the dissertation, including the electoral and policy implications. A 

brief discussion on future research.  
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CHAPTER 1 

 

MONETARY POLICY AND ECONOMIC VOTING 

 

1.1  Rational Partisan Theory of Economic Voting 

 

The study of economic voting has taken many directions and a variety of 

approaches (see reviews by Lewis-Beck and Stegmaier 2000, 2013; Lewis-Beck and 

Paldam 2000; Anderson 2007). One line of research of considerable influence examines 

the political determinants of macroeconomic cycles. A highly influential theory in this 

area is the Rational Partisan Theory (RPT), developed by Alberto Alesina. The RPT 

combines rational expectations and partisan theory assumptions in its analysis of political 

business cycles (Alesina 1987, 1988, 1989; Alesina and Sachs 1988; see also Hibbs 1977, 

1987, 1992).  

Among the RPT‟s main contributions to the literature is its application of the 

rational expectations assumption. Rational expectations postulates that economic agents 

are forward-looking in the sense that they make use of all available information  – 

including what other agents may do – in forming expectations about economic variables 

(see Muth 1961; Lucas 1972). Even if rational expectations may consist of errors, such 

errors do not deviate systematically from the realized values. Since people are able to 

update their information about the economy and understand policymakers‟ incentives and 

form their expectations accordingly, they cannot be systematically “fooled” by 

policymakers. The policy implication of the RPT is that any attempt to stimulate growth 
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by policymakers (or political parties in power) will not produce the desired economic 

outcomes in the long-run (Barro and Gordon 1983a, 1983b; Nordhaus et al. 1989; see 

also Drazen 2000). The RPT is consistent with new classical macroeconomics 

assumptions in that, when economic agents have rational expectations, the policy trade-

off between inflation and unemployment (that is, the Phillips curve) has no long-term 

effects (Lucas 1977; see also Friedman 1968; Phelps 1967). 

The rational expectations hypothesis is superior to theories that are based 

on adaptive expectations, such as the Political Business Cycles (PBC) theory (Nordhaus 

1975; Tufte 1980). The underlying assumption of the PBC theory is that expectations of 

the future value of an economic variable are based on past values alone (hence, adaptive 

expectations are backward-looking). Though people may realize the errors in their 

predictions, unexpected shocks will have permanent (systematic) effects on future 

expectations (Nordhaus 1975; MacRae 1977; see also Rogoff and Sibert 1988). A 

common example is the inflation forecast: if the economy suffers from constantly rising 

inflation rates (say due to expansionary policies), people will always underestimate 

inflation under the adaptive expectations assumption. Partisan business cycles can occur 

because governments can temporarily (and repeatedly) exploit a short-term Phillips curve 

trade-off to boost their reelection chances. The policy implication is that the prospect of 

the public being “fooled” by policymakers endures (Barro 1976; Friedman b. 1979; 

Taylor 1975).
1
 Recent empirical evidence, however, do not support the PBC hypothesis 

                                                           
1
 The critique of the Phillips Curve can be further explained by wage setting, and the difference between 

nominal and real wages. Suppose the government increase the aggregate demand and this leads to lower 

unemployment and a rise in nominal wage. But higher business costs would soon translate into higher 

prices and therefore inflation would go up (hence a downward sloping short-run Phillips Curve). Workers 
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(see Drazen 2000; Iversen and Soskice 2006). 

The RPT, in turn, forms the basis of the Rational Partisan Business Cycle (RPBC) 

theory. In their seminal work, Alesina and Rosenthal (1995) postulate that the rational 

voters‟ uncertainty about electoral outcomes and partisan differences in economic policy 

produce booms following victories of left-wing parties and downturns following victories 

of right-wing ones. The underlying assumption of the RPBC is that rational voters vote 

against the party of the president during midterm elections in order to achieve policy 

moderation. The authors provide empirical evidence to show that inflation shocks follow 

the midterm election cycle in the United States: there exists unanticipated inflation 

(deflation) in the early period of a left-wing (right-wing) government (see also Alesina et 

al. 1993). 

Some studies provide evidence in support of the general assumptions of the 

“institutional balancing” theory in midterm elections. For example, Bafumi et al. (2010) 

shows that the president‟s party loses seats at midterm congressional elections not 

because of a decline in presidential popularity but rather the electorate‟s preference for 

policy moderation motivated by midterm campaigns of the out party. Scheve and Tomz 

(1999), on the other hand, find that the more surprised moderate voters are about the 

presidential election outcome, the less likely they will support the presidential incumbent 

                                                                                                                                                                             
would realize their real wages are no higher than before and thus update their wage expectations 

accordingly. With higher labor costs, unemployment would revert to its previous level. Should the 

government produce more demand shocks in the hope of lowering unemployment, the long-run Phillips 

Curve would only get steeper until it turns vertical. What this means is that the change in aggregate demand 

will not affect the unemployment rate in the long-run, but the inflation rate is higher as a result (see 

Friedman 1968; Lucas 1977). 
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party in the midterm election. Policy moderation is also found at the state level, in which 

a large share of the variations in gubernatorial midterm elections can be accounted for by 

both partisan balancing as well as referendums on state economic well-being (Folke and 

Snyder 2012). However, these studies do not use inflation as one of their independent 

variables. Instead they rely on survey data and data relating to the legislature but none 

includes data on inflation, or monetary policy, for that matter. Moreover, Mebane and 

Sekhon (2002) find that the major source of the vote shifts in midterm elections has less 

to do with the outcomes of the presidential election (as according to the RPBC) than 

voters‟ evaluations of the two parties‟ policies during the midterm election itself. Their 

results imply that voters are more sophisticated than what the RPBC theory has depicted. 

The RPT nonetheless makes important methodological contributions to the study 

of economic voting. The conventional way of past studies normally assumes voters hold 

government responsible for changes in their personal financial situations. This line of 

research adopts similar theoretical specifications for studies that are based on cross-

sectional data and those that use macro-level data. The findings of these two types of 

studies, however, are dissimilar. At the aggregate level, the results show significant 

effects of economic variables on election outcomes (for examples, Bloom and Price 

1975; Kramer 1971; Lepper 1974). However, findings at the micro-level reveal 

problematic parameter instability and variations (for examples, Fiorina 1978; Kinder and 

Kiewiet 1981; Tufte 1980). The cross-sectional studies, therefore, fail to uncover an 

individual-level basis for the macro-level relation between economic circumstances and 

vote choice. Some studies resort to statistical fixes in the hope of finding a solution to the 
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empirical problem but without success.
2
 

A theoretical explanation for the conflicting empirical results is offered by 

Kramer (1983), who argues that economic voting has both a governmental-induced 

component and an exogenous component – the latter is determined by the life-cycle and 

other factors that are beyond governmental control. Voters respond not to changes in their 

real income as a whole, but instead only to the portion of the change that is attributable to 

government policy. This explains, to a large extent, why pure empirical approaches to 

estimating the effect of personal financial conditions on vote choice fail to produce 

satisfactory findings.  

Kramer‟s assumption contains important theoretical and empirical implications. 

The behavioral relation to be estimated involves only the government-induced 

component, but since both the government and non-government components are not 

observable to the voter, we have to deal with the “noisy” version of the variable which 

poses complicated estimation problems (that is, a signal extraction problem). More 

significantly, Kramer‟s example illustrates the importance of the linkage between theory 

and empirical analysis in social science research. In the case of economic voting research, 

this linkage means a careful treatment of conceptual issues and their implications for 

empirical analysis.  Among the issues to consider are the dynamic formulation of 

expectations, the separation of policy and non-policy effects, and ideas about public 

sophistication and political accountability (see Kiewiet and Rivers 1984).  

                                                           
2
 Among them are studies using instrumental variables to estimate the (reciprocal) links between 

presidential approval and party competence (Kinder and Kiewiet 1979), and maximum likelihood logit 

model (Fiorina 1978). 
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Kramer‟s theoretical breakthrough on economic voting is followed by 

methodological innovations provided by Alesina and Rosenthal (1995). The latter, among 

other things, relate the behavioral concepts of expectations and uncertainty to a 

measurement error problem. The authors develop an RPT framework based on the 

expectations-augmented – Lucas aggregate supply curve (Lucas 1973). The framework 

models growth as a function of the deviation of the actual inflation from expected 

inflation (a proxy for monetary policy) and an error term comprising of exogenous shock 

to growth and incumbent competence (the non-policy component). The framework 

implies that unanticipated inflation shock occurs in the first half of an administration as a 

result of the uncertainty of the presidential election outcomes: a positive shock for a left-

wing government and a negative one for a right-wing government. Because the midterm 

election outcomes are anticipated by the rational voters, voters therefore make no 

systematic error in their inflation forecast after the midterm election. Hence, there is no 

inflation shock during the second half of an administration. Since only unexpected policy 

outcomes matter in elections according to the rational expectations assumption, there is 

the absence of any policy dimension in the RPT presidential voting model (see Alesina 

and Rosenthal 1995: 219). This rational expectations formulation of economic voting 

with regard to partisan monetary policy is widely reported in the literature (see Drazen 

2000; Duch and Stevenson 2010; Franzese 2002; Granato, Lo and Wong 2010; Iversen 

and Soskice 2006; Nordhaus et al. 1989).  

A survey of the literature reveals that the RPT has substantial influence on other 

works in economic voting. Many of these studies, however, build on the non-policy 

component of the RPT framework, focusing on incumbent competence and using the 
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error-in-variables technique. For example, the comparative study by Duch and Stevenson 

(2008) applies different measures for uncertainty that distinguish electorally dependent 

decision makers from non-electorally dependent ones. The concepts are then applied to a 

variety of error-in-variables (that is, signal extraction) problems with respect to the 

attribution of responsibility. Another comparative study by Duch and Stevenson (2010) 

examines the circumstances under which voters are able to distinguish between 

incumbent competence and exogenous shocks to the economy. They find that useful 

information signals are obtained in the contexts of fluctuations in domestic and global 

economic outcomes, and the exposure of the domestic economy to global trade. The 

study thus provides a competence signal explanation for the variations in the magnitude 

of economic vote.  

Alcañiz and Hellwig (2011)‟s empirical work on Latin America likewise builds 

on the notion of signal extraction by demonstrating how signaling models can be used to 

better understand responsibility attribution by voters on the one hand, and the exoneration 

of blame for the political elites on the other. The unpublished work by Achen (2013) 

relates electoral uncertainty to an error-in-variables problem in the study of the 

persistence of voter retrospection. His approach differs from the original RPT framework 

by relating growth rate, instead of level of growth, to competence. In addition, he 

replaces the first-order moving average (MA(1)) process in the framework with a 

geometrically declining one to model voters‟ perception of incumbent competence under 

volatile economic conditions. 

Two other studies extend the RPT framework in ways different from the signal 

extraction approach. The work of Mebane (2000) models coordination in elections in the 
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form of a noncooperative rational expectations equilibrium among voters. Policy 

moderation is achieved given voters‟ private knowledge about the election, rather than 

common knowledge alone. The findings indicate that a small but significant proportion of 

voters who vote a split ticket in order to improve the chances of policy moderation. The 

other study, on presidential, Senate and House elections, applies different measures for 

uncertainty in which voters are able to differentiate between permanent and temporary 

changes in economic growth in evaluating incumbent competence (Suzuki and Chappell 

1996).  

None of the above-mentioned studies that build on the RPT framework, however, 

questions the framework‟s implication that monetary policy is relevant in midterm 

elections but not during presidential elections. However, recent studies on the 

relationship between economic factors and election outcomes are inconsistent with the 

RPT. The survey of the literature on vote and popularity functions (VP-functions) by 

Lewis-Beck and Stegmaier (2013) reveals that, empirically, inflation has little electoral 

effects in recent times; instead, growth and unemployment matter in elections.  

In light of the conflicting perspectives between the RPT and recent empirical 

findings on the relationship between monetary policy and economic voting, this study 

argues that the shift to inflation targeting policy could have diminished the partisan 

inflation effect in the United States in recent decades. Furthermore, the study argues that 

under stabilized inflation, the traditional monetary policy trade-off has broken down. 

Unemployment becomes the sole monetary policy component that is electorally relevant 

and there is still much to learn about its partisan effects in elections.  
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1.2  Policy Shift on Inflation 

 

Since the creation of the Federal Reserve System as a formal lender of last resort 

to banks in times of liquidity crisis, the history of monetary policy of the United States is 

characterized by several distinctive eras, with some episodes having better policy 

outcomes than the others. Generally speaking, a change in monetary policy can be 

perceived as a response to the particular economic, and political, circumstances of the 

time (see Clarida et al. 1998; Mankiw 2001; Sims and Zha 2006). It follows that the 

historical approach to monetary policymaking could provide useful insight into not just 

how a policy might work in practice but also its consequences. Big, significant, historical 

changes in monetary policy may allow us to identify and understand better the policy 

effects on the economy (Taylor 1999). Of relevance to this study is the most recent big 

shift in monetary policy, from one that puts less emphasis on stabilizing the economy to 

one that is characterized by aggressive stabilization.  

It is well-documented in macroeconomics literature that a number of developed 

countries have shifted from discretionary policy to policy rule by adopting inflation 

targeting in recent decades as a key macroeconomic policy tool to stabilize inflation. 

Policymakers who commit to such a policy would prescribe to a low level of inflation 

rates, usually 2 to 3 percent, over the long-run (Bernanke and Mishkin. 1997; Mishkin 

and Schmidt-Hebbel 2007; Svensson and Woodford 2004). For such a policy to succeed, 

certain policymaking practices will need to be put in place; they include: 1) policymakers 

need to make known publicly a numerical target for inflation and to show commitment to 

meet the target; 2) a mechanism by which policy decisions involve comparing an 
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inflation forecast to the announced target, whereby the forecast can serve as an 

intermediate target; and 3) an increased transparency and accountability on the part of the 

monetary authority with regard to its monetary policy strategy (Bernanke 2003; 

Rudebusch and Svensson 1999; Svensson 2010). 

A common (though not necessary) institutional factor that contributes to the 

policy change is an independent central bank – the Federal Reserve being one – that will 

and can commit to its inflation target for the long-term (see Bernanke 2003). In the case 

of the United States, for many years, policymakers adopt the practice of “flexible” 

inflation targeting with no explicit quantitative target (Bernanke and Gertler 1999; 

Mankiw 2001). However, the Federal Reserve has since aimed for inflation at the rate of 

two percent over time in recent years (see Federal Reserve 2015). Inflation policymaking 

in recent times, therefore, has moved away from discretionary-based to one that follows a 

policy rule (Bernanke and Mishkin 1997; Taylor 1993).
3
 The underlying premise is that a 

well-publicized and credible inflation stabilization regime will help to anchor the public‟s 

long-run inflation expectations (Svensson 2010). Moreover, with rational expectations, 

inflation targeting will help to reduce inflation surprise over time (Ball 1992; Barro and 

Gordon 1983a, b; see also Taylor 2012).  

Empirical evidence from macroeconomics provides support to the preceding 

hypothesis. For example, Clarida et al. (1998) show that the aggressive disinflation 

policies of the (Federal Reserve Chairmen) Volcker-Greenspan period in the 1980s and 

1990s are much more sensitive to changes in expected inflation than in the pre-Volcker 

period. The pre-Volcker period (specifically, the two decades of 1960s and 1970s) is 

                                                           
3
 Rule can be understood as “enforced commitments” by the policymaker (Barro and Gordon 1983b: 101). 
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characterized by persistent, cyclical fluctuations in inflation and output. 

Of relevance to our current discussions is in what way does the policy shift to 

inflation targeting have to do with economic voting and electoral outcomes? Regrettably, 

inflation targeting is an understudied area in the political science literature: a rare 

exception is Mukherjee and Singer (2008), who lament that the subject “has been almost 

completely ignored” by political scientists (323). Their study of 78 countries (of which 25 

have adopted inflation targeting policy) shows that domestic interests and institutions, 

instead of the influence of neighboring countries, drive the adoption of inflation targeting. 

The authors find that countries are more likely to adopt inflation targeting when there are 

similar preferences for low inflation monetary policy between the government and the 

central bank. It is not surprising, therefore, the evidence points to the combination of a 

right-wing government and a central bank is likely to be associated with the shift to 

inflation targeting. 

The work by Granato and Wong (2006), on the other hand, examines the 

relationships between inflation-stabilizing policy, inflation volatility, and business cycle 

fluctuations. The main theme of the study is that the key role of the policymaker is to 

maintain inflation stability so that the public (and firms) can coordinate their price 

information and expectations, and their economic activities. The policy tool for achieving 

this goal is the interest rate rule (policy rule), in which policymakers aggressively 

manipulate interest rates to stabilize price levels. The authors argue that during periods 

when policymakers emphasize inflation stability, inflation uncertainty and persistence are 

reduced. Their findings indicate that this is indeed the case in the United States after the 

adoption of an inflation target by policymakers in the early 1980s (see also Clarida et al. 
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1998; Sims and Zha 2006).  

Based on the preceding discussions on inflation targeting, this study argues that 

the policy shift has electoral implications. Since inflation is stabilized in the long-run 

under the Federal Reserve‟s inflation targeting policy, it should have a diminishing effect 

on the partisan inflation surprise resulting from the uncertainty of election outcomes. This 

alternative, historical perspective on electoral effects of monetary policy in the U.S. 

differs from the ahistorical approach toward partisan monetary policy as hypothesized by 

the original RPT and the RPBC theory. The underlying assumption is that there is a 

structural change in inflation persistence since the policy shift to inflation targeting.
4
 

This, in turn, will neutralize the partisan effects of inflation shocks in midterm elections.  

  

                                                           
4
  Inflation persistence refers to the tendency for inflation to stay away from its average (or targeted) level 

for an extended period when perturbed. The more persistence inflation is, the harder monetary policy has to 

bring it down, and vice versa (see Fuhrer 1995). 
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1.3  Partisan Policy on Unemployment 

 

What can macroeconomics inform us about the electoral relevance – or the lack 

thereof – of unemployment policy? Following our earlier discussions about inflation 

targeting, modern monetary policymaking is a combination of rules and discretion. A 

widely used policy tool by central banks in recent time is the Taylor Rule. The Rule 

consists of two main “target” parameters: a policy rule for stabilizing inflation, and a 

discretionary rule for stabilizing output (or unemployment). The policymaker‟s objective 

is to achieve stabilization of both inflation and output through the manipulation of the 

policy instrument, the interest rate (Taylor 1993, 2012; see also Mankiw 2001).  

Some studies in macroeconomics have shown that inflation stabilizing policy has 

a neutralizing effect on monetary policymaking. Faust and Irons (1999), for example, 

examine whether there is political manipulation of monetary policy and find no evidence 

of any political effects on the economy operating through changes in monetary policy. A 

study of the Volcker-Greenspan disinflation era also finds no evidence that monetary 

policy is more accommodative to political preferences of the party in office during the 

final two years of an administration (Tempelman 2008).  

Others, however, contend that politics still play a role in monetary policymaking, 

given political parties‟ different policy objectives and influence. Clark and Arel-Bundock 

(2013), for example, argues that monetary policy is a weighted average of the preferences 

of the government and the central bank. Their findings show the Federal Reserve is a 

“conditional” inflation hawk, with more expansionary policy measures during elections 

when the Republican Party is in office but less so when the incumbent is the Democratic 
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Party. The results imply that Republicans tend to gain electoral advantage under an 

autonomous central bank. Similarly, Abrams and Iossifov (2006) find evidence that 

Federal Reserve policy turns more expansionary prior to election when the Fed Chairman 

and the incumbent presidential party have partisan affiliations.  

Yet some studies show mixed results. The work by Milani (2010) shows some 

evidence of opportunistic behavior in monetary policies prior to elections but the political 

effect has otherwise disappeared since the Volcker era. In addition, the results indicate 

policy inertia on the part of the Federal Reserve just before presidential races, indicating 

that the Fed might not want to be seen as an active player in elections (913). Findings on 

24 countries by Krause and Mendez (2005), on the other hand, support the notion of 

partisan differences in monetary policy. However, they obtain mixed results on the 

opportunistic behavior of incumbent parties during elections although evidence shows the 

behavior of right-wing parties – including the Republican Party of the U.S. – is more 

opportunistic than the left-wing ones. 

From a temporal perspective, would inflation targeting have a depoliticizing 

effect on unemployment policy – just like it would on inflation, as hypothesized in this 

study? This assumption is not entirely impossible. The study of Granato and Wong 

(2006) posits that a possible by-product of inflation stability is greater economic output 

stability. Specifically, this implies “inflation-output costabilization” (IOCS), a term given 

by the authors to indicate the simultaneous reduction of both inflation and output 

variability. The study provides further evidence to show that the costabilization of price 

and output occurs during the period of mid-1980s to 2000 in the United States. One of the 

main conclusions of the study is that, instead of the old monetary policy trade-off, the 
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new trade-off in monetary policy is between inflation-output stability and interest rates 

volatility (74-77). A possible implication from the conclusion is that, from the 

policymaking perspective, the traditional inflation-unemployment policy trade-off has 

broken down. If this is so, it will be meaningful to examine the electoral consequences, if 

any, on unemployment policy.  

Yet, there are limitations on what inflation targeting can achieve. While it is 

possible that macroeconomic stability can be sustained by keeping inflation low and 

stable under normal circumstances, unanticipated macro shocks or financial crisis could 

still perturb the tranquility of the market economy (Taylor 2005; Walsh 2009). Economic 

shocks do not disappear just because monetary policy is sound, and when shocks come 

policymakers will need to counter them by balancing the needs to stabilize inflation and 

to limit economic contraction (Walsh 2009). The implication is that policy measures 

other than inflation stabilization – including perhaps policies devised by the 

administration – may be desirable under volatile economic conditions. 

Based on the preceding discussions, this study contends that, while 

macroeconomic evidence might support the notion that inflation has been “neutralized” a 

great deal over the past two to three decades, the same cannot be said for other monetary 

policy targets. Because unemployment (output) policy is discretionary on the part of the 

policymakers, it is not unreasonable to assume that it may have differential (political) 

effects on the electorate.
5
 Moreover, since political parties can no longer offer different 

                                                           
5
 For the current discussions, policymakers would include both the central bank and the elected 

government. We believe that this is a realistic assumption of the actual practice of macroeconomic 

policymaking in many developed countries. 
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inflation policy choices to the voters, they could only compete on the discretionary policy 

component, and therefore unemployment should remain electorally salient as a monetary 

policy issue. 

Turning to the works in political science, as mentioned earlier, a recent review of 

the literature on economic voting shows that the “big two” economic determinants are 

unemployment and growth (Lewis-Beck and Stegmaier 2013), rather than unemployment 

and inflation, as is found in earlier reviews (such as Lewis-Beck and Paldam 2000). A 

number of studies that use individual-level data have shown that the issue (or people‟s 

perception) of unemployment has significant effects on election outcomes (for examples, 

Conover et al. 1986; Lewis-Beck and Nadeau 2009; Nadeau et al. 2000; Parker 1986; 

Weatherford 1983a, 1983b).
6
 

However, one of the long-standing puzzles in economic voting research is that 

objective unemployment data tend to be a poor predictor of election outcomes. In his 

important work, Kramer (1971) reports the “puzzling” findings that unemployment 

fluctuations have no significant effects on national election outcomes. The author 

suspects that errors in the data, correlation between unemployment and income in the 

model, or the low level of turnout among voters who are unemployed, may contribute to 

the lack of impact of unemployment on aggregate vote statistics (137-9). Other studies, 

such as Arcelus and Meltzer (1975), also find little evidence on the effects of 

                                                           
6
 See, however, the critique by Wlezien et al. 1997, who assert that political factors structure people‟s 

economic perceptions, and conclude that the effects of the variation in economic perceptions on vote choice 

are overstated in many individual level studies. Likewise, Evans and Andersen (2006) claim that 

retrospective economic perceptions are conditioned by prior political opinions and their importance is thus 

overstated in the literature (but see Lewis-Beck (2006)‟s rebuttal to Evans and Andersen). 
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unemployment on the incumbent presidential party‟s performance in congressional 

elections. Fair (1978) reports four types of unemployment variables as poorer predictors 

relative to the better predictive power of the growth variable in presidential elections. 

More recent research continues to produce findings that are inconclusive. Kim, 

Elliot and Wang (2003) fail to detect significant effects of the change in county level 

unemployment during election year on the presidential vote share. Using the conventional 

approach of reward and punishment in economic voting, Eisenberg and Ketcham (2004) 

find little or insignificant effects of county unemployment on presidential elections. 

Studies on state level elections also produce mixed results. Ebeid and Rodden (2006) find 

state unemployment has little effects in gubernatorial elections except in more 

industrialized states. Leyden and Borrelli (1995) show rising state unemployment has 

negative effects on incumbent gubernatorial party only in states with unified government. 

Likewise, many comparative studies that apply various versions of 

macroeconomic indicators of unemployment report insignificant or mixed results (such as 

the conflicting signs of the coefficients). Notable works include Powell and Whitten 

(1993)‟s analysis of 19 industrial counties which reports insignificant results for countries 

where policy responsibility is unclear; the study by Paldam (1991) on 17 developed 

democracies also shows unemployment indicators have insignificant or little effects; and 

the work by Sanders (2000) on UK elections for 1974–1997. 

In view of the less than satisfactory research findings, few studies in recent times 

use macroeconomic indicators of unemployment as predictors for the economic vote (see 

reviews by Lewis-Beck and Stegmaier 2000, 2013). Some scholars have long lamented 

on the unfruitful analysis of objective unemployment data in favor of survey research 
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techniques (for example, Bloom and Price 1975: 1251). Others simply stop using 

macroeconomic unemployment indicators in their recent works (such as Fair 2009). 

The root of the puzzle, perhaps, could be a theoretical one. The classic valence 

paradigm in economic voting assumes that voters reward incumbents in good economic 

times, and punish them during bad ones. Under this assumption, researchers would 

expect the incumbent party‟s vote share to decrease when unemployment goes up, and 

vice versa. Empirical evidence from objective data, however, does not quite support this 

hypothesis, as illustrated in the preceding survey of the literature. It is perhaps fair to 

conclude that the electoral effects of unemployment are not well understood under the 

conventional valence approach. 

Yet, economic voting research that include unemployment indicators typically 

apply the valence hypothesis of reward and punishment, rarely do they adopt alternative 

dimensions in their analyses (Kiewiet 1983; Lewis-Beck and Stegmaier 2000: 212). A 

common critique of the valence model in electoral studies is that it fails to capture the 

realism of the electorate. Moreover, the approach restricts economic issues to a one-

dimensional space at the expense of other dimensions, such as policy (Lewis-Beck and 

Nadeau 2011; Nadeau et al. 2011).  

Furthermore, from the party competition standpoint, the RPT and studies based on 

partisan theory have shown evidence of both policy motivation on the part of parties and 

uncertainty on the part of voters. The implications are that political clienteles have 

influence over policy positions taken by the parties (Alesina 1987; Chappell and Keech 



24 

 

1986; Hibbs 1977).
7
 Hence, parties might be expected to maximize expected utility, a 

function of expected policy outcomes and the probability of winning (Alesina and 

Rosenthal 1995; Chappell and Keech 1988).  

Therefore, an alternative to the valence approach, commonly associated with the 

work of Hibbs (1977) and Kiewiet (1981), is based on the notion that left-wing parties are 

perceived to be better at dealing with unemployment relative to right-wing parties. The 

assumption implies that, in general, when voters evaluate unemployment as a policy 

dimension instead of a performance dimension, they tend to favor left-wing parties over 

right-wing parties. A recent empirical study that adopts this alternative approach sheds 

new light on the sophisticated electoral implications of partisan unemployment policy.  

Using election year county unemployment data in 175 midterm gubernatorial 

elections and 4 presidential elections from 1994 to 2010, Wright (2012) finds that 

unemployment moves with the Democratic vote, even when the incumbent is the 

Democratic Party. The results lend support to the “problem-evaluation” hypothesis as 

according to Wright over the performance-evaluation hypothesis. The findings seem to 

agree with our earlier suggestion that the electoral behavior with respect to 

unemployment is a mixture of policy dimension and performance dimension, depending 

on the incumbent party. Obviously, the differences in voter behavior toward the two 

parties deserve further investigation. 

This study aims to uncover important behavioral patterns from the macro data that 

                                                           
7
 In contrast to Hibb‟s partisan theory, the RPT postulates that macroeconomic differences between the two 

parties occur only at the early period of their terms and converge in the latter period (after the midterm 

election), hence the partisan differences are only temporary (Alesina and Rosenthal 1995; see also 

Heckelman 2007). 



25 

 

can inform the future development of a realistic partisan voting theory on unemployment 

policy at the macro-level. Theoretically, the study adopts a partisan voting model based 

on the policy dimension instead of the conventional valence dimension. The model is 

informed by the assumptions that the policy objective of the Democratic Party is more 

committed to lowering unemployment relative to that of the Republican Party (Alesina 

1987; Alesina and Roubini 1992). The electoral implications are that voters would 

behave differently toward the policies of the two parties. Empirically, the partisan model 

will be tested with objective macroeconomic unemployment indicators instead of survey 

data which are commonly used in other studies. It is hoped that the alternative approach 

could uncover the behavioral patterns in macroeconomic unemployment indicators in 

relation to election outcomes that are otherwise not been possible using the valence 

approach. 

The study extends on the findings by Wright of the basic partisan effects of 

unemployment, with detailed and systematic analysis on voter heterogeneity that may 

condition such effects. The investigation is inspired by the recent work of Palmer and 

Whitten (2011), which examines the dynamics of government (that is, the incumbent 

party) support among various income groups in the United Kingdom for the period 2004–

2009. The study is based on a combination of survey data on vote intention (on whether 

to vote for the incumbent Labour Party in the next election), subjective perception of 

economic performance, and objective macroeconomic indicators (including inflation, real 

GDP, and unemployment). The authors investigate, among other things, the moderation 

effects of income differences on economic voting. Based on a small aggregate-level 

survey sample (N=65), the study provides some evidence that the lower income voters in 
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the UK are more concerned about unemployment than the higher income voters during 

periods of economic crisis.  

The small sample study by Palmer and Whitten on the British electorate motivates 

the need for a detailed and systematic study on group differences in economic voting in 

the U.S., and how the electoral behavior of groups is conditioned by the economic 

context. Because the lower income segment of the population suffers more economically 

from the unemployment problem than those of the higher income segment, the former is 

therefore more concerned about unemployment than the latter (see Hibbs 1987). It 

follows that there might be differential electoral behavior among various socioeconomic 

groups with regard to unemployment. In addition, the higher the level of unemployment, 

its partisan effects may intensify (but differentially distributed among different income 

groups) since the unemployment problem would become more salient in elections. 

Therefore, this study contends that the variations in the partisan effects with regard to 

unemployment between the various income groups would be more pronounced when the 

level of unemployment is high. It will be meaningful to examine this hypothesis in the 

U.S. context.   
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1.4  Summary 

 

To summarize, this chapter surveys the literature of economic voting with respect 

to the political determinants of macroeconomic cycles. Using the Rational Partisan 

Theory as the theoretical basis, the discussions focus on two main themes: rational 

expectations and partisan theory. Firstly, under the rational expectations assumption, 

policy trade-off between inflation and unemployment does not have long-term effects. 

One of the main implications of the RPT, therefore, is policy irrelevance in stimulating 

long-term economic growth.  

Secondly, the Rational Partisan Business Cycle theory – which is based on the 

RPT – posits that inflation shocks follow the midterm election cycle: unanticipated 

inflation shock occurs only in the first half of an administration as a result of the 

uncertainty of on-year election outcomes but not in the second half of the administration. 

The RPT, therefore, implies monetary policy matters in midterm elections but there is 

policy neutrality in presidential elections. 

The RPT has substantial influence on other works in economic voting. One of the 

analytical frameworks of the RPT is based on the expectations-augmented – Lucas 

aggregate supply curve, which models growth as a function of a policy component in 

terms of inflation, and an error term (the non-policy component) comprising of 

exogenous shock to growth and incumbent competence. A number of studies build on the 

non-policy component of the RPT framework, focusing on incumbent competence. The 

policy component (and its midterm election cycle implications), however, is widely 

reported in the literature as a given. 
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This dissertation makes contributions to the economic voting literature by 

examining the electoral implications of the changing dynamics of the monetary policy 

trade-off. Firstly, the study makes contribution to the RPBC theory and midterm election 

cycle hypothesis with regard to the electoral implications of inflation policy. In view of 

the empirical evidence of the irrelevance of inflation in election outcomes in recent times, 

this study contends that the policy shift to inflation targeting since the 1980s – an 

understudied area in political science – may have diminished the partisan inflation effects 

in the United States. The underlying assumption is that inflation targeting has reduced 

people‟s inflation persistence over time. The diminished inflation persistence has, in turn, 

neutralized the partisan inflation shocks in midterm elections caused by the on-year 

electoral uncertainty, as hypothesized by the RPT. Inflation targeting, therefore, would 

have implications on the RPBC/midterm election cycle hypothesis with regard to the 

partisan effects of monetary policy.  

In addition, the study argues that, despite inflation stability, economic shocks 

happen from time to time. Under volatile economic conditions, alternative policies 

besides inflation targeting by the Federal Reserve – including those devised by the party 

in power – may thus become desirable or salient. Moreover, since unemployment policy 

is discretionary relative to inflation policy, it may have political (partisan) implications in 

elections.  

However, there are both theoretical and empirical limitations in the study of the 

relationship between unemployment and election outcomes. On the one hand, there are 

the unfruitful empirical results based on objective unemployment data in many past 

studies. On the other hand, the conventional valence hypothesis of reward and 
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punishment that is adopted by many studies does not take into account the policy 

(partisan) dimension of unemployment. The two limitations make the study of the 

electoral effects of unemployment an ineffectual enterprise in economic voting research.  

The current research makes the second contribution to the study of the monetary 

policy trade-off with its analysis of the electoral implications of unemployment policy. 

The study applies a partisan analytical model of unemployment based on the assumptions 

that right-wing parties are more committed to lowering unemployment relative to that of 

left-wing parties. The study further contends that income may condition the partisan 

effects of unemployment in elections, and that the variations in the partisan effects among 

voters of different income levels would become more distinctive when the level of 

unemployment is high. Empirically, the partisan model will be tested with 

macroeconomic indicators of unemployment. The new approach is superior to the 

conventional valence approach in tapping on the analytical values of macroeconomic 

unemployment data with regard to election outcomes. The empirical insights obtain from 

the macro data analysis will inform the future development of a realistic partisan voting 

theory on unemployment policy at the macro-level. 
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CHAPTER 2 

 

RESEARCH DESIGN 

 

This chapter outlines the methods, theoretical and empirical models, hypotheses, 

and the data and measurements of the study. Consistent with the original RPT analytical 

framework of Alesina and Rosenthal (1995), this study uses objective macroeconomic 

data for the empirical analysis. Effects that are associated with noneconomic dimensions, 

such as “personality” or “candidate qualities,” are assumed to be captured by the error 

terms in the models, as according to the original framework. Inflation and unemployment 

are the two policy components analyzed in the current study: the former is part of the 

original RPT model specifications, whereas the latter is the new policy component 

introduced in this study as informed by the inflation-unemployment policy trade-off. As 

according to the RPT assumptions, inflation has effects only in midterm elections but has 

no effects in presidential elections because there is no unanticipated inflation shock in the 

second half of the administration (Alesina and Rosenthal 1995: 219). Therefore, inflation 

is not included in the presidential voting models. Similar to the original framework, the 

variable, growth, is treated as a non-policy component for evaluating the administrative 

competence of the incumbent. 

Section one first outlines the empirical test of the structural change in inflation 

persistence as a result of the policy shift to inflation targeting. The test serves as the 

prerequisite for testing the theoretical assumption of the diminished inflation shock under 

policy rule. We then introduce the original RPT analytical framework on inflation shock 
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based on discretionary policy before we develop the alternative theoretical model under 

the policy rule assumption. We then relate the alternative model to the empirical analyses 

of inflation shock (on growth) and inflation (on the vote), respectively, during midterm 

elections. The second section presents the propositions, the empirical models, and the 

hypotheses on the relationship between unemployment policy and presidential election 

outcomes. The models will be empirically tested using objective U.S. and county level 

unemployment data. The third section discusses the data and measurements for the 

empirical analyses. 
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2.1  Inflation Policy Shift 

 

2.1.1  Inflation Persistence under an Inflation Targeting Policy 

 

In chapter one, we discuss that an inflation targeting policy begins to take hold in 

the United States since the 1980s (Clarida et al. 1998; Taylor 1999). Furthermore, recent 

research in macroeconomics has shown that the adoption of inflation targeting to stabilize 

inflation has reduced the inflation persistence (see Beechey and Österholm 2012). In this 

section, we describe the method for determining the temporal structural change of 

inflation persistence as a result of the policy shift to inflation targeting. 

For the purpose of this study, we apply a basic inflation persistence (forecast) 

statistical model in the form of a first-order autoregressive (AR(1)) process in equation 

(1.1) for inflation data, for the period of 1950 to 2010. 

 

πt = Φ0 + Φ1πt-1 + εt        (1.1) 

 

πt is the quarterly percent change in consumer price index (CPI) in period (t), and 

πt-1 is the CPI percent change (quarterly) in period (t-1). The coefficient, Φ1, is the 

measure of the persistence in the inflation forecast.  

The underlying assumption is that the inflation persistence parameter, Φ1, will 

diminish given a shift from a discretionary policy to a policy rule. To test this hypothesis, 

we apply the rolling window regression based on equation (1.1) by restricting the full 

sample of the inflation data to smaller windows – 32, 40, and 48 quarters – in each run. 
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The technique is useful in determining whether there is any systematic change in the 

inflation persistence due to a policy shift to inflation targeting.  

We test for the following hypothesis on inflation persistence based on equation 

(1.1):  

 

Hypothesis Coefficient Statistical Test 

H1.1: There is a structural change in inflation 

persistence given the shift from discretionary 

policy to policy rule for the period 1950–2010. 

Φ1 H0: no breakpoint for Φ1 

H1: breakpoint for Φ1 

 

 

The finding on the inflation persistence will, in turn, help to determine the 

structural change breakpoint to be used for the RPT inflation shock-growth model, which 

is discussed in the following sections. 
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2.1.2  Inflation under Discretionary Policy 

 

This section introduces the basic analytical framework of the RPT with regard to 

the relationship between inflation policy and election outcomes.
8
 Specifically, the RPT 

depicts that unanticipated inflation occurs as a result of voters‟ uncertainty on presidential 

election outcomes. The original RPT framework is based on the notion that monetary 

policy is discretionary, depending on which political party is in power. The framework 

makes the following key assumptions about the (monetary) policymaker and the generic 

voter: 

1. The voter forms rational expectations on inflation.
9
 

2. Inflation is directly controlled by the policymaker. 

3. Political parties maximize different objective functions, with left-wing 

parties attribute a larger weight to output (or unemployment) relative to 

inflation than right-wing parties. 

4. Each voter is aware of the partisan difference and votes for the party 

which offers the policy closer to his/her most preferred outcome.  

Economic growth is modeled on the – expectation-augmented – Lucas aggregate 

supply curve (Lucas 1973). It is a function of inflation expectation and uncertainty about 

incumbent competence: 

 

                                                           
8
 The basic RPT analytical framework is based on Alesina and Rosenthal (1995).  

9
 Specifically, the rational expectation of inflation is   

  = E(πt|It-1), where   
  is the expected value (E) of 

inflation in period t, (πt) based on all available information in period t-1, (It-1). 
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yt = ȳ + γ(πt –   
 ) + ԑt        (1.2) 

  

where yt is the rate of economic growth in period (t); ȳ is the natural rate of 

growth; πt is the actual inflation rate in period (t);   
  is the rational expectations of 

inflation in period (t). The component in the parenthesis denotes government policy. The 

error term, ԑt, is comprised of two components: the competence of the incumbent 

administration relative to the other party (ŋt)), and the shock to growth beyond 

administrative control (Ɛt).  

Suppose two political parties, D for the left-wing party and R for the right-wing 

party, are competing for political office, and their objective functions (W
i
) can be 

expressed by: 

 

W
i
 =     

  δ
t 
[-½(πt – π

i
)
2
 + b

i
yt],       0 < δ < 1    (1.3) 

 

where i = {D, R} for the two political parties, and it also denotes a generic value 

for the individual voter; πt is the actual inflation rate in period (t); π
i
 is the most preferred 

inflation level by each of the parties; yt is the economic growth in period (t); b
i
 is the 

trade-off between output and the deviation of inflation from the most preferred inflation 

level; and δ is the common discount factor. 

While both parties agree that growth (yt) is desirable, they differ in their most 

preferred inflation level (π
i
), and the trade-off between output and inflation (b

i
), which 

then gives rise to two sets of inequalities: 
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π
D
 >  π

R 
 ≥ 0; b

D
 > b

R
 ≥ 0       (1.4)   

 

 The party that is in power will have the incentive to stimulate short-run growth, so 

that the post-election inflation (π
*i

) is the sum of the (winning) party‟s policy objective 

(π
i
) and the stimulus component as determined by (b

i
). This lack of commitment to the 

(inflation) policy objective by each of the two parties implies that the respective post-

election inflation of the two parties becomes higher than their respective objective 

inflation level. Hence, it is assumed that, ex ante: 

 

π
*D

 =  π
D
 + γb

D
   if party D wins   (1.5) 

π
*R

 =  π
R  

+ γb
R
   if party R wins    (1.6) 

 

Given the differences in the two parties‟ policy objectives in (1.4), we can further 

relate equations (1.5) and (1.6) in the following inequality, ex ante: 

 

(π
*D

 =  π
D
 + γb

D
)  >  (π

*R
 =  π

R  
+ γb

R
)     (1.7) 

 

Furthermore, under rational expectations assumptions, voters are aware of the 

time-consistent, post-election inflation, (π
*i

), of the two parties. Before the on-year 

election, electoral uncertainty forces voters to „hedge their bets‟ in forming expectations 

about future polices (and also for the purpose of wage contracting). Therefore, pre-

election inflation expectations by the rational voters would be: 
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π
e
 = (p)(π

*R
) + (1-p)(π

*D
)       (1.8) 

 

where (p) and (1-p) are the probabilities of winning the election for party R and 

party D, respectively. 

After the election, the time consistent inflation would be known – that is, either 

π
*D

 if party D wins or π
*R

 if party R wins. Hence, the post-election unanticipated inflation 

– the inflation shock – is the difference between π
*i

 and π
e
, (that is, π

*i
 - π

e
), ex ante: 

 

π
*D

   -  [(p)(π
*R

) + (1-p)(π
*D

)]  if party D wins   (1.9) 

π
*R

   -  [(p)(π
*R

) + (1-p)(π
*D

)]  if party R wins    (1.10) 

 

Expressions (1.9) and (1.10) underscore the fact that electoral uncertainty forces 

voters to take into account the possible election outcomes of the two parties. The two 

expressions can be simplified, respectively, as follows: 

 

p(π
*D

 - π
*R

)     if party D wins   (1.11)  

-(1-p)(π
*D

 - π
*R

)   if party R wins    (1.12) 

 

Relating expressions (1.11) and (1.12) to the policy component in equation (1.2) 

will give rise to the post-election growth in the first half of the administration,   
 , in two 

equations, ex ante: 
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  = γ(p)(π

*D
 - π

*R
), 0 < p < 1 if party D wins  (1.13) 

  
  = -γ(1-p)(π

*D
 - π

*R
), 0 < p < 1 if party R wins   (1.14) 

 

where   
  and   

  are the post-election growths if party D wins and party R wins, 

respectively; p(π
*D

 - π
*R

) and  -(1-p)(π
*D

 - π
*R

) are the partisan inflation shocks if party D 

wins and party R wins, respectively. 

Based on the framework, voters will offset the inflation shock by voting for the 

party different from the presidential incumbent party during midterm election in order to 

achieve policy moderation. Since voters expect the party of the incumbent president to 

lose seats in the midterm election, there will be no unanticipated inflation in the second 

half of the administration.  

The basic RPT analytical framework under discretionary policy forms the 

theoretical basis of the midterm election cycle theory, which posits that the electoral 

effects of inflation – and hence monetary policy for that matter – peak at midterm 

elections (Alesina and Rosenthal 1995). 

In the next section, we present a special case to the RPT analytical framework 

under the policy rule assumption, in which the partisan effects of inflation are neutralized 

under an inflation targeting policy regime.   
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2.1.3  Inflation under a Policy Rule 

 

Theoretical model 

 

In an inflation targeting regime, inflation policy is not discretionary but follows a 

policy rule. The commitment to stabilize inflation by the policymaker will reduce the 

inflation persistence (of people‟s inflation forecast), as discussed in the first section of the 

chapter. Lower inflation persistence, in turn, will diminish the post-election unanticipated 

inflation, the latter of which is the result of the (rational) voters‟ uncertainty about the 

presidential election outcomes, as discussed in the previous section.  

The effects of the inflation persistence on the unanticipated inflation are 

exogenous to the RPT partisan inflation shock-growth model. The reason is that the cause 

of the change in inflation persistence is not due to the shifts in the partisan policies by the 

political parties in the RPT model but rather the non-partisan inflation targeting policy by 

an independent central bank (the Federal Reserve in this case).  

It is important to note that the voters‟ uncertainty about the presidential election 

outcomes in terms of the probabilities of winning the election for party D and party R 

remains unchanged. What the shift to the policy rule does is the decrease in the 

magnitudes of the inflation shocks (both positive and negative shocks, depending on 

whether a left-wing or a right-wing party is in power) because the unanticipated inflation 

are greatly reduced in the context of stabilized inflation despite the electoral uncertainty 

that the voters face.  

We now develop the alternative model as a special case to the basic RPT 
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analytical framework under the assumption that inflation is stabilized under inflation 

targeting which, in turn, reduces the partisan shock of inflation. The model implies 

inflation (policy) neutrality in midterm elections under the policy rule.  

Suppose the policymaker (in this case, the party that wins the election) will 

commit to its inflation objective, (π
i
); and this commitment is made known to the public 

and it thus anchors the public‟s inflation forecast to a lower level (Barro and Gordon 

1983a, b). We can therefore re-arrange equation (1.7) as follows: 

 

(π
D
 = π

*D
 - γb

D
)  >  (π

R
 = π

*R
 - γb

R
)      (1.15) 

 

Post-election growth and inflation shock for each of the administration of Party D 

and Party R, respectively, will therefore become, ex ante: 

 

  
  = γ(p)[(π

*D
 - γb

D
) – (π

*R
)]   if party D wins  (1.16) 

  
  = -γ(1-p)[(π

*D
) – (π

*R
 - γb

R
)]  if party R wins   (1.17) 

 

 where p[(π
*D

 - γb
D
) – (π

*R
)] and -(1-p)[(π

*D
) – (π

*R
 - γb

R
)] are the inflation shocks 

if party D wins and party R wins, respectively.  

By comparing (1.16) and (1.17) with (1.13) and (1.14), we see that the magnitude 

of the inflation shock becomes smaller under policy commitment versus discretionary 

policy for the party in power, which can be expressed in the following set of inequalities, 

ex ante: 
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 Discretionary Policy  Policy Commitment by Party 

 |p(π
*D

 – π
*R

)| > |p[(π
*D

 - γb
D
) – (π

*R
)]| if party D wins (1.18) 

 |-(1-p)(π
*D

 – π
*R

)| > |-(1-p)[(π
*D

) – (π
*R

 - γb
R
)]| if party R wins (1.19) 

 

Suppose further that, in an inflation targeting policy regime under an independent 

central bank, instead of having different inflation policy objectives of the two parties, 

there is just one inflation target set by the central bank, π
Ci

, where, as before, i = {D, R} 

for the two parties. It follows that the inflation targets will be consistent for both 

administrations of party D and R, that is, π
CD

 ≡ π
CR

. It implies that the magnitude of the 

inflation shock will be smaller under a policy rule relative to a discretionary policy, 

regardless of which party is in power. This is shown in expressions (1.20) and (1.21), ex 

ante: 

 

 Discretionary Policy   Policy Rule 

 |p(π
*D

 – π
*R

)|  >  |p[π
CD

 – π
CR

]| if party D wins (1.20) 

 |-(1-p)(π
*D

 – π
*R

)|  > |-(1-p)[π
CD

 – π
CR

]| if party R wins (1.21) 

 

Since π
Ci

 is treated as a constant target under a policy rule, it is logical to assume 

that π
CD

 – π
CR

 = 0. The implication is that there will be no unanticipated inflation under a 

policy rule since people‟s inflation forecast is anchored by the low inflation target set by 

the independent central bank. The theoretical implication is that the inflation shock will, 

therefore, become zero (0) under a policy rule, regardless of which party is in power. 

Therefore, we can further write, ex ante: 
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 Discretionary Policy  Policy Rule 

 |p(π
*D

 – π
*R

)| > 0  |p[π
CD

 – π
CR

]| = 0 if party D wins (1.22) 

 |-(1-p)(π
*D

 – π
*R

)| > 0  |-(1-p)[π
CD

 – π
CR

]| = 0 if party R wins (1.23) 

 

The implications of the theoretical expressions of (1.20) and (1.21), and (1.22) 

and (1.23) are that, first, instead of taking an “ahistorical” approach as in the original 

framework, the alternative model implies that there will be a structural change – 

specifically, a decrease – in the partisan inflation shocks due to a shift from a 

discretionary policy regime to a policy rule regime. Second, not only will the magnitude 

of the inflation shock be reduced, but that in the policy rule case, the effect of the shock 

on growth will be negligible, regardless of which party is in power. The alternative 

model, therefore, implies monetary (inflation) policy neutrality in midterm elections. 

 

Empirical models 

 

We now develop the statistical model in relation to the theoretical expressions of 

(1.20) and (1.21), and (1.22) and (1.23).  

Similar to Alesina and Rosenthal (1995: 213), we relate equation (1.2) to the 

inflation shock-growth model as according to the original RPT framework. But instead of 

the simple OLS regression in the original RPT analysis, we estimate a piecewise 

regression of the RPT model. A piecewise function is useful for determining whether the 

property of a parameter that holds for the whole function also holds for each of the sub-
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functions (Gujarati 2003: 317-8). For our purpose, the piecewise model is used to test for 

the parameter stability of the inflation shock, given a shift from a discretionary policy to 

an inflation targeting policy, as according to the structural change assumption on the 

inflation shock in the theoretical expressions of (1.20) and (1.21) developed in this study.  

The piecewise model in equation (1.24) includes an inflation targeting policy 

indicator in the form of a dummy variable. The policy indicator is operationalized based 

on the finding of the structural change on the inflation persistence (that is, the parameter 

Φ1) from equation (1.1). Specifically, the dummy variable is coded 0 for the discretionary 

policy, and 1 for the inflation targeting policy. We then test for parameter stability on the 

effects of the inflation shock by using the interaction term of the policy indicator and the 

inflation shock variable. The underlying assumption is that there should be a substantial 

decrease in the magnitude of the effects of the inflation shock given the policy shift to 

inflation targeting. 

 

Growtht = λ0 + λ1(InflaS)t + λ2(IT)t + λ3(IT x InflaS)t + ԑt   (1.24) 

 

where t = {1962, …, 2010}; Growth is the U.S. annual real GDP percent change 

from year ago; the intercepts, λ0, is the natural rate of growth as according to equation 

(1.2); InflaS is the partisan inflationary shock indicator, coded +1 for the party R 

administration and -1 for the party D administration (this coding conventions are 

consistent with the original PRT model; the model implies that the estimate of the 

inflation shock coefficient, λ1, should be negative (see Alesina and Rosenthal 1995: 213), 

so that the resulting shock – λ1(InflaS)t – is positive under party D and negative under 
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party R); IT is the dummy variable for inflation targeting policy (coded 0 for non-

inflation targeting policy, 1 for inflation targeting policy); IT          is the interaction 

term of the partisan inflationary shock and the dummy variable for inflation targeting 

policy. 

Empirically, we estimate the effects of the inflation shock on growth in midterm 

elections for the period of 1962 to 2010. The choice of the period from 1962 to 2010, 

instead of extending it to an earlier time period, for the analysis is an important one from 

the theoretical standpoint. It has been documented in macroeconomics literature that 

inflation rates during the 1950s average under two percent per year, and it never exceeds 

3.3 percent (see Romer and Romer 2002). More important, inflation policy of the period 

resembles that of an aggressive inflation stabilization regime very similar to that observed 

in the 1990s (Romer and Romer 2002: 121, 126). In other words, the monetary policy in 

the 1950s does not fit into the component of the discretionary policy period of our 

analytical model, therefore the period of the 1950s is not included in the analysis. 

Discretionary monetary policy, nonetheless, is widely recognized in the 1960s and 1970s, 

and so the period for the analysis starts from the 1962 midterm election.   

The expression (1.25) relates the theoretical expressions of (1.20) and (1.21) to 

the statistical model of (1.24). It depicts that the magnitude of the inflation shock under a 

policy rule is smaller than the magnitude under a discretionary policy: 

 

 Discretionary Policy   Policy Rule 

 λ3(IT = 0) > λ3(IT = 1) either party D or R wins (1.25) 
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Specifically, we test the following hypothesis on the parameter stability of the 

inflation shock based on expression (1.25): 

 

Hypothesis Coefficient Statistical Test 

H1.2: The effects of the inflation shock on growth 

in midterm elections are different between non-

inflation targeting policy and inflation targeting 

policy. 

λ3 λ3 ≠ 0
 

 

 

Next, we further estimate and contrast the effects of the inflation shock on growth 

for the different policy periods. Altogether we estimate three models on growth in 

midterm elections with the same specification: the restricted model for the midterm 

elections of the whole period from 1962 to 2010, and two unrestricted models for the two 

policy subperiods: the pre-inflation targeting period (Pre-IT), and the inflation targeting 

period (IT). Similar to the piecewise model, the temporal structural breakpoint used for 

the two policy subperiods is based on the inflation persistence result (Φ1) from equation 

(1.1). 

 

Growth
T
 =   

  +   
 (InflaS)

T
 + ԑ

T
      (1.26) 

 

where Growth and InflaS are defined in equation (1.24); T = {1, 2, 3} where “1” 

denotes the midterm elections for the whole period of 1962–2010, “2” denotes the Pre-IT 
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subperiod, and “3” denotes the IT subperiod. Similar to equation (1.24), the model 

implies that the estimates of the inflation shock coefficients,   
 
, should be negative, for 

all (T). 

The expression (1.27) relates the theoretical expressions of (1.22) and (1.23) to 

the statistical model of (1.26). It depicts that the effect of the inflation shock under a 

discretionary policy is statistically not equal to zero, whereas the shock under a policy 

rule is statistically equal to zero: 

 

 Discretionary Policy  Policy Rule 

   
  ≠ 0 (for T = 2)    

  = 0 (for T = 3)  either party D or R wins (1.27) 

 

We then test the hypothesis of the diminished inflation shock under inflation 

targeting policy (the policy neutrality test) based on expression (1.27): 

 

Hypothesis Coefficient Statistical Test 

H1.3: Inflation shock has significant effect on 

growth in midterm elections under discretionary 

policy. 

  
 ,  

for T = 2 

  
  ≠ 0, 

for T = 2
 

H1.4: Inflation shock has insignificant effect on 

growth in midterm elections under inflation 

targeting policy. 

  
 , 

for T = 3 

  
  = 0, 

for T = 3
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After empirically tested the special case to the RPT analytical framework on the 

inflation shock, we want to know the alternative model‟s implications, if any, on the 

electoral effects of inflation. To do this, we further estimate the effects of the actual 

inflation on the incumbent presidential party percent of the state level vote in midterm 

elections for the period of 1962 to 2010. Similar to the inflation shock analysis, we 

estimate three models on vote share of the same specifications for the different time 

periods: the whole midterm election period between 1962 and 2010, the pre-inflation 

targeting period (Pre-IT), and the inflation targeting period (IT). 

  

MVote
T
 =   

  +   
 (Infla)

T
 +   

 (Unemp)
T
 +   

 (MVote_p)
T
 

+   
 (SVote)

T
 + ԑ

T
       (1.28) 

 

where MVote is the incumbent party‟s state level vote share in midterm election; 

T is defined in equation (1.26); Infla is the annual inflation rate (CPI percent change from 

year ago); Unemp is the U.S. annual unemployment rate; MVote_p is the incumbent 

party‟s state level vote share in the previous midterm election; SVote is the incumbent 

party‟s state level vote share in the presidential election. The model implies that the 

estimates of the inflation coefficients,   
 , should be negative, for all (T). 

The study tests the following hypotheses on inflation in midterm election: 
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Hypothesis Coefficient Statistical Test 

H1.5: Inflation has significant effect on state level 

vote in midterm election under discretionary 

policy. 

  
 ,  

for T = 2 

  
  ≠ 0, 

for T = 2
 

H1.6: Inflation has insignificant effect on state 

level vote in midterm election under inflation 

targeting policy. 

  
 , 

for T = 3 

  
  = 0, 

for T = 3
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2.2  Partisan Unemployment Policy 

 

In chapter one, we point out that economic voting research that include 

unemployment indicators typically apply the valence hypothesis of reward and 

punishment, rarely do they adopt alternative dimensions in their analyses. Moreover, 

based on the valence approach, objective unemployment data tend to be a poor predictor 

of election outcomes. This unfruitful research undertaking has resulted in the majority of 

researchers abandoning macroeconomic unemployment data in many economic voting 

studies in recent times (see Lewis-Beck and Stegmaier 2000, 2013; Wight 2012). It 

follows that the current state of economic voting research that examines the electoral 

effects of unemployment has two important implications on theory building.  

First, the long history of inconclusive findings on unemployment implies that 

voter behavior is much more complex than the conventional reward-punishment 

dimension many researchers have assumed. Second, empirical evidence with objective 

unemployment data based on alternative dimensions, such as partisan policy, is very 

lacking in the literature. Because of the dual challenges of the poorly understood electoral 

behavior and macro data with regard to unemployment, it is difficult to develop a 

theoretical model with realistic behavioral assumptions that can be supported by the data.  

Of particular relevance to the current discussions are two common challenges 

social scientists faced in their research undertaking: to develop useful theories that are 

realistic representations of socioeconomic behavior on the one hand; and to base on 

empirical observations for developing and refining behavioral theories on the other. In 

her insightful discussions, Elinor Ostrom (2010) points out that the theoretically-driven 
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approach does not always produce results that match field observations in social dilemma 

situations. She outlines an alternative experimental design, in which participants are 

allowed to communicate face-to-face with one another, and the results defy the game-

theoretical predictions of non-cooperation. The findings of the alternative experimental 

design reveal that people do cooperate when given the chance to build trust and 

commitment to a mutually beneficial strategy. The example illustrates forcefully how 

empirical work can inform theory: the alternative experimental design lends support to 

the other-regarding behavioral assumptions in social dilemma instead of the self-

regarding ones as conventionally theorized. 

How can the current project benefit from Ostrom‟s insights with regard to 

scientific research? Since we are not doing experiments and so the useful idea of 

conducting a new experiment in order to refine an existing theory in Ostrom‟s example 

does not apply to us. What we are encountering, though, is not only the limitation of 

existing theories (in particular, the valence approach) but also the unfruitful work based 

on macroeconomic data on unemployment. The purpose of developing a theory in social 

science is to generalize behavior patterns. When we try to build an economic voting 

theory based on macroeconomic variables, such as unemployment, we are making 

behavioral assumptions based on those data that we are analyzing. Yet, contrary to survey 

data, researchers have been unsuccessful trying to make sense of objective 

unemployment data in relation to voters‟ behavior.
10

 Unless, of course, we have some 

                                                           
10

 On the contrary, theories and assumptions made about the electoral effects of unemployment based on 

survey data do not necessarily work when they are applied to objective data. One may argue that 

retrospective economic perceptions captured by survey data tend to be conditioned by prior political 

opinions, and therefore their effects are more pronounced (Evans and Andersen 2006; Wlezien et al. 1997). 
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prior theories or empirical evidence to base on in making our assumptions. Unfortunately, 

theories and evidence that are based on the policy dimension and objective 

unemployment data are rare in the literature, as we have pointed out earlier. 

It goes without saying that in order to build a realistic theoretical voting model of 

unemployment policy based on objective unemployment data would require some useful 

empirical observations to begin with. Such empirical inputs should help the researcher to 

uncover the hidden behavioral patterns from the data that will shed light on voters‟ 

beliefs, expectations and perceptions. Only then, can we formulate realistic behavioral 

assumptions for an economic voting theory of unemployment policy at the macro-level. It 

is important to note that empirical insights are not an end in itself but a useful step in the 

theory building, with the ultimate goal of knowledge cumulation through the unification 

of theory and empirical analysis.  

In the following sections we present the behavioral propositions for a partisan 

voting model pertaining to unemployment, given the political parties‟ different policy 

objectives, and the group dynamics of voters in terms of income levels. We then develop 

the empirical models for testing the propositions using macroeconomic unemployment 

data. The objective of the analysis is to uncover the behavioral patterns in the data that 

can serve as useful inputs for theory development in the future.  

                                                                                                                                                                             
This could be one of the reasons why economic voting research that use unemployment (or more exactly, 

perception about unemployment) as an explanatory variable are mostly individual level studies. 
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2.2.1  Partisan Effects of Unemployment: Behavioral Propositions 

 

Policy Assumptions 

 

In equation (1.2), the economy is expressed in terms of growth, yt. Since growth 

(output) and unemployment are often interchangeable in modeling macroeconomic 

relationships, an alternative way to model the economy is by unemployment. One such 

alternative framework based on the Rational Partisan Theory represents the economy by 

the Phillips curve (Alesina and Roubini 1992: 665; see also Alesina 1987): 

 

ut =  ̅ + αut-1 + γ(πt –   
 ) + ԑt,  0 < α < 1;  γ < 0   (2.1) 

 

where ut is the unemployment rate in period (t);  ̅/(1-α) is the natural level of 

unemployment; ut-1 is the unemployment rate in period (t-1); πt and   
  as defined in 

equation (1.1); ԑt is the random shock with zero mean; α, γ are parameters.  

Similar to equation (1.2), the objective functions (W
i
) of the two political parties 

are given by (Alesina and Roubini 1992: 666-7): 

 

W
i
 =     

  δ
t 
[ - (πt - π

i
)
2
 - a

i
(ut - K

i
)
2
], 0 < δ < 1   (2.2) 

 

where, as before, i = {D, R} for the two political parties, and it also denotes a 

generic value for the individual voter; πt is the actual inflation rate in period (t); π
i
 is the 

most preferred inflation level by each of the parties; ut is the unemployment rate in period 
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(t); K
i
 is the most preferred unemployment level of each of the two parties; a

i
 is the 

weight attributed to the deviation of the unemployment rate from the most preferred 

unemployment level by party (i); and δ is the common discount factor.  

From equation (2.2), the partisan differences in monetary policy between the two 

parties, D and R, can be represented by at least one of three sets of inequalities: 

 

π
D
 >  π

R 
 ≥ 0; a

D
 > a

R
 ≥ 0; K

D
 < K

R
 ≤  ̅/(1-α)    (2.3) 

 

Expression (2.3) implies that at least one of the two parties would stimulate 

growth beyond the natural rate due to the lack of commitment to its policy objective. 

Specifically, party D‟s policy objective on unemployment has higher commitment and is 

below the natural rate (a
D
 > 0; K

D
 <  ̅/(1-α)), whereas party R‟s policy objective shows 

lower commitment and is less aggressive (a
R
 ≥ 0; K

R
 ≤  ̅/(1-α)).  

The model adopts similar key assumptions as the inflation model: 

1. The voter forms rational expectations on inflation. 

2. Inflation is directly controlled by the policymaker. 

3. Political parties maximize different objective functions, with left-wing 

parties attribute a larger weight to unemployment relative to inflation than 

right-wing parties. 

4. Each voter is aware of the partisan difference and votes for the party 

which offers the policy closer to his/her most preferred outcome.  

In addition, there are distributional consequences of unemployment: during high 

unemployment and slow growth the relative share of income of the upper middle class 
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increases, and the relative share for the rest of the population decreases (Alesina and 

Roubini 1992: 666). In other words, people who are in the lower socioeconomic status 

are affected by high unemployment more than those who are better off. This is also the 

basis of the assertion that the lower income population is more concerned about 

unemployment than the higher income population (see Hibbs 1987). Therefore, there are 

good reasons to believe that income may condition people‟s beliefs and expectations with 

regard to unemployment policy.  

 

Electoral Implications 

 

The first electoral implication of the partisan policy approach to unemployment is 

that voters‟ retrospection of the two parties‟ policies are dissimilar. This argument is 

consistent with the works of Hibbs (1977) and Kiewiet (1981) which posit that voters 

perceive the Democratic Party to be better at dealing with unemployment than the 

Republican Party. This hypothesis is supported by the recent study on county 

unemployment by Wright (2012) which shows that unemployment moves with the 

Democratic vote, even when the incumbent is the Democratic Party. The results contrast 

with the conventional reward-punishment hypothesis with regard to unemployment. 

While Wright‟s findings offer an alternative dimension for analyzing the electoral effects 

of macroeconomic unemployment data, there are important questions that remained to be 

answered. One of the puzzles is the conditioning effects, if any, of the partisan behavior 

of the electorate. It follows that voter heterogeneity in terms of socioeconomic status may 

shed light on the partisan effects of unemployment. 
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Hence, a further electoral implication from the partisan unemployment policy is 

the differential behavior among voters of different income groups, given the 

distributional consequences of unemployment. Specifically, the electoral effects of 

unemployment may be stronger for lower income voters relative to higher income voters. 

Moreover, it is likely that the differences between the income groups would be more 

pronounced as the unemployment problem gets worse and thus becomes more salient in 

elections. It follows that the variations in the partisan effects with regard to 

unemployment between voters of different income levels would be more pronounced 

when the level of unemployment is high. 

Empirical evidence on the conditioning effects of income on the electoral effects 

of unemployment (in particular, macro unemployment data) is lacking, however. One 

exception is the study by Palmer and Whitten (2011) on the income group dynamics of 

government support in the United Kingdom for the period 2004–2009. One of the key 

findings of the study is that there are income differences in economic voting in the UK. 

Specifically, the British electorate, in particular the lower income voters, are more 

concerned about unemployment than higher income voters during periods of economic 

crisis. However, in contrast to the partisan hypothesis of this study, the UK study shows 

unemployment has negative effects on the respondents‟ intention to vote for the 

incumbent Labour Party (a left-wing party) for the three income groups – low, middle, 

and high – in the UK study.
11

   

                                                           
11

 For the UK split sample economic voting models, the unemployment variable is the monthly changes in 

the national unemployment. The unemployment coefficients are statistically significant at the p < 0.05 level 

for all income groups as well as the low income group; significant at the p < 0.1 level for the high income 

group; but insignificant for the middle income group in the UK study (Palmer and Whitten 2011: 432-3). 
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Behavioral Propositions 

 

Based on the above discussions on the partisan policies on unemployment and 

income group dynamics of the electorate, we develop some behavioral propositions for 

the partisan empirical model of unemployment for this study. In view of the poorly 

understood electoral behavior and macro data with regard to unemployment in the 

literature, the propositions serve two key objectives: first, to determine whether the basic 

partisan assumption on the electoral effects of unemployment policy is consistent across 

different types of macroeconomic unemployment data, different income groups, and 

longer time periods relative to Wright (2012)‟s basic findings. Second, to further examine 

the income group dynamics in terms of their conditioning effects on unemployment; the 

variations of such effects would imply important behavioral patterns with respect to voter 

heterogeneity that can inform future theory development.  

 

Proposition 1: Unemployment has positive (negative) effects on the vote 

share of the Democratic (Republican) incumbent party; 

 

Proposition 2: Unemployment has positive (negative) effects on the vote 

share of the Democratic (Republican) incumbent party for voters of 

different income levels; and 

 

Proposition 3: High level of unemployment (defined as above the natural 

rate) has positive (negative) effects on the vote share of the Democratic 
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(Republican) incumbent party and the effects are larger for lower income 

voters relative to higher income voters. 

 

Basic Model Specification 

 

For the basic model specification, an important decision has to be made with 

regard to the choice of the dependent variable. The two commonly used versions of the 

dependent variable in the voting literature are the incumbent party vote share, and the 

Democratic (or Republican) vote share. As pointed out by Wright (2012), it is critical that 

the dependent variable is appropriate to the hypothesis being tested when using aggregate 

unemployment data, that is, whether the hypothesis is based on the valence assumption or 

the partisan assumption. Wright‟s argument is that the incumbent party vote share 

variable is commonly used for the valence assumption since it assumes voters would 

reward or punish the incumbent as unemployment increases or decreases, respectively, 

regardless of whether the incumbent party is Democrat or Republican.  

As for the partisan hypothesis, Wright argues that the preferred choice is to use 

the Democratic vote share as the dependent variable since unemployment and the 

Democratic vote share move in the same direction as according to the partisan 

hypothesis, regardless of the party of the incumbent.
12

 He argues against the choice of the 

Republican vote share since both the partisan and the valence hypothesis will predict the 

same signs for unemployment and so the two hypotheses cannot be contrasted. On the 

                                                           
12

 Wright‟s partisan model is a single empirical model for multiple elections, that is, regardless of which 

party is the incumbent. 
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other hand, should one uses the incumbent party vote share as the dependent variable, the 

party of the incumbent will need to be taken into account (see Wright 2012: 692). Wright 

thus adopts the Democratic vote share as the dependent variable for all the empirical 

models in his study. 

While Wright‟s partisan model is useful for making contrasts with the predictions 

of the valence model (mainly on the signs of the unemployment coefficients with respect 

to the Democratic vote), it also has a number of limitations. The most obvious limitation 

is that it is essentially a model for predicting the Democratic vote share only. Since 

Wright rules out the use of the Republican vote share as the dependent variable, one 

could only infer the estimates for the case of the Republican vote share based on the 

results from the Democratic vote share model. This limitation greatly constrains the 

model‟s usefulness in comparing the estimates of the two parties in a complementary and 

intuitive manner.  

Furthermore, it would be useful to explore further the factors that influence the 

partisan behavior of the voters. Although Wright uses the interaction terms of the 

incumbent party and unemployment for one of his Democratic gubernatorial vote share 

models, the coefficients of the interaction terms are statistically insignificant. Hence, 

Wright‟s model specification seems less useful for more sophisticated analysis. 

One of the main goals of this dissertation is to understand the factors that shape 

the partisan voting behavior with respect to unemployment. The intellectual merit of this 

goal is two-fold: theoretically, our model is based on the propositions that voter 

retrospections of the two parties‟ unemployment policies could be quite separate and 

independent from one another rather than a simple reverse function between them. 
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Empirically, the study explores beyond the basic empirical findings of Wright‟s, by 

examining how such partisan behavior could be further conditioned by factors such as the 

severity of the unemployment problem, and the socioeconomic status of the voters.  

The above objectives thus guide our considerations for the most appropriate 

dependent variable(s) to use for the empirical models in this study: the effects of 

unemployment should be estimated for both the Democratic Party and the Republican 

Party, so that contrasts between the two retrospective behavioral patterns could be carried 

out systematically and intuitively. In addition, the dual party model design would be 

more useful to examine the variations in the partisan voting behavior as conditioned by 

factors such as income and the severity of the unemployment problem, patterns which 

may not be consistently or uniformly opposite between the two parties for the different 

income groups as unemployment increases.  

Based on the preceding arguments, we decide to adopt the dual party models for 

the empirical analysis on unemployment. The dependent variables are the Democratic 

incumbent party and the Republican incumbent party. Importantly, the dual party models 

could provide the necessary contrasts on the variations, if any, of the partisan effects of 

unemployment as conditioned by voter heterogeneity such as income levels.  

In the following section we discuss the partisan empirical models and the 

corresponding hypotheses on the electoral effects of unemployment. 
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2.2.2  Partisan Effects of Unemployment: Empirical Models 

 

The empirical analyses of this section serve two important objectives. The first 

objective is to test the three propositions of the partisan analytical model of 

unemployment as discussed in the previous section. The second objective is to assess the 

utility of objective unemployment data in producing statistically significant estimates that 

are consistent with the basic assumptions of the partisan model. With these two goals in 

mind, we estimate a series of empirical models on the effects of unemployment on the 

incumbent presidential party‟s vote share in presidential elections, using objective U.S. 

and county level unemployment data. (State level unemployment data are also used in 

one of the models.) 

 

Proposition 1: Unemployment has positive (negative) effects on the vote 

share of the Democratic (Republican) incumbent party. 

 

We test the first proposition by estimating the effects of U.S. unemployment on 

the incumbent presidential party percent of the state level vote for president for the period 

of 1952–2012. Specifically, we estimate two models – one for the Democratic incumbent 

party and the other for the Republican incumbent party. 
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where t = {1952, …, 2012}; SVote is the incumbent party‟s state level vote share 

in presidential election; i = {D, R} for the Democratic and Republican incumbent party, 

respectively; Unemp is the U.S. annual unemployment rate; Grow is U.S. annual growth; 

SVote_p is the incumbent party‟s state level vote share in the previous election; MVote is 

the incumbent party‟s state level vote share in the midterm election. The models imply 

that the estimates of the unemployment coefficients should be:   
  > 0,   

  < 0. 

 

The second pair of models estimates the effects of both U.S. and state 

unemployment on the incumbent presidential party percent of the state level vote for 

president for the period of 1980–2012.  
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where t = {1980, …, 2012}; SUnemp is state annual unemployment rate; SGrow 

is state annual growth; SVote, i, Unemp, Grow, SVote_p, and MVote as defined in 

equation (2.4). Likewise, the models imply that the estimates of the U.S. and state 

unemployment coefficients should be:   
  > 0,   

  < 0; and   
  > 0,   

  < 0. 

The results from the objective U.S. and state unemployment data are for testing 

the first proposition of the partisan analytical model on the effects of unemployment on 

election outcomes. The hypotheses are: 
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Hypothesis Coefficient Statistical Test 

H2.1: U.S. unemployment has a positive effect 

on the Democratic incumbent party percent of the 

state level vote for president. 

  
    

  > 0 

 

H2.2: U.S. unemployment has a negative effect 

on the Republican incumbent party percent of the 

state level vote for president. 

  
    

  < 0 

 

H2.3: State unemployment has a positive effect 

on the Democratic incumbent party percent of the 

state level vote for president. 

  
    

  > 0 

 

H2.4: State unemployment has a negative effect 

on the Republican incumbent party percent of the 

state level vote for president. 

  
    

  < 0 

 

 

 

Would inflation targeting policy neutralize the effect of unemployment in 

elections, just like it would on inflation, as hypothesized in this study? As discussed 

earlier, recent findings have shown “inflation-output costabilization” (IOCS), that is, 

inflation and output are simultaneously stabilized, in the United States since the mid-

1980s (Granato and Wong 2006; see also Clarida et al. 1998). The authors posit that the 

costabilization outcomes are a consequence of the inflation targeting policy. If this is the 

case, the electoral effects of unemployment may have diminished since the period of the 

stabilization of inflation and output, a conjecture not dissimilar to the assumption of the 
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depoliticization of inflation under inflation stabilization. To investigate this possibility, 

we estimate two sets of models.   

The first set of two models examines whether the neutralization of the electoral 

effects of unemployment, if any, applies to both the Democratic Party and the Republican 

Party. We estimate the effects of U.S. unemployment on the incumbent party percent of 

the state level vote for president by party (one for the Democratic Party and the other for 

the Republican Party), for the period of 1952 to 2012. Each of the two models includes an 

interaction term between U.S. unemployment and the dummy variable for the two 

periods: prior to 1988 and since 1988.  
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where t = {1952, …, 2012}; IOCS is the dummy variable for inflation-output 

costabilization (coded 0 for the period before IOCS: 1952–1984, and 1 for the period 

since IOCS: 1988–2012); SVote, i, Unemp, Grow, SVote_p, and MVote as defined in 

equation (2.4);              is the interaction term between U.S. unemployment and 

the dummy variable for inflation-output costabilization.  

The model for the Democratic Party implies a positive value for the coefficient of 

unemployment:   
  > 0; and a negative value for the coefficient of the interaction term: 

  
  < 0, if there is indeed a reduction in the effects of unemployment between the two 

periods. On the other hand, the model for the Republican Party implies a negative value 

for the coefficient of unemployment:   
  < 0; and a positive value for the coefficient of 
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the interaction term:   
  > 0, if there is likewise a reduction in the effects of 

unemployment between the two periods. 

We test the following hypotheses on the diminished electoral effects of 

unemployment since the simultaneous stabilization of inflation and output:  

 

Hypothesis Coefficient Statistical Test 

H2.5: The effect of U.S. unemployment on the 

Democratic incumbent party percent of the state 

level vote for president is diminished since the 

stabilization of inflation and output. 

  
    

  < 0 

H2.6: The effect of U.S. unemployment on the 

Republican incumbent party percent of the state 

level vote for president is diminished since the 

stabilization of inflation and output. 

  
    

  > 0 

 

 

The second set of two models is used to contrast the differences in the electoral 

effects, if any, of U.S. unemployment between the two periods. Specifically, we estimate 

the effects of U.S. unemployment on the incumbent party percent of the state level vote 

for president, for the two periods: 1952–1984, and 1988–2012, respectively. The model 

specifications are similar to equation (2.6) except now the interaction term is between 

U.S. unemployment and the dummy variable for the party of the incumbent for each of 

the two models. 
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where t = {1952, …, 2012}; p = {1 if 1952, …, 1984; 2 if 1988, …, 2012} for the 

two periods, respectively; Party is the dummy variable for the party of the incumbent 

(coded 0 for the Democratic Party, 1 for the Republican Party); SVote, Unemp, Grow, 

SVote_p, and MVote as defined in equation (2.4);               is the interaction term 

between U.S. unemployment and the dummy variable for the party of the incumbent.  

The models imply a positive value for the coefficient of unemployment (for 

      = 0, the Democratic incumbent party):   
 
 > 0, for all (p); and a negative value for 

the coefficient of the interaction term:   
 
 < 0, for all (p). 

Based on the estimates from the regression analysis in (2.7), we further obtain the 

linear projection of the predicted state level vote share for president for the two 

incumbent parties for each of the two periods: 1952–1984 and 1988–2012, respectively. 

The results will be graphically represented to provide a more intuitive contrast of the 

electoral effects of U.S. unemployment prior to, and since, the stabilization of inflation 

and output. 

The preceding analysis has important electoral implications with regard to 

monetary policy: does inflation targeting policy – and the stabilization of inflation and 

output as a possible result – help to neutralize the partisan effects of unemployment and 

make the unemployment issue irrelevant in election, just like what happens to inflation? 

Empirical evidence from political science, however, seems to be inconclusive as 
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discussed in the previous chapter. Moreover, the small number of studies that use 

objective unemployment data produce mixed or unfruitful results with regard to the 

relationship between unemployment and election outcomes.  

In light of the useful findings by Wright (2012) on the basic partisan effects of 

unemployment in elections using objective macroeconomic indicators, this study further 

investigates the factors that drive such partisan behavior of voters in their evaluations of 

the incumbent party with respect to unemployment. A simple answer to the question is 

issue ownership: voters perceive the Democratic Party more favorably in solving the 

unemployment problem than the Republican Party, as Wright (2012) concludes. But do 

all voters behave in the same way, or are there differences among voters of different 

socioeconomic status? Moreover, does the partisan behavior of voters change as contexts 

change, such as when the unemployment problem gets worse and becomes salient in 

elections? Finding answers to these questions could further our knowledge on the 

electoral implications of unemployment. 

 

Proposition 2: Unemployment has positive (negative) effects on the vote 

share of the Democratic (Republican) incumbent party for voters of 

different income levels. 

 

We investigate the second proposition on voter heterogeneity in terms of income 

differences with regard to the partisan effects of unemployment. The empirical analysis 

uses objective county level unemployment data for nine (9) presidential elections, from 

1980 to 2012. 
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 Equation (2.8) is the basic model for testing whether the county level data 

produce results that are consistent with the second proposition of the partisan model. It 

estimates the effects of county unemployment on the incumbent presidential party 

percent of the county level vote for president for the period of 1980–2012.  
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where t = {1980, …, 2012}; CVote is the incumbent party‟s county level vote 

share in presidential election; CUnemp is county annual unemployment rate; CVote_p is 

the incumbent party‟s county level vote share in the previous election; i and SGrow as 

defined in equation (2.5). The models imply that the estimates of the county 

unemployment coefficients should be:   
  > 0,   

  < 0.  

To determine whether income levels moderate the partisan effects of 

unemployment in elections, we estimate the effects of county unemployment on the 

incumbent presidential party percent of the county level vote for president by the levels 

of county income for the period of 1980–2012. Specifically, the analysis examines 

whether there are differences in the partisan effects of unemployment – both the direction 

(that is, the sign of the coefficient) and the magnitude – among the various county income 

levels.  
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where t = {1980, …, 2012}; j = {1, 2, 3} for low, middle, and high county income 

level, respectively; CVote, i, CUnemp, SGrow, and CVote_p as defined in equation (2.8). 

The models imply that the estimates of the county unemployment coefficients by county 

income levels should be:   
    > 0,   

   
 < 0. 

The above two sets of models are used to test the following hypotheses: 

 

Hypothesis Coefficient Statistical Test 

H2.7: County unemployment has a significant 

positive effect on the Democratic incumbent 

party percent of the county level vote for 

president. 

  
    

  > 0 

 

H2.8: County unemployment has a significant 

negative effect on the Republican incumbent 

party percent of the county level vote for 

president. 

  
    

  < 0 

 

H2.9: County unemployment has significant 

positive effects on the Democratic incumbent 

party percent of the county level vote for 

president, for counties of low, middle, and high 

income levels. 

  
   

   
   

 > 0,  

for all j 

 

H2.10: County unemployment has significant 

negative effects on the Republican incumbent 

party percent of the county level vote for 

president, for counties of low, middle, and high 

  
   

   
   

 < 0,  

for all j 
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income levels. 

 

 

The results from equation (2.9) will provide a good indication as to whether 

income levels moderate the partisan behavior of voters with respect to unemployment. 

Assuming the preliminary results show that there are variations between income levels, 

the next step is to examine these variations in more details in a systematic way.   
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2.2.3  Income and Partisan Effects of Unemployment: Empirical Models 

 

 The assumption that voters‟ economic circumstances in terms of income can 

influence their voting behavior pertaining to unemployment has important electoral and 

policy implications. Electorally, the query can lead to a deeper understanding on the 

variations of the partisan effects of unemployment of the electorate. Policy wise, the 

investigation helps to shed light on the gaps or shortfall of monetary policy in meeting 

the diverse needs among the different segments of the population. This segment outlines 

the methods for analyzing the group dynamics that shape the partisan effects of 

unemployment on election outcomes. 

 

Proposition 3: High level of unemployment (defined as above the natural 

rate) has positive (negative) effects on the vote share of the Democratic 

(Republican) incumbent party and the effects are larger for lower income 

voters relative to higher income voters. 

 

The proposed analysis outlined below serve another important objective: to 

illustrate the applications of the partisan model of unemployment in various empirical 

analyses on vote share and discrete choice, and the findings, in turn, can serve as more 

rigorous tests of the underlying assumptions of the partisan model. The analysis will also 

help to determine the usefulness of macroeconomic unemployment indicators in 

producing meaningful and sophisticated analyses that are otherwise not possible in earlier 

studies using objective unemployment data. 
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The first set of analyses are two vote share models on the incumbent party percent 

of the county vote share for president for the period 1980 to 2012 for the Democratic 

Party and Republican Party, respectively. Each of the two models includes an interaction 

term between county unemployment and the dummy variable for county income levels 

(coded 1 for low income level, 2 for middle income level, and 3 for high income level).  
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where t = {1980, …, 2012}; CVote, i, j, CUnemp, SGrow, and CVote_p as defined 

in equation (2.9);        is county unemployment and        is the dummy variable 

for county income levels and                 is the interaction term between them.  

The model for the Democratic Party predicts a positive value for the coefficient of 

county unemployment for the low income counties:   
   

 > 0; and negative values for the 

coefficients of the interaction term for the middle income counties and high income 

counties –   
   

 < 0 and   
   

 < 0 – respectively, relative to the low income counties (the 

base group). The model implies that the positive effects of unemployment on the vote 

share of the Democratic incumbent party decrease as the income level of the counties gets 

higher.  

On the other hand, the model for the Republican Party predicts a negative value 

for the coefficient of county unemployment for the low income counties:   
   

 < 0; and 

positive values for the coefficients of the interaction term for the middle income counties 

and high income counties –   
   

 > 0 and   
   

 > 0 – respectively, relative to the low 
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income counties (the base group). The model implies that the negative effects of 

unemployment on the vote share of the Republican incumbent party decrease as the 

income level of the counties gets higher. 

To substantiate the above regression results and to make the findings more 

concrete, we conduct two additional analyses and present the results graphically for more 

intuitive contrasts between the county income groups. The first analysis is on the point 

estimates of the coefficients (that is, the slopes) of the three county income groups. Base 

on the model specifications in equation (2.10), we estimate the average marginal effects 

of the instantaneous changes of county unemployment on the county level vote share by 

income levels to contrast the directions and magnitudes of the effects of unemployment 

for Democratic incumbents and Republican incumbents.
13

 

The second analysis is on whether the differences between the county income 

groups are consistent as county unemployment increases. Again, based on the model 

specifications in equation (2.10), we will estimate the linear projection of the predicted 

county level vote share of each of the county income levels for all the values of county 

unemployment. 

Next, to examine whether the variations in the partisan effects of unemployment 

as conditioned by income levels change when the level of unemployment is high, we 

estimate another set of models with the same specifications as equation (2.10) but the 

                                                           
13

 The average marginal effect of an independent variable on the expected change in the dependent variable 

is an estimate of a population-averaged marginal effect. Specifically, the estimate is averaged across the 

observed values of all the other independent variables. The average marginal effect is a more realistic 

estimate than the more restrictive marginal effect estimate which holds all the other independent variables 

at their mean values (see Bartus 2005). 
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sample is for counties with unemployment above the natural rate (about 5-6 percent). 
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All the variables, i, and j as defined in equation (2.10), except now the 

coefficients are expressed as the capital letter  . 

Similar to equation (2.10), equation (2.11) implies that the positive effects of high 

unemployment on the vote share of the Democratic incumbent party decrease as the 

income level of the counties gets higher. Specifically, the model predicts   
   

 > 0 for the 

low income counties, and   
   

 < 0 and   
   

 < 0, for the coefficients of the interaction 

term for the middle income counties and high income counties, respectively, relative to 

the low income counties. On the other hand, the model implies that the negative effects of 

high unemployment on the vote share of the Republican incumbent party decrease as the 

income level of the counties increases. Specifically, the model predicts   
   

 < 0 for the 

low income counties, and   
   

 > 0 and   
   

 > 0, for the coefficients of the interaction 

term for the middle income counties and high income counties, respectively, relative to 

the low income counties.  

Likewise, we carry out the additional analyses of the point estimates of the 

coefficients of the three county income groups, and the linear projection of the predicted 

county level vote share of each of the county income levels for all values of high county 

unemployment, based on the model specifications in equation (2.11). 

Altogether, the four vote share models on county unemployment and income 
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levels are used to test the following hypotheses: 

 

Hypothesis Coefficient Statistical Test 

H2.11: The positive effects of county 

unemployment on the Democratic incumbent 

party percent of the county level vote for 

president are smaller for middle and high income 

counties, respectively, relative to low income 

counties. 

  
   

;  

  
   

 

  
   

 < 0; 

  
   

 < 0 

 

H2.12: The negative effects of county 

unemployment on the Republican incumbent 

party percent of the county level vote for 

president are smaller for middle and high income 

counties, respectively, relative to low income 

counties.  

  
   

; 

  
   

 

  
   

 > 0; 

  
   

 > 0 

 

H2.13: The positive effects of high county 

unemployment on the Democratic incumbent 

party percent of the county level vote for 

president are smaller for middle and high income 

counties, respectively, relative to low income 

counties. 

  
   

;  

  
   

 

  
   

 < 0; 

  
   

 < 0 

 

H2.14: The negative effects of high county 

unemployment on the Republican incumbent 

party percent of the county level vote for 

president are smaller for middle and high income 

counties, respectively, relative to low income 

  
   

; 

  
   

 

  
   

 > 0; 

  
   

 > 0 
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counties.  

 

 

In light of the less than satisfactory results in using objective unemployment data 

to predict vote shares in many earlier studies, this study devises a second, alternative 

approach to predict the vote choice, instead of the vote share, for the models. The 

rationale is that the alternative approach would be useful in examining the behavioral 

characteristics for a discrete change of the dependent variable – in this case, vote choice – 

and thus may provide useful insights on the partisan effects of unemployment across 

different income levels that are otherwise not possible with the vote share estimates.  

To convert the continuous dependence variable of county level vote share to a 

binary dependent variable, we create a new variable, CVote_c, for county level vote 

choice for president. The variable CVote_c is coded 1 if the county level vote share of the 

incumbent party is larger than the vote share of the party of the challenger, 0 otherwise. 

We then estimate two sets of logit models for the binary dependent variable, county level 

vote choice. The specifications of the models are similar to equation (2.10) and (2.11), 

with all the independent variables on the right-hand-side of the equations remain the 

same.  

Equation (2.12) is the first set of the logit models on the likelihood of the county 

level vote choice for president for the Democratic incumbent party and the Republican 

incumbent party, respectively, for the period 1980 to 2012.  
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where ln(p/(1-p)) is the natural log of odds;         is the county level vote 

choice for president (coded 1 if the county level vote share of the incumbent party is 

larger than the vote share of the party of the challenger, 0 otherwise); all the independent 

variables, i, and j as defined in equation (2.10), except now the coefficients are expressed 

as the letter  . 

The model for the Democratic incumbent party predicts a positive value for the 

coefficient of county unemployment for the low income counties:   
   

 > 0; and negative 

values for the coefficients of the interaction term for the middle income counties and high 

income counties –   
   

 < 0 and   
   

 < 0 – respectively, relative to the low income 

counties. The model implies that the positive effects of unemployment on the log odds of 

the Democratic incumbent party‟s county level vote for president decrease as the income 

level of the counties gets higher.  

The reverse is true for the Republican incumbent party, in which the model 

predicts a negative value for the coefficient of county unemployment for the low income 

counties:   
   

 < 0; and positive values for the coefficients of the interaction term for the 

middle income counties and high income counties –   
   

 > 0 and   
   

 > 0 – 

respectively, relative to the low income counties. The model implies that the negative 

effects of unemployment on the log odds of the Republican incumbent party‟s county 

level vote for president decrease as the income level of the counties gets higher. 



77 

 

For more intuitive interpretations of the findings, we further estimate the 

predicted probability of the vote choice instead of the less intuitive log odds, based on the 

model specifications in equation (2.12). First, we estimate the average marginal effects of 

the instantaneous changes of county unemployment on the probability of the county level 

vote choice by income levels. Next, we further estimate the predictive margins for each 

of the county income groups for all the values of county unemployment at intervals of 

one percentage point in order to determine any structural changes in the effects as 

unemployment increases. We then graphically present the results for the two analyses.  

Last, we estimate another set of logit models with the same specifications as 

equation (2.12) but the sample is for counties with unemployment above the natural rate 

(about 5-6 percent). 
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All the variables, i, and j as defined in equation (2.12), except now the 

coefficients are expressed as the capital letter  . 

Similar to equation (2.12), equation (2.13) implies that the positive effects of high 

unemployment on the log odds of the Democratic incumbent party‟s county level vote for 

president decrease as the income level of the counties gets higher. Specifically, the model 

predicts   
   

 > 0 for the low income counties, and   
   

 < 0 and   
   

 < 0, for the 

coefficients of the interaction term for the middle income counties and high income 
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counties, respectively, relative to the low income counties. On the other hand, the model 

implies that the negative effects of high unemployment on the log odds of the Republican 

incumbent party‟s county level vote for president decrease as the income level of the 

counties increases. Specifically, the model predicts   
   

 < 0 for the low income counties, 

and   
   

 > 0 and   
   

 > 0, for the coefficients of the interaction term for the middle 

income counties and high income counties, respectively, relative to the low income 

counties.  

Likewise, we carry out the additional analyses of the average marginal effects of 

the instantaneous changes of high county unemployment on the probability of the county 

level vote choice by income levels, and the predictive margins for each of the county 

income groups for all the values of high county unemployment at intervals of one 

percentage point, based on the model specifications in equation (2.13). 

Altogether, the four discrete choice models on county unemployment and income 

levels are used to test the following hypotheses: 

 

Hypothesis Coefficient Statistical Test 

H2.15: The positive effects of county 

unemployment on the log odds of the Democratic 

incumbent party‟s county level vote for president 

are smaller for middle and high income counties, 

respectively, relative to low income counties. 

  
   

;  

  
   

 

  
   

 < 0; 

  
   

 < 0 

 

H2.16: The negative effects of county 

unemployment on the log odds of the Republican 

  
   

; 

  
   

 

  
   

 > 0; 

  
   

 > 0 
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incumbent party‟s county level vote for president 

are smaller for middle and high income counties, 

respectively, relative to low income counties.  

 

H2.17: The positive effects of high county 

unemployment on the log odds of the Democratic 

incumbent party‟s county level vote for president 

are smaller for middle and high income counties, 

respectively, relative to low income counties. 

  
   

;  

  
   

 

  
   

 < 0; 

  
   

 < 0 

 

H2.18: The negative effects of high county 

unemployment on the log odds of the Republican 

incumbent party‟s county level vote for president 

are smaller for middle and high income counties, 

respectively, relative to low income counties.  

  
   

; 

  
   

 

  
   

 > 0; 

  
   

 > 0 
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2.3  Data and Measurements 

 

 This section discusses some important issues on the data and measurements of the 

study in relation to: 1) unemployment data; 2) county level samples; and 3) 

operationalization of county income. 

 

Unemployment Data 

 

 All U.S., county, and state unemployment data used in the empirical models are 

annual data. The approach is consistent with the standard in the retrospective voting 

literature where annual data of the election year are used (see Achen 2013: 2). On the 

contrary, Wright (2012) uses two different unemployment measurements in his analysis: 

the unemployment rate in the county in October of the election year, and the change in 

unemployment from January to October of the election year. Wright‟s choices of the 

unemployment data are consistent with the conventional wisdom that most voters make 

their voting decisions based on recent economic conditions. The author, however, does 

not make any claims that the two forms of data he uses are superior to annual data. There 

is another justification for using annual unemployment data in this study: the original 

RPT framework in Alesina and Rosenthal (1995) uses mostly annual data (mainly growth 

in election year) for its empirical analysis. Since we also include growth as an 

independent variable in all the retrospective voting models in this study, we thus use 

annual data for both growth and unemployment for consistency. 

The subsample for high unemployment for the county level models is obtained by 
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omitting the observations with county level unemployment rates equal to or below the 

U.S. natural rate of unemployment, which ranges between 5.0 and 6.2 percent for the 

election years between 1980 and 2012. The data for the U.S. natural rate of 

unemployment (annual) are obtained from the Federal Reserve Bank of St. Louis. 

 

County Level Samples 

 

 The county level samples used in the presidential election models are for the 

period of 1980 to 2012, or a total of nine (9) presidential elections. The Bureau of Labor 

Statistics (BLS) provides publicly available official unemployment data at the county 

level from the year 1990 onwards. This author makes a written request to the BLS for 

more historical data and obtains from the BLS additional county unemployment data for 

the period of 1976 to 1989. According to the BLS, 1976 is the earliest year that the 

county unemployment data are available from them. In addition, official state level 

growth data by the Bureau of Economic Analysis (BEA) only date back to 1978. Since 

state growth is one of the independent variables in the presidential voting models, hence 

the time period for the county level models in this study can only start from the 1980 

election instead of the 1976 election. The total sample size for the county level models is 

27,979.
14

 To the best of our knowledge, the county level sample used in this study is the 

largest and most up-to-date one can find in the economic voting literature.  

                                                           
14

 In comparison, the county level model for presidential elections of 1996–2008 in Wright (2012) has a 

total sample size of 12,444.  
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Operationalization of County Income 

 

One of the main contributions of the study is the analysis of group level dynamics 

in economic voting by means of income. Although Wright (2012) uses county median 

household income as a control variable for his key presidential election models, the 

variable is statistically insignificant. This study, in contrast, takes a more systematic 

approach to analyze the conditioning effects of income on unemployment. Since county 

median household income data are unavailable for all the election years being analyzed in 

the current study, we use county per capita personal income in the analysis.
15,

 
16 

The study 

applies a certain classification scheme for the county level income data that is broadly 

consistent with the approach used by another study in the economic voting literature 

(Palmer and Whitten 2011). In operationalizing the county income variable – which is not 

price-adjusted – we are mindful not to fall into the trap of regressing on variables that are 

based on problematic coding (see, for example, the discussion in Granato et al. 1996: 

692). 

                                                           
15

 The county per capita personal income data are obtained from the Bureau of Economic Analysis. The 

county median household income data for some years can be obtained from the U.S. Census Bureau and the 

American Community Survey. 

16
 With regard to which type of income data is a more reliable indicator of standards of living, Sowell 

(2011) argues that household income statistics could be misleading since households vary in size over the 

years. He shows that not only the average number of persons per household has decreased over time but 

household size also varies from one racial group to another at a given time. On the contrary, per capita 

income data are more reliable since an individual is a consistent unit measurement across time and groups 

(141). 
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In their study, Palmer and Whitten examine the support of the Labour Party 

government by the British electorate across income groups for the period of 2004 to 

2009. The authors conceptualize a theory of income group level dynamics for advanced 

industrial democracies whereby citizens‟ differing income/skill levels shape their 

preferences on employment policies of the political parties. Their theoretical framework 

depicts an S-shape income function characterized by the lower and upper ends of the 

percentile rank range, and a large segment for the middle income population. Based on 

this broad-based conceptualization, the authors divide their sample into three income 

groups for analytical purposes: the highest 25%, the lowest 25%, and the middle 50% 

(430-1). To operationalize the income variable, they code those respondents whose 

annual income are £14,999 or below as “low income”, those with annual income of 

£15,000 to £39,999 as “middle income”, and those of annual income £40,000 or more as 

“high income”. The classification scheme yields a breakdown of 26%, 52% and 23% that 

are consistently close to the “desired 25/50/25 breakdown” for the income groups, as 

according to the authors (431).  

For the current research, we adopt the general approach used by Palmer and 

Whitten in classifying income groups among the populations for advanced industrial 

democracies such as the UK – and similarly for the United States in this study – based on 

the 25/50/25 classification scheme. However, our attempt to operationalize the income 

variable is complicated by two factors. First, our county level sample spans across three 

decades, from 1980 to 2012, and thus the effects of inflation on income for such a long 

period of time will need to be addressed. (In contrast, the UK study does not elaborate on 

whether the income data used in its income group classification are nominal or price-
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adjusted. The authors, perhaps, consider that the effect of inflation for the short period of 

time of 2004–2009 in the UK context is not substantial enough to warrant price 

adjustment.) Second, the county level per capita personal income data used in this study 

are not inflation-adjusted; inflation-adjusted estimates are not available from the BEA, 

the source of the county income data.
17

  

Given the constraints we face with regard to the county level income estimates, 

we are not able to operationalize the income level variable similar to the method used by 

Palmer and Whitten based on pre-defined annual income brackets. To do so would imply 

that a certain per capita personal income range, say $6,999 or below for the low income 

group in 1980 dollars is no different to the same income range in 2012 dollars, without 

considering the effects of inflation over time. For the above reason, this study adopts the 

alternative approach of ranking the county per capita personal income for each election 

year in the sample as the basis for the income classification. Specifically, the independent 

variable, county per capita personal income, is operationalized as a dummy variable, 

Income, of three categories: Income=1 for low income counties with per capita income in 

the first quartile for a particular election year (t), Income=2 for middle income counties 

with per capita income between the second and the third quartiles for that same election 

year (t), and Income=3 for high income counties with per capita income in the fourth 

quartile for the same election year (t). The same income coding scheme is applied to each 

election year in the model. 

The main benefits of the income classification approach in this study are that it is 

                                                           
17

 In its response to the written request from this author, the BEA indicates that it only produces real, price-

adjusted estimates on income for states and metropolitan areas for 2008–2012.  
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generally consistent to the desired 25/50/25 breakdown for the income groups, and it 

indirectly addresses the effects of inflation on income, given the lack of price-adjusted 

county income data. A key disadvantage of the method, however, is that the classification 

is less precise for the low/middle/high income groups as compared to the classification 

approach based on pre-defined income brackets should price-adjusted income data are 

available.  

 

 The summary for all the data used in this study, and the sources of the data, are 

provided in Table A-1 in Appendix A.  
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CHAPTER 3 

 

INFLATION TARGETING AND THE MIDTERM ELECTION CYCLE 

 

This chapter presents the empirical analysis pertaining to inflation policy under 

inflation targeting and its implications on the midterm election cycle. The first section 

determines the structural change in inflation persistence as a result of inflation targeting 

policy. The second section analyzes the diminished inflation shock in midterm elections 

caused by the structural change in inflation persistence. The third section estimates the 

diminished effects of inflation in midterm elections under the inflation targeting regime. 

The last section summarizes the findings. 
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3.1  Inflation Persistence under Inflation Targeting 

 

The descriptive statistics for the variables used in the inflation persistence models 

presented in this section can be found in Table B-1 in the Appendix. 

 

First, there is strong evidence of a structural break in inflation persistence in the 

United States. Figure 3.1 presents the rolling regression results of inflation  from 1950 to 

2010, based on equation (1.1). Three estimated paths of inflation persistence (Φ1) are 

presented for the rolling windows of 32 quarters (221 observations), 40 quarters (213 

observations), and 48 quarters (205 observations), respectively. The figure shows a 

pattern of time variation broadly consistent with the policy shift hypothesis of this study: 

inflation persistence is high, and fluctuating between 0.7 and 1.0 along the scale of 

persistence (on the y-axis), during the 1960s and the 1970s. The high level of inflation 

persistence coincides with the discretionary policy on inflation for that period. On the 

other hand, inflation persistence has been substantially reduced to 0.5 or lower since the 

early 1980s. In particular, we observe structural breaks in all three rolling regressions in 

the early 1980s, when inflation targeting policy begins to take hold in the United States 

(see Beechey and Österholm 2012; Granato and Wong 2006). The big decrease in 

inflation persistence coincides with the disinflation policy under former Federal Reserve 

Chairman Paul Volcker, which contributes to the end of high levels of inflation seen in 

the preceding two decades. The trend of low inflation persistence continues to these days 

as the Federal Reserve‟s commitment to keep inflation low remains strong, if not 

strengthened, since Volcker‟s time.   
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Figure 3.1  Rolling Inflation Persistence, 1950–2010 

 

 
  

 

 

Further parameter instability diagnoses are carried out to determine the precise 

structural break on inflation persistence, Φ1. Two such tests are used: the Quandt-

Andrews test and the rolling Wald breakpoint test. Figure 3.2 presents the results of the 

Quandt-Andrews test of the stability of parameter at some unknown breakpoint for a time 

series sample of inflation from 1950Q1 to 2012Q4.
18

 The two summary statistics – the 

                                                           
18

 In the Quandt-Andrews test, a single Chow breakpoint test is performed at every observation between 

two dates, χ1 and χ2. The k statistics from these Chow tests are summarized into one test statistic for a 

further test against the null hypothesis that there is no breakpoint between χ1 and χ2. The test reports two 

statistics: one is the Wald F-statistic which is computed from a standard Wald test of the restriction that the 

coefficients of the parameters to be tested are identical for all subsamples; the other is the Likelihood Ratio 
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Maximum Wald F-statistic and Maximum Likelihood Ratio F-statistic (they are simply 

the maximums of the individual Chow F-statistics) – are both significant at the p < .001 

level at 1981Q4, the most plausible breakpoint. 

Figure 3.2 also shows the rolling Wald breakpoint test of the same sample of 

inflation time series. Similar to the findings of the Quandt-Andrews test, the rolling Wald 

test result indicates a pronounced spike at around 1981, thus confirming the structural 

breakpoint of inflation persistence as determined in the preceding analysis.  

 

Figure 3.2  Inflation Persistence – Tests of Structural Break 

 

 

 

 

 

 

 

 

 

 

Based on the significant results of the rolling window regressions and the 

parameter instability breakpoint tests, we reject the null hypothesis (H1.1) that there is 

no structural change in inflation persistence (Φ1) given the shift from discretionary 

                                                                                                                                                                             
F-statistic which compares the restricted and unrestricted sums of squared residuals of the pooled model 

and subperiod models, respectively (see Andrews 1993). 



90 

 

policy to policy rule for the period 1950–2010.  

 

The results on inflation persistence are consistent with the history of monetary 

policy of the United States in the past fifty years. Inflation policy is discretionary and 

there is a lack of commitment to a low inflation target on the part of the policymakers in 

the 1960s and 1970s. However, since the early 1980s the Federal Reserve has gradually 

shifted to an inflation targeting regime to focus on stabilizing inflation. U.S. inflation 

policy in recent times, therefore, follows a policy rule. The findings suggest a strong 

linkage between the Federal Reserve‟s stabilization preferences and inflation persistence.  

In the next section, we apply the findings of the inflation persistence – that there 

is a structural change at around the 1982 midterm election – to the alternative RPT 

analytical model on inflation shocks as developed in this study. 
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3.2  Inflation Shock under Policy Rule 

 

The descriptive statistics for the variables used in the inflation shock models 

presented in this section can be found in Table B-1 in the Appendix. 

 

Based on the inflation persistence results from the preceding section, we choose 

the 1982 midterm election as the structural breakpoint for the policy shift to inflation 

targeting in the inflation shock analysis in this section.  

Specifically, we operationalize the inflation targeting policy indicator, IT, in 

equation (1.24) as follows: 

IT: coded 0 for non-inflation targeting policy period of 1962–1978; coded 1 for 

inflation targeting policy period of 1982–2010. 

Likewise, we specify the inflation targeting policy subperiods indicator, T, in 

equation (1.26) as follows: 

T = 2 for the non-inflation targeting policy period of 1962–1978 (Pre-IT); T = 3 

for the inflation targeting policy period of 1982–2010 (IT). 

Table 3.1 presents the results of the OLS regression analyses of equations (1.24) 

and (1.26) on the effects of inflation shocks on growth in midterm elections for the period 

of 1962 to 2010. First, the results of the restricted model (I) indicate that inflation shock 

in midterm election is associated with a -1.883 percentage point change on growth (which 

translates to a positive change if the incumbent is Democrat and a negative one if 

Republican, as implied by the model), on average, and the difference is statistically 

significant at the p < 0.01 level. The constant term is the natural rate of growth which, at 
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2.983 percent, is similar to the average historical rate for the post-WWII period in the 

United States, and it is statistically significant at the p < 0.001 level. The restricted 

model‟s estimate is consistent with the Rational Partisan Business Cycle theory that 

inflation shocks in the United States follow the midterm election cycle. 

 

Table 3.1  Effects of Inflation Shock on Growth in Midterm Elections, 1962–2010 

 

 I II III IV 

 1962–2010 1962–2010 1962–1978 1982–2010 

Inflation shock in midterm -1.883 ** -3.125    ** -3.125 ** -1.017  

(  
 , λ1,   

 
,   

 ) (0.485)  (0.680)      (0.227)  (0.653)  

Inflation targeting (0=non-IT; 1=IT) -  -0.358     -  -  

(λ2)   (0.870)          

Inflation shock x Inflation targeting -  2.108    * -  -  

(λ3)   (0.870)           

Natural growth (constant)  2.983 *** 2.975    ** 2.975 ** 2.617 ** 

(  
 , λ0,   

 
,   

 ) (0.485)  (0.680)       (0.227)  (0.653)  

N 13  13  5  8  

R2 0.578  0.748  0.984  0.288  

F-statistic 15.07 ** 8.92 ** 188.76 *** 2.42  

Jarque-Bera test 0.830  -  0.536  2.034  

White‟s test 0.677  -  0.266  0.956  

Akaike information criterion 4.091  -  1.734  4.214  

Schwarz criterion 4.178  -  1.578  4.234  

* p < 0.05, ** p < 0.01, *** p < 0.001. 

Standard errors are in parentheses.  

 

 

Model (II), the piecewise model, however, indicates that the effects of the 
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inflation shock on growth are not the same under the discretionary policy and the policy 

rule. The results show that inflation shock in midterm election has a large effect (-3.125 

percentage points) on growth under the non-inflation targeting policy, on average, and the 

coefficient is statistically significant at the p < 0.01 level. However, the effect is 

substantially reduced by 2.108 percentage points under the inflation targeting policy, as 

shown by the coefficient of the interaction term between the inflation shock and the 

inflation targeting policy indicator. The coefficient is statistically significant at the p < 

0.05 level. The results imply parameter instability on the effects of the inflation shock as 

the result of the policy shift from discretionary policy to inflation targeting.  

 

Therefore, we reject the null hypothesis (H1.2) that the effects of the inflation 

shock on growth in midterm elections are not different between the non-inflation 

targeting policy and the inflation targeting policy (λ3 ≠ 0). 

 

The restricted RPT model (I) is based on all 13 midterm elections with the 

assumption of temporal homogeneity for the inflation shocks (  
 ) as well as the natural 

rates of growth (  
 ) for the whole period. Specifically, it imposes the restrictions:   

  =   
 

 

=   
 , and   

  =   
 

 =   
 , that is, the regressions of the two subperiods are no different 

from that of the whole period.
19

 However, the results from the two unrestricted models 

(III) and (IV) in Table 3.1 are not consistent with the temporal homogeneity assumption. 

The unrestricted models suggest that the relationship between inflation shock and growth 

at midterm election is not the same between the two policy subperiods. Similar to the 

                                                           
19

 See Gujarati (2003: 317-9) for a conceptual discussion of the regression technique. 
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result in the piecewise model, the model of the subperiod 1962–1978 shows that the 

inflation shock in midterm election is associated with -3.125 percentage points change, 

on average, on growth. The coefficient is statistically significant at the p < 0.01 level. On 

the contrary, there is a much smaller effect of the inflation shock on growth – only -1.017 

percentage points change, on average – for the model of the subperiod 1982–2010. More 

important, the coefficient is statistically insignificant at the p < 0.05 level.  

We also conduct residual diagnostics for the three bivariate regressions. The 

results of both the Jarque-Bera test on normality and the White‟s heteroscedasticity test 

are statistically insignificant, indicating that omitted variable bias and error variance are 

not problematic for the bivariate models.  

In terms of the goodness of fit, the model of the subperiod 1962–1978 performs 

very well. The overall model (specifically, the explanatory variable, inflation shock) 

explains over 98 percent of the variance of the dependent variable, growth. The overall 

model has an F-statistic value of 189 which is significant at the p < 0.001 level. The 

model‟s excellent goodness of fit, despite its small sample size of five, is not surprising 

since the discretionary policy of that subperiod fits squarely with the theoretical 

assumption of the expectation-augmented – Lucas aggregate supply curve of equation 

(1.2), which posits that the deviation from the natural growth is the function of the 

difference between the actual inflation and the expected inflation (that is, the inflation 

shock). In comparison, the model of the subperiod 1982–2010 has a small R
2
 value 

(0.29), and the F-statistic (2.42) of the overall model is statistically insignificant, 

indicating the lack of goodness of fit for the model of the policy rule subperiod.  

Two additional statistics of information criteria to compare the goodness of fit of 
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the three models are also provided: Akaike Information Criterion (AIC) and Schwartz 

Criterion (SC). The smaller the value of the information criterion, the better the model‟s 

goodness of fit.
20

 For our purpose, the use of the information criteria is not so much for 

model selection (since the three estimated models have the same specifications) but rather 

the contrast of the goodness of fit of the individual models. Of particular interest is the 

difference between the two unrestricted models: the values of the two information criteria 

statistics for the model of the subperiod 1962–1978 are much smaller than those of the 

model for the subperiod 1982–2010. In sum, the results of the goodness of fit strongly 

suggest that inflation shock has lost much of its explanatory power about growth at 

midterm elections under the inflation targeting policy era. 

 

Based on the above results, we reject the null hypothesis (H1.3) that inflation 

shock has no significant effect on growth in midterm election under discretionary policy  

(  
  ≠ 0). On the other hand, we fail to reject the null hypothesis (H1.4) that inflation 

shock has no significant effect on growth in midterm election under inflation targeting 

policy (  
  = 0).  

 

In addition, Table 3.2 shows the results of the statistical tests for parameter 

stability on the error terms using the Chow breakpoint test. The null hypothesis of the 

Chow test is that there is no structural change for the inflation shock parameter at 1982. 

The test reports the F-statistic, which compares the restricted and unrestricted sum of 

                                                           
20

 For discussions on the concepts of information criterion and model fit (with a focus on Akaike 

Information Criterion), see Akaike (1973, 1981).   
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squared residuals (RSS) based on a single breakpoint (as in this case) or multiple 

breakpoints (Chow 1960).
21

 The F-statistic is appropriate for linear regression and small 

sample size like ours. In addition, we include two other common Chow test statistics that 

follow the chi-square distribution – the (log) likelihood ratio and Wald.
22

 All three test 

statistics are significant at the p < 0.05 level. The Chow tests thus reject the null 

hypothesis that there is no structural change for the inflation shock parameter at 1982. 

 

Table 3.2  Chow Breakpoint Tests for Inflation Shock on Growth in 

Midterm Elections, 1962–2010 

 

Null Hypothesis: No structural break at 1982 

Varying Regressor: Inflation shock (  
 )  

Equation Sample: 1962–2010 (n1=5, n2=8) 

F-statistic 6.457  Prob. F(1,10) 0.029 

Log likelihood ratio 6.476  Prob. Chi-Square(1) 0.011 

Wald statistic  6.457  Prob. Chi-Square(1) 0.011 

          
 

 

The implications of the preceding analysis are perhaps best illustrated graphically. 

                                                           
21

 The Chow test assumes that ԑ1t ~ N(0, σ
2
) and ԑ2t ~ N(0, σ

2
), that is, the two error terms of the two 

subperiod regressions are normally distributed with the same (homoscedastic) variance; and ԑ1t and ԑ2t are 

independently distributed.  The F-statistic follows the F distribution, with k number of parameters estimated 

and (n1 + n2 -2k) degree of freedom (where n1 and n2 are the sample sizes of the two regressions). 

22
 The log likelihood ratio statistic compares the restricted and unrestricted maximums of the (Gaussian) 

log likelihood function. The Wald statistic is based on a standard Wald test for the restriction that the 

coefficients on the equation parameters are the same in all subsamples (see Buse 1982; Gujarati 2003). 
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Figure 3.3 compares the estimated regression lines of inflation shock on growth in 

midterm elections between the two policy subperiods based on the results in Table 3.1. 

The fitted line on the left-hand panel depicts the scenario of the discretionary policy for 

the subperiod 1962–1978. The large downward slope implies that inflation shock at 

midterm elections under a Democratic administration is positive and is associated with 

higher growth. On the other hand, inflation shock at midterm elections under a 

Republican administration is negative and is associated with lower growth. Because of 

the large differences in the partisan inflation shocks during this policy period, there are 

large fluctuations in growth – between the range of appropriately zero percent and six 

percent. The patterns are consistent with the RPBC theory in that the uncertainty about 

the electoral outcomes and partisan differences in economic policy produce booms 

following victories of left-wing parties and downturns following victories of right-wing 

ones. 

In contrast, the slope of the fitted line for the policy subperiod 1982–2010 of the 

policy rule is much flatter than the one of the previous period, implying a drastically 

diminished inflation shock during this period. Growth during midterm elections in this 

period is also less volatile, about the range of between two percent and four percent, 

which is near to the natural rate of growth. The results are consistent with this study‟s 

hypothesis that a shift from the discretionary policy on inflation to the one that is based 

on policy rule under inflation targeting has a stabilizing effect on the economy with 

reduced inflation shocks during midterm elections, regardless of which political party is 

in power.  
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Figure 3.3  Estimated Regression Lines: Effects of Inflation Shock on Growth in 

Midterm Elections, 1962–2010 

 

 
Equation Growth = 2.975 - 3.125(inflation shock) Growth = 2.617 – 1.017(inflation shock) 

S.E         (0.227) (0.227)         (0.653) (0.653) 

p-value          0.001   0.001          0.007   0.172 

 

 

Could the diminished inflation shock be the result of the unilateral change in 

policy by either of the two political parties? The answer is no. This can be explained by 

the fact that the reduction of the slope of the fitted line comes from both ends – that is, 

there are similar decreases in the positive shock and the negative shock. Should the 

decrease of the inflation shock be caused by a policy change of one of the political 

parties, the magnitudes of the positive and negative shock reductions would be less 

symmetrical than those observed here. As this study argues, the most plausible cause of 

the diminished inflation shock is the long-term commitment to stabilize inflation by an 

independent policymaker, in this case, the Federal Reserve.  
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The preceding discussions make the case for the notion that lower inflation 

persistence due to inflation targeting policy has a neutralizing effect on the inflation 

shock in midterm election by reducing its magnitude. The study, therefore, makes a 

theoretical contribution to the RPT analytical framework on the partisan inflation shock 

with the special case based on the policy rule assumption. 

In the next section, we further investigate the alternative inflation shock model‟s 

implications on the electoral effects of actual inflation in midterm elections.  
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3.3  Electoral Effect of Inflation under Inflation Targeting 

 

The descriptive statistics for the variables used in the midterm inflation models 

presented in this section can be found in Table B-1 in the Appendix. 

 

Table 3.3 presents the results of the OLS regression analysis of equation (1.28) on 

the effects of inflation on the incumbent presidential party percent of the state level two-

party vote in midterm elections for the period of 1962 to 2010. The empirical model is 

similar in concept to the inflation shock model on growth, with the restricted model (I) 

(N=631) that implies temporal homogeneity for inflation for the whole period, as 

assumed by the RPBC theory. The two unrestricted models (II) and (III) of subperiod 

1962–1978 (N=244) and subperiod 1982–2010 (N=387), respectively, are used to 

contrast the effects of inflation on the vote between the two inflation policy regimes. The 

model specification assumes that inflation has a negative effect on the vote share of the 

incumbent president party in midterm elections. All three models control for U.S. 

unemployment, the incumbent party‟s vote share in the previous midterm election, and 

the incumbent party‟s vote share in the on-year election. 

The parameter of interest in the vote share model is inflation. The results of the 

restricted model indicate that a one percentage-point increase in inflation in midterm 

election is associated with a 0.499 percentage point decrease in the state vote share for 

the incumbent party, on average, holding all other variables constant, and the difference 

is statistically significant at the p < 0.001 level.  
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Table 3.3  Effects of Inflation on the Incumbent Presidential Party Percent of the 

State-level Vote in Midterm Elections, 1962–2010 

 

 I II III 

 1962–2010 1962–1978 1982–2010 

Inflation (  
 ,   

 ,   
 ) -0.499 *** -1.283 *** -0.246  

 (0.132)  (0.264)  (0.248)  

U.S. unemployment (  
 ,   

 ,   
 ) -0.192  3.722 ** -0.371 ^ 

 (0.213)  (1.107)  (0.216)  

Incumbent party vote in previous midterm 0.487 *** 0.362 *** 0.522 *** 

(  
 ,   

 ,   
 ) (0.030)  (0.057)  (0.037)  

Incumbent party vote in on-year election 0.402 *** 0.452 *** 0.453 *** 

(  
 ,   

 ,   
 ) (0.043)  (0.091)  (0.051)  

Constant (  
 ,   

 ,   
 ) 4.018  -7.379  -0.409  

 (3.081)  (9.147)  (3.090)  

N 631  244  387  

R
2
 0.386  0.264  0.519  

F-statistic 98.23 *** 21.38 *** 103.04 *** 

^ p < 0.10, ** p < 0.01, *** p < 0.001.  

Standard errors are in parentheses.  

 

 

Similar to the inflation shock findings, the two unrestricted vote share models 

give contrasting results with respect to inflation. For the model of the subperiod 1962–

1978, a one percentage-point increase in inflation in midterm election is associated with a 

1.283 percentage point decrease in the state vote share for the incumbent party, on 

average, holding all other variables constant, and the difference is statistically significant 

at the p < 0.001 level. On the contrary, a one percentage-point increase in inflation in the 

model of the subperiod 1982–2010 has a miniscule effect of 0.246 percentage point 



102 

 

decrease in the state vote share for the incumbent party, on average, holding all other 

variables constant, but the difference is statistically insignificant at the p < 0.05 level. The 

contrast of the coefficients of inflation for the two subperiod vote share models is 

strikingly similar to that of the inflation shock model in the previous section. The 

findings of the vote share models thus lend support to the study‟s proposition that 

inflation targeting policy has a neutralizing effect on inflation during midterm elections 

due to the structural change in the inflation persistence and the partisan inflation shock.  

 

Based on the above analysis, we reject the null hypothesis (H1.5) that inflation 

has no significant effect on state level vote in midterm election under discretionary policy  

(  
  ≠ 0). On the other hand, we fail to reject the null hypothesis (H1.6) that inflation has 

no significant effect on state level vote in midterm election under inflation targeting 

policy (  
  = 0).  

 

To further understand how the diminished inflation shock is related to inflation 

neutrality in midterm elections as a result of inflation targeting, we graphically compare 

the results of the two sets of empirical models for better intuition. Figure 3.4 is the 

estimated regression lines of inflation on the incumbent party‟s state level vote share in 

midterm elections for the two subperiods based on the models in Table 3.3.
23

 The 

important linkage between inflation shock and inflation in midterm elections is best 

                                                           
23

 The two fitted lines in Figure 3.4 are based on the bivariate specifications (with the inflation variable as 

the single regressor) of the two subperiod models, respectively. Other than the small difference in the 

magnitude, the sign and the statistical significance for each of the two inflation coefficients is consistent 

with those presented in the full model in Table 3.3. 
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understood by drawing parallel between the results of Figure 3.4 and those of Figure 3.3 

of the inflation shock models.  

 

Figure 3.4  Estimated Regression Lines:  Effects of Inflation on the Incumbent 

Presidential Party Percent of the State-level Vote in Midterm Elections, 1962–2010 

 

 
Equation Pct. Vote = 0.558 – 0.011(inflation) Pct. Vote = 0.486 – 0.004(inflation) 

S.E            (0.015) (0.002)            (0.012) (0.003) 

p-value             0.000   0.000             0.000   0.234 

 

 

Notice the similarity between the two figures: a steeper slope of the regression 

line for the subperiod 1962–1978, and a flatter slope for the fitted line of the subperiod 

1982–2010, of each of the two figures. In Figure 3.4, inflation for the subperiod 1962–

1978 can rise up to almost 12 percent, a likely result of the large inflation shocks during 

the discretionary policy period, as depicted in Figure 3.3. In contrast, inflation for the 

subperiod 1982–2010 hardly exceeds 6 percent – only one-half of the previous period – 
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and has a negligible effect on the vote, which is the logical consequence of the 

diminished inflation shock under the policy rule. The comparison of the two sets of the 

results illustrates the usefulness of the enhanced RPT inflation shock model in providing 

a macroeconomic interpretation of the neutralization of the partisan electoral effects of 

inflation in midterm elections in the voting models. 
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3.4  Summary 

 

The rolling window regressions and the parameter instability breakpoint tests 

produce statistically significant results that indicate a structural change in inflation 

persistence in 1982. The findings support the hypothesis that inflation targeting has 

moderated the public‟s inflation expectation substantially over the recent decades. The 

evidence points to the linkage between the Federal Reserve‟s inflation stabilization policy 

and inflation persistence. Indeed, inflation targeting has served the Federal Reserve‟s 

policy objective, that is, through communicating its inflation goal clearly to the public 

helps keep longer-term inflation expectations firmly anchored (see Federal Reserve 

2012). 

The diminished inflation persistence has implications on the partisan policy 

effects caused by the on-year electoral uncertainty, as according to the RPT. Specifically, 

the results of the inflation shock analysis indicate that the shock has no significant effect 

on growth in midterm elections under inflation targeting policy for the period 1982-2010, 

as hypothesized by this study. The magnitudes of the reduced policy effects are about the 

same for both the positive and the negative shocks, implying that they are likely caused 

by a (non-partisan) monetary policy, rather than the unilateral commitment to the policy 

objective by one of the parties in power.  

Last, the voting regression analysis shows that actual inflation has no significant 

effect on state level vote in midterm elections under inflation targeting policy for the 

period 1982-2010. The findings provide further empirical support to the inflation policy 

neutrality hypothesis of this study. Importantly, the similar, insignificant findings on 
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inflation shock and actual inflation reinforce the linkage between the lower inflation 

persistence and the diminished partisan inflation effect in midterm elections.  

The study, therefore, makes a theoretical contribution to the RPT and RPBC 

theory by establishing a special case to the original RPT framework, that is, under a 

policy rule, partisan inflation shock is neutralized. Importantly, the study provides a 

macroeconomic interpretation of the depoliticization of monetary (inflation) policy as a 

result of the policy shift to inflation targeting in the United States since the early 1980s. 
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CHAPTER 4 

 

UNEMPLOYMENT AND THE ECONOMIC VOTE 

 

The objective of this chapter is to test the basic assumptions of the partisan model 

developed in this study in explaining the electoral effects of unemployment. Specifically, 

the model implies that, in general, unemployment has opposite effects on the vote: a 

positive one for Democratic incumbents, and a negative one for Republican incumbents. 

The opposite behavior is caused by the interplay of two dimensions: a partisan dimension 

with respect to policy, and a problem dimension with respect to unemployment. In light 

of the many insignificant or unfruitful findings in earlier studies using objective 

unemployment data, the focus of the current analysis is to test the robustness of the 

partisan model in producing results that are consistent with the above-mentioned 

assumptions. The empirical analysis applies macroeconomic U.S. and county 

unemployment indicators (and also state level unemployment data for one of the models). 

The first section tests the basic assumptions of the partisan model using U.S. and 

state unemployment data. The second section presents the analysis of the electoral effects 

of unemployment under inflation and output costabilization. The third section presents 

the basic findings on county unemployment, including their electoral effects by county 

income levels. The fourth section is a brief summary. 
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4.1  Unemployment and the Economic Vote: Testing Basic Assumptions 

 

The descriptive statistics for the variables used in the U.S. and state level 

unemployment models presented in this section can be found in Table B-2 in the 

Appendix. 

 

Table 4.1 presents the results of the OLS analysis of the effects of U.S. and state 

unemployment on the incumbent party percent of the state level vote for president, for the 

periods of 1952–2012 and 1980–2012 (equations (2.4) and (2.5)). The key independent 

variable is U.S. and state level unemployment. The models control for U.S. growth, state 

growth, the incumbent party‟s state level vote share in the previous election, and the 

incumbent party‟s state level vote share in the midterm election. The analysis is based on 

the partisan retrospective analytical framework as developed in the study: the Democratic 

incumbent model and the Republican incumbent model are analyzed separately and the 

two sets of results are then contrasted. 

The overall results produce strong evidence of the opposite effects of 

unemployment in elections: a positive effect on the vote share of Democratic incumbents 

and a negative effect on the vote share of Republican incumbents. The base model on 

Democratic incumbents for the period of 1952 to 2012 shows that, a one percentage point 

increase in U.S. unemployment is associated with 3.306 percentage points increase in the 

state level vote share for the Democratic incumbent, on average, holding all other 

variables constant. The difference is statistically significant at the p < 0.001 level. U.S. 

growth has the expected positive effect on the vote: a one percentage point increase in 
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U.S. growth is associated with 3.651 percentage points increase in the vote share for 

Democratic incumbents, on average, holding all other variables constant. The coefficient 

is statistically significant at the p < 0.001 level. 

The incumbent party‟s state level vote share in the previous election has a positive 

effect:  a one percentage point increase in the previous vote share is associated with 0.578 

percentage point increase in the Democratic incumbent vote, on average, holding all other 

variables constant. Likewise, a one percentage point increase in the midterm vote share is 

associated with 0.134 percentage point increase in the Democratic incumbent vote. Both 

coefficients are statistically significant at the p < 0.001 level. The base model has a R
2
 

value of 0.526 and the F-statistic for the whole model is significant at the p < 0.001 level. 

 

Therefore, we reject the null hypothesis (H2.1) that U.S. unemployment has no 

significant positive effect on the Democratic incumbent party percent of the state level 

vote for president (  
  > 0).  

 

The results of the Republican incumbent base model for the period of 1952 to 

2012 indicate that unemployment has a negative effect, which is the reverse of the 

Democratic incumbent case. Specifically, a one percentage point increase in U.S. 

unemployment is associated with 3.881 percentage points decrease in the state level vote 

share for the Republican incumbent, on average, holding all other variables constant. The 

difference is statistically significant at the p < 0.001 level. U.S. growth has the expected 

positive effect on the vote: a one percentage point increase in U.S. growth is associated 

with 2.348 percentage points increase in the vote share for Republican incumbents, on 
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average, holding all other variables constant. The coefficient is statistically significant at 

the p < 0.001 level. 

The Republican incumbent party‟s state level vote share in the previous election 

also has a positive effect:  a one percentage point increase in the previous vote share is 

associated with 0.402 percentage point increase in the vote share, on average, holding all 

other variables constant. Likewise, a one percentage point increase in the midterm vote 

share is associated with 0.109 percentage point increase in the vote share. Both 

coefficients are statistically significant at the p < 0.001 level. The base model has a R
2
 

value of 0.475 and the F-statistic for the whole model is significant at the p < 0.001 level. 

 

Similarly, we reject the null hypothesis (H2.2) that U.S. unemployment has no 

significant negative effect on the Republican incumbent party percent of the state level 

vote for president (  
  < 0). 

 

We now turn to the models that estimate both U.S. unemployment and state level 

unemployment for the period of 1980 to 2012. The findings are consistent with the basic 

assumptions of the partisan model: unemployment rates at both U.S. and state levels have 

the expected signs for Democratic incumbents and Republican incumbents, respectively. 

In the Democratic incumbent case, a one percentage point increase in U.S. 

unemployment and state unemployment increase the state level vote share for the 

Democratic incumbent by 0.814 percentage point and 0.520 percentage point, 

respectively, on average, holding all other variables constant. The coefficients are 

statistically significant at the p < 0.01 level for U.S. unemployment and at the p < 0.05 
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level for state unemployment.  

 

Table 4.1  Effects of U.S. and State Unemployment on the Incumbent Party Percent 

of the State-level Vote for President, 1952–2012 and 1980–2012 

 

 1952–2012 1980–2012 

 Democratic 

Incumbent 

Republican 

Incumbent 

Democratic 

Incumbent 

Republican 

Incumbent 

U.S. unemployment (  
 ,   

 ;   
 ,   

 ) 3.306 *** -3.881 *** 0.814 ** -0.867 * 

 (0.286)  (0.319)  (0.288)  (0.391)  

U.S. growth (  
 ,   

 ;   
 ,   

 ) 3.651 *** 2.348 *** 1.604 *** 1.437 *** 

 (0.276)  (0.176)  (0.239)  (0.184)  

State unemployment (  
 ,   

 ) -  -  0.520 * -0.163  

     (0.220)  (0.192)  

State growth (  
 ,   

 ) -  -  0.196 ^ -0.009  

     (0.103)  (0.124)  

Inc. party vote in prev. election 0.578 *** 0.402 *** 1.068 *** 0.741 *** 

(  
 ,   

 ;   
 ,   

 ) (0.047)  (0.040)  (0.047)  (0.040)  

Inc. party vote in midterm  0.134 *** 0.109 *** -0.006  0.041  

(  
 ,   

 ;   
 ,   

 ) (0.031)  (0.026)  (0.031)  (0.027)  

Constant -18.499 *** 41.425 *** -19.450 *** 11.119 *** 

 (3.709)  (2.615)  (2.731)  (3.150)  

N 337  435  197  245  

R2 0.526  0.475  0.832  0.732  

F-statistic 92.16 *** 97.12 *** 156.27 *** 108.38 *** 

^ p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001.  

Standard errors are in parentheses. 

Note: the correlations between U.S. unemployment and state unemployment are 0.696 for the 

Democratic incumbent model and 0.447 for the Republican incumbent model. 

 

 

As expected, the coefficients for growth have the expected signs: a positive 1.604 
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percentage points for U.S. growth at the p < 0.001 level, and a positive 0.196 percentage 

points for state growth at the p < 0.1 level. The incumbent party‟s state level vote share in 

the previous election is significant at the p < 0.001 level. However, the coefficient for the 

state level vote share in the midterm election is statistically insignificant. In terms of the 

goodness of fit, the model explains more than 83 percent of the variance of the dependent 

variable. The F-statistic for the overall model is significant at the p < 0.001 level.  

 

Based on the above results, we reject the null hypothesis (H2.3) that state 

unemployment has no significant positive effect on the Democratic incumbent party 

percent of the state level vote for president (  
  > 0). 

 

The findings of the Republican incumbent model are also broadly consistent with 

the theory, although the evidence has lower statistical significance. Unemployment rates 

at both U.S. and state levels carry the negative sign for Republican incumbents. 

Specifically, a one percentage point increase in U.S. unemployment and state 

unemployment decrease the state level vote share for the Republican incumbent by 0.867 

percentage point and 0.163 percentage point, respectively, on average, holding all other 

variables constant. However, only the coefficient for U.S. unemployment is statistically 

significant, at the p < 0.05 level.  

The coefficient for U.S. growth (a positive 1.437 percentage points) is significant 

at the p < 0.001 level but the effect of state growth is statistically not significant. Similar 

to the Democratic incumbent case, the Republican incumbent party‟s state level vote 

share in the previous election is significant at the p < 0.001 level but the coefficient for 
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the state level vote share in the midterm election is statistically not significant. Overall, 

the model explains more than 73 percent of the variance of the dependent variable. The 

F-statistic for the overall model is significant at the p < 0.001 level.  

 

Based on the above results, we fail to reject the null hypothesis (H2.4) that state 

unemployment has no significant negative effect on the Republican incumbent party 

percent of the state level vote for president (  
  = 0). 

 

The preceding analyses on the effects of U.S. and state unemployment are 

consistent with the notion that unemployment has opposite electoral effects on 

Democratic incumbents and Republican incumbents, respectively. The findings imply 

that voters apply two different sets of criteria in evaluating the partisan policies of the 

Democratic Party and the Republican Party with regard to unemployment, which deviate 

from the conventional thinking of a common reward and punishment rule for both 

policies.  

The objective unemployment data for 16 elections in the past 60 years have 

produced results that are consistent with the basic assumptions of the partisan framework 

developed in this study. The outcomes indicate that the partisan framework is useful in 

estimating the partisan effects of unemployment based on objective data. In the next 

section, we apply the framework to examine whether there is a diminished effect for 

unemployment in elections since the period of the stabilization of inflation and output, an 

electoral implication similar to that of inflation under inflation stabilization. 
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4.2  Electoral Effect of Unemployment under Inflation and Output Stabilization 

 

The descriptive statistics for the variables used in the U.S. unemployment models 

presented in this section can be found in Table B-2 in the Appendix. 

 

The purpose of the analysis is to determine whether the electoral effects of U.S. 

unemployment have reduced since the period of the stabilization of inflation and output, a 

phenomenon similar to the depoliticization of inflation under inflation stabilization. The 

choice of the break point of the 1988 election is based on the findings that inflation and 

output are simultaneously stabilized in the United States around mid-1980s, a 

consequence of the inflation targeting policy (Granato and Wong 2006).  

The first set of models is used for answering the question: Is there neutralization 

of the electoral effects of unemployment for either the Democratic incumbent party or the 

Republican incumbent party or both? Table 4.2 presents the results of the OLS analysis 

of the effects of U.S. unemployment on the incumbent party percent of the state level 

vote for president by party, for the period of 1952 to 2012 (equation 2.8). The key 

independent variable is U.S. unemployment. The interaction term is between U.S. 

unemployment and the dummy variable for inflation-output costabilization (IOCS) 

(coded 0 for the period before IOCS: 1952–1984, and 1 for the period since IOCS: 1988–

2012).  The models control for U.S. growth, the incumbent party‟s state level vote share 

in the previous election, and the incumbent party‟s state level vote share in the midterm 

election. 
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Table 4.2  Effects of U.S. Unemployment on the Incumbent Party Percent of the 

State-level Vote for President by Party, 1952–2012 
 

 Democratic  

Party 

Republican  

Party 

U.S. unemployment (  
 ,   

 ) 6.264 *** -4.163 *** 

 (0.426)  (0.403)  

U.S. growth (  
 ,   

 ) 4.886 *** 2.283 *** 

 (0.286)  (0.212)  

IOCS
1 

(  
 ,   

 ) 20.258 *** -9.976 * 

 (2.540)  (3.965)  

IOCS x U.S. unemployment (  
 ,   

 ) -4.150 *** 1.440 * 

 (0.473)  (0.662)  

Incumbent party vote in prev. election 0.654 *** 0.400 *** 

(  
 ,   

 ) (0.043)  (0.041)  

Incumbent party vote in midterm -0.079 ** 0.121 *** 

(  
 ,   

 ) (0.029)  (0.027)  

Constant (  
 ,   

 ) -38.029 *** 43.548 *** 

 (4.006)  (2.715)  

N 337  435  

R
2
 0.617  0.485  

F-statistic 88.67 *** 67.27  

* p < 0.05, ** p < 0.01, *** p < 0.001.  

Standard errors are in parentheses. 
1
 Inflation-output costabilization (1952–1984: before IOCS; 1988–2012: since IOCS). 

 

 

The model for Democratic incumbents shows that there is a positive and 

significant effect (6.264 percentage points) of U.S. unemployment on the state level vote 

share for the period prior to IOCS. The coefficient of the interaction term of U.S. 

unemployment and the IOCS dummy variable is -4.150, indicating that the electoral 
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effect of U.S. unemployment is reduced since IOCS, and this difference between the two 

periods is statistically significant at the p < 0.001 level. The effect of U.S. unemployment 

on the state level vote share for Democratic incumbents is thus computed to be +2.114 

percentage points for the period since IOCS. The coefficient of U.S. growth has the 

expected sign and it is statistically significant. The model has a R
2
 value of 0.617 and the 

F-statistic for the whole model is significant at the p < 0.001 level. 

The model for Republican incumbents, on the other hand, estimates a negative 

and significant effect (-4.163 percentage points) of U.S. unemployment on the state level 

vote share for the period prior to IOCS. The coefficient of the interaction term of U.S. 

unemployment and the IOCS dummy variable is 1.440, indicating that the negative  

effect of U.S. unemployment is decreased since IOCS, and the difference between the 

two periods is statistically significant at the p < 0.05 level. The effect of U.S. 

unemployment on the state level vote share for Republican incumbents is therefore  

-2.723 percentage points for the period since IOCS. As expected, the coefficient of U.S. 

growth has a positive sign and it is statistically significant. However, the model has a 

lower goodness of fit: the R
2
 value is 0.485 and the F-statistic is not significant. 

 

Based on the above results, we reject the null hypothesis (H2.5) that the effect of 

U.S. unemployment on the Democratic incumbent party percent of the state level vote for 

president is not diminished since the stabilization of inflation and output (  
  < 0). 

Likewise, we reject the null hypothesis (H2.6) that the effect of U.S. unemployment on the 

Republican incumbent party percent of the state level vote for president is not diminished 

since the stabilization of inflation and output (  
  > 0).  
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In Figure 4.1, we further present the linear projections of the predicted state level 

vote share for president for the Democratic incumbent party and the Republican 

incumbent party for the period of 1952 to 2012. The estimates are based on the model 

specifications from Table 4.2. The figure indicates a diminished relationship between 

U.S. unemployment and election outcomes since inflation and output stabilization for 

each of the two incumbent parties. The magnitude of the decrease in the effects, however, 

is larger for Democratic incumbents than Republican incumbents. Overall, the findings 

augment the preceding analysis that economic stability has diminished the effects of U.S. 

unemployment in elections.  

 

Figure 4.1  Effects of U.S. Unemployment on the Incumbent Percent of the State-

level Vote for President by Party, 1952–2012 
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To substantiate the above findings on the diminished electoral effects of U.S. 

unemployment since the stabilization of inflation and output, we further estimate two 

models to contrast the differences in the electoral effects of U.S. unemployment between 

the two periods. Table 4.3 presents the results of the OLS analysis of the effects of U.S. 

unemployment on the incumbent party percent of the state level vote for president, for the 

periods of 1952–1984 and 1988–2012 (equation (2.7)). The model specifications are 

similar to equation (2.6) except now the interaction term is between U.S. unemployment 

and the dummy variable for the party of the incumbent (coded 0 for the Democratic 

Party, 1 for the Republican Party). 

The model for the period of 1952 to 1984 shows that there is a positive and 

significant effect (6.148 percentage points) of U.S. unemployment on the state level vote 

share when the party of the incumbent is Democratic. The coefficient of the interaction 

term of U.S. unemployment and the party of the incumbent is -13.697, and this difference 

between the two incumbent parties is statistically significant at the p < 0.001 level. As it 

turns out, the effect of U.S. unemployment on the state level vote share when the party of 

the incumbent is Republican is negative 7.549 percentage points. The opposite effects for 

the two parties are consistent with the analysis in the previous section. 

The coefficient of U.S. growth has the expected positive sign and is significant at 

the p < 0.001 level. Likewise, the coefficient for the incumbent party‟s state level vote 

share in the previous election is statistically significant, as does the coefficient for the 

state level vote share in the midterm election. The model has a R
2
 value of 0.640 and the 

F-statistic for the whole model is significant at the p < 0.001 level. 
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Table 4.3  Effects of U.S. Unemployment on the Incumbent Party Percent of the 

State-level Vote for President, 1952–1984 and 1988–2012 

 

 I II 

 1952–1984 1988–2012 

U.S. unemployment (  
 ,   

 ) 6.148 *** 0.731 *** 

 (0.393)  (0.203)  

U.S. growth (  
 ,   

 ) 5.198 *** 0.439 ** 

 (0.237)  (0.161)  

Party of incumbent (  
 ,   

 ) 77.755 *** 15.689 *** 

 (3.675)  (2.551)  

Party of incumbent x U.S. unemployment -13.697 *** -2.822 *** 

(  
 ,   

 ) (0.709)  (0.411)  

Incumbent party vote in prev. election 0.373 *** 0.900 *** 

(  
 ,   

 ) (0.039)  (0.031)  

Incumbent party vote in midterm (  
 ,   

 ) 0.049 * 0.046 * 

 (0.024)  (0.022)  

Constant (  
 ,   

 ) -22.174 *** -5.061 * 

 (3.697)  (2.037)  

N 428  344  

R
2
 0.640  0.791  

F-statistic 124.95 *** 211.98 *** 

* p < 0.05, ** p < 0.01, *** p < 0.001.  

Standard errors are in parentheses. 

 

 

Model (II) for the period of 1988 to 2012, on the other hand, reports large 

decreases in the magnitudes for the effects of U.S. unemployment as compared to Model 

(I) for the previous period of 1952 to 1984. As expected, there is a positive and 

significant effect of U.S. unemployment on the state level vote share when the party of 
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the incumbent is Democratic but the effect is small, at 0.731 percentage point. The 

coefficient of the interaction term of the party of the incumbent and U.S. unemployment 

is -2.822, and it is statistically significant at the p < 0.001 level. Hence, the effect of U.S. 

unemployment on the state level vote share when the party of the incumbent is 

Republican turns out to be -2.091 percentage points. The results indicate that there are 

substantial decreases in the effects of U.S. unemployment on the state level vote share of 

the incumbent parties since the period of inflation and output stabilization.  

The coefficients of U.S. growth, the incumbent party‟s state level vote share in the 

previous election, and the coefficient for the state level vote share in the midterm election 

are all in the expected sign and are statistically significant. The model has a R
2
 value of 

0.791 and the F-statistic for the whole model is significant at the p < 0.001 level. 

Figure 4.2 presents the linear projections of the predicted state level vote share for 

president of the incumbent party for the periods of 1952–1984 and 1988–2012. The 

estimates are based on the model specifications from Table 4.3. The figure shows big 

contrasts in economic voting with respect to U.S. unemployment for the two periods: 

there are drastic decreases in the electoral effects of U.S. unemployment in recent times. 

Importantly, the observed diminished effects apply to both Democratic incumbents and 

Republican incumbents. The findings imply that economic stability has, to some extent, 

“neutralized” the effects of U.S. unemployment in elections, an implication not dissimilar 

to that of inflation under inflation stabilization as observed in the earlier analysis.  
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Figure 4.2  Effects of U.S. Unemployment on the Incumbent Party Percent of the 

State-level Vote for President, 1952–1984 and 1988–2012 

 

 
 

 

 Are the effects of unemployment soon to be depoliticized in elections, just like 

what happens to its monetary counterpart, inflation? The above results on U.S. 

unemployment seem to indicate that unemployment, at least, is heading toward the state 

of being irrelevant in elections. 

 Well, not quite. In contrast to the statistically insignificant results for inflation 

under inflation targeting policy, all the estimates for unemployment from the models 

presented so far are statistically significant for both Democratic incumbents and 

Republican incumbents for the recent times. The U.S. unemployment results imply that 

unemployment still matters in elections but its effects have waned. 

 Moreover, the estimates based on U.S. unemployment data, though consistent 
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with the basic assumptions of the partisan model, may lack realism. This is because the 

levels of unemployment, at any one time, can vary greatly across geographical areas or 

between communities of different economic circumstances. On the contrary, the level of 

inflation at any one time is very much a constant for all people and for all areas in the 

country. Hence, we should be cautious in trying to draw parallels between the diminished 

electoral effects of unemployment and inflation data. For the above reason, perhaps a 

more realistic way to examine the electoral implications of unemployment is through 

local level unemployment data. In the next section, we shall carry out such an analysis 

using county level unemployment data.  
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4.3  County Unemployment, Income, and the Economic Vote 

 

The descriptive statistics for the variables used in the county level unemployment 

models presented in this section can be found in Table B-3 in the Appendix. 

 

Figure 4.3 shows the scatter plots for the annual U.S., state, and county level 

unemployment in nine presidential elections, from 1980 to 2012. The contrasts between 

the three types of unemployment data are huge: the more micro the level of 

measurements for unemployment, the bigger the variations of the data – from few percent 

to about 40 percent; whereas at the aggregate, U.S. level, the observed data show little 

fluctuations (no more than 10 percent). In contrast, even in the period when inflation and 

output are simultaneously stabilized (since 1988), the variations of the county level 

unemployment data are substantial.  

 

Figure 4.3  U.S., State, and County-level Unemployment for Election Years, 1980–

2012 
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In Table 4.4, we present the results of the OLS analysis of the effects of county 

unemployment on the incumbent party percent of the county level vote for president, for 

the period of 1980 to 2012. The key independent variable is county level unemployment. 

The models control for state growth and the incumbent party‟s county level vote share in 

the previous election. This is the basic county level model as specified in equation (2.8). 

The results provide strong evidence of the partisan effects of county 

unemployment in county level elections: a positive effect on the vote share of Democratic 

incumbents and a negative effect on the vote share of Republican incumbents. The model 

on Democratic incumbents shows that, a one percentage point increase in U.S. 

unemployment is associated with 0.471 percentage point increase in the county level vote 

share for the Democratic incumbent, on average, holding all other variables constant. The 

difference is statistically significant at the p < 0.001 level. State growth has the expected 

positive effect on the vote: a one percentage point increase in state growth is associated 

with 0.630 percentage point increase in the vote share for Democratic incumbents, on 

average, holding all other variables constant. The coefficient is statistically significant at 

the p < 0.001 level. 

As expected, the incumbent party‟s county level vote share in the previous 

election has a positive effect:  a one percentage point increase in the previous vote share 

is associated with 0.933 percentage point increase in the Democratic incumbent vote, on 

average, holding all other variables constant. The coefficient is statistically significant at 

the p < 0.001 level. The model has a R
2
 value of 0.819 and the F-statistic for the whole 

model is significant at the p < 0.001 level. 
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Table 4.4  Effects of County Unemployment on the Incumbent Party Percent of the 

County-level Vote for President, 1980–2012 

 

 Democratic 

Incumbent 

Republican 

Incumbent 

Democratic 

Incumbent 

Republican 

Incumbent 

County unemployment (  
 ,   

 ) 0.471 *** -0.145 ***     -      -  

 (0.018)  (0.018)      

County unemployment (ln)     -      -  3.287 *** -1.080 *** 

     (0.117)  (0.131)  

State growth (  
 ,   

 ) 0.630 *** 0.544 *** 0.651 *** 0.540 *** 

 (0.018)  (0.017)  (0.018)  (0.017)  

Inc. party vote in prev. election 0.933 *** 0.873 *** 0.929 *** 0.872 *** 

(  
 ,   

 ) (0.004)  (0.005)  (0.004)  (0.005)  

Constant (  
 ,   

 ) -6.575 *** 4.951 *** -9.181 *** 6.022 *** 

 (0.229)  (0.349)  (0.274)  (0.435)  

N 12,434  15,545  12,434  15,545  

R2 0.819  0.709  0.821  0.709  

F-statistic 18,726 *** 12,617 *** 18,908 *** 12,618 *** 

*** p < 0.001. 

Standard errors are in parentheses. 

 

 

Consistent with the basic assumptions of the partisan model, the results of the 

Republican incumbent model indicate that county unemployment has a negative effect on 

the Republican vote. Specifically, a one percentage point increase in county 

unemployment is associated with 0.145 percentage point decrease in the county level 

vote share for the Republican incumbent, on average, holding all other variables constant. 

The difference is statistically significant at the p < 0.001 level.  

State growth has the expected positive effect of 0.544 percentage point in the vote 

share for Republican incumbents, on average, holding all other variables constant. The 
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coefficient is statistically significant at the p < 0.001 level. The effect of the Republican 

incumbent party‟s county level vote share in the previous election is also positive (0.873 

percentage point) and the coefficient is statistically significant at the p < 0.001 level. The 

model has a R
2
 value of 0.709 and the F-statistic is significant at the p < 0.001 level. 

 

Based on the above results, we reject the null hypothesis (H2.7) that county 

unemployment has no significant positive effect on the Democratic incumbent party 

percent of the county level vote for president. (  
  > 0). Likewise, we reject the null 

hypothesis (H2.8) that county unemployment has no significant negative effect on the 

Republican incumbent party percent of the county level vote for president (  
  < 0). 

 

However, the probability distribution of the county level data for unemployment 

is not symmetrical but positively skewed. The descriptive statistics for the county 

unemployment variable show that the observations span across a range of nearly 40 

percentage points, with the mean of 6.61, and the standard deviation of 3.19 (the median 

is 6.00). In addition to the descriptive statistics, there are only 2.00 percent (560) of the 

observations that are above 15 percent of unemployment, and just 0.13 percent (36) of the 

observations are above 25 percent of unemployment. Because of the right-skewness of 

the county unemployment observations, we estimate a second set of the models using the 

natural log transformation of the county unemployment variable. The results are shown in 

the third and fourth columns of Table 4.4.  

All the coefficients for the two models are of the expected signs and are 

statistically significant at the at the p < 0.001 level. The magnitudes of the coefficients for 
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county unemployment (ln) are noticeably larger than those estimated by using the 

original unemployment data. However, the trade-off is that the interpretations of the log 

estimates are less intuitive than those of the original data. Last, the log version of the 

Democratic incumbent model has a slightly better goodness of fit than the model using 

the original data. However, there are no apparent improvements in the goodness of fit for 

the Republican incumbent model.  

Overall, while the log transformation of the county unemployment data provides 

an alternative way for estimating the effects of county unemployment, the benefits, 

perhaps, are limited, at least from the results of the above illustrations.  

Having shown the basic partisan effects of county unemployment and that they 

are consistent with the assumptions made in this study, we will explore in more details 

how the economic circumstances of voters help to shape their partisan behavior with 

respect to unemployment. The underlying assumption is that income may moderate the 

relationship between unemployment and the vote. 

In Chapter Three, we discuss the use of the three-level categorical variable on 

county income to analyze the changes, if any, of the effects of unemployment on election 

outcomes by income levels.
24

 In the preceding discussions, we also discuss the positive 

skewness of the county unemployment data. In relating the characteristics of the county 

unemployment data to the three levels of county income, we obtain three distinctive 

                                                           
24

 Recall that in our discussions on data and measurements, the independent variable, county per capita 

personal income, is operationalized as a dummy variable of three income categories: low income counties 

with per capita income in the first quartile for a particular election year, middle income counties with per 

capita income between the second and the third quartiles for a particular election year, and high income 

counties with per capita income in the fourth quartile for a particular election year. 



128 

 

probability distributions for the county unemployment observations for the election years 

of 1980 to 2012. The results are presented in the histograms in Figure 4.4. 

 

Figure 4.4  Distributions of County Unemployment by County Income Levels for 

Election Years 1980–2012 

 

 
 

 

 The distributions of county unemployment imply that the problem of 

unemployment at the local level could be related to the income level of the county. 

Specifically, a larger number of low income counties than the middle and high income 

counties record higher unemployment rates. Overall, the numbers of observations that are 

above 15 percent of unemployment are few for all three county income levels. The right-

skewness and uneven distributions of the unemployment data for the three county income 

subsamples indicate that there exist the problems of outliers which would bias the slope 

estimates and produce inaccurate comparisons for the three county groups. 

There are two key considerations on whether to omit the outliers. The first one is 

the issue of the reduction in sample size and the loss of information. But this is less of a 

concern for the county unemployment sample since the sample size is large and the 



129 

 

number of outliers, as pointed out in the preceding discussions, is very small. The second 

consideration is the use of an alternative method such as the natural log transformation of 

the unemployment variable in order to preserve the information that would be lost if data 

are dropped. However, as illustrated in the results from Table 4.4, the benefits of using 

log transformation on the county unemployment data are limited and the interpretations 

of the results are not straight forward. After weighing the pros and cons of the issue, we 

decide to exclude the outliers. 

 We next apply the box plot analysis to determine more precisely the outliers for 

the unemployment observations for the three county income groups and for the full 

sample.
25

 The results are presented in Figure 4.5, followed by the calculations. 

The outliers for the respective county income groups are computed as follows: 

observations at 19.0 percent or higher are outliers for the low income counties, 

observations at 15.0 percent or higher are outliers for the middle income counties, and 

those at 11.7 percent and above are outliers for the high income counties. As for the full 

sample, those at 15.8 percent of county unemployment rate and above are considered 

outliers based on this method. Clearly, the “middle-of-the-road” estimate is somewhere 

around the 15 percent mark, which is also the estimate for the middle income group and 

is slightly below the estimate for the full sample.  

 

                                                           
25

 A box plot is a standardized way to analyze the distributions and outliers in a dataset. The technique 

makes use of the statistical data of the minimum, first quartile, median, third quartile, and maximum. The 

basic formula for computing the cut point for the outliers is 3 x IQR above or below the first quartile, where 

IQR stands for the interquartile range (i.e. the difference between the third quartile and the first quartile) 

(see Tukey 1977; McGill et al. 1978; Frigge et al. 1989). 



130 

 

Figure 4.5  Outliers of County Unemployment by County Income Levels for 

Election Years 1980–2012 
  

 
a: First quartile 

b: Median 

c: Third quartile 

d: 3 x Interquartile region above the first quartile 

 

Variable: county unemployment rate Min. 
1

st
 Q. 

(a) 

Median 

(b) 

3
rd

 Q. 

(c) Max. 
3xIQR+(a) 

(d) 

Low income counties (N=6,875) 1.10 5.80 7.70 10.20 37.60 19.00 

Middle income counties (N=13,489) 0.80 4.50 6.10 8.00 36.00 15.00 

High income counties (N=7,124) 0.60 3.45 4.60 6.20 29.00 11.70 

All counties (N=27,488) 0.60 4.40 6.00 8.20 37.60 15.80 

 

 

Based on the preceding analysis, observations that are above 15.0 percent 

unemployment rate are omitted from the sample. It constitutes only 2.06 percent of the 

original sample. Specifically, 555 observations are omitted (365, 166 and 24 for the low, 

middle and high income counties, respectively). The remaining 26,933 observations are 
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used for the analysis.
26

 

We now turn to the analysis.  

Table 4.5 presents the results of the OLS regression of the effects of county 

unemployment on the incumbent party percent of the county level vote for president by 

county income levels for the period of 1980 to 2012. The key independent variable for all 

the models is county level unemployment. The models also include state level growth and 

the incumbent party‟s vote share in the previous election as control variables. 

For the three Democratic incumbent models, the findings show strong evidence 

that county unemployment has a positive effect on the vote share and such effects are not 

the same across the three county income levels. The effects are largest for low income 

counties but they decrease as county income moves up at each subsequent level. 

Specifically, a one percentage point increase in county unemployment is associated with 

0.855 percentage point increase in the low income county vote share for Democratic 

incumbents, on average, holding all other variables constant, and the difference is 

statistically significant at the p < 0.001 level. For the middle income counties, a one 

percentage point increase in county unemployment increases the vote share by 0.648 

percentage point, on average, holding all other variables constant. However, for the high 

income counties, a one percentage point increase in county unemployment increases the 

vote share by only 0.223 percentage point. Both the coefficients for the middle and high 

income counties are statistically significant at the p < 0.001 level.   

                                                           
26

 The original sample size for the county level unemployment models with county income data is 27,488, 

which is smaller than the full sample of 27,979 (of Table 4.4) due to missing observations for county 

income. Thus, after dropping the outliers, the sample size (Democratic and Republican subsamples 

combined) for all subsequent county level unemployment analyses is 26,933. 
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Table 4.5  Effects of County Unemployment on the Incumbent Party Percent of the 

County-level Vote for President by County Income Levels, 1980–2012 

 

 Democratic Incumbent Republican Incumbent 

 Low  

Income 

Middle 

Income 

High 

Income 

Low  

Income 

Middle 

Income 

High 

Income 

County unemployment 0.855 *** 0.648 *** 0.223 *** -0.508 *** -0.359 *** -0.266 *** 

(  
      

      
      

      
      

   
) (0.038)  (0.029)  (0.051)  (0.050)  (0.034)  (0.043)  

State growth 0.904 *** 0.617 *** 0.354 *** 0.566 *** 0.562 *** 0.472 *** 

(  
      

      
      

      
      

   
) (0.038)  (0.024)  (0.036)  (0.038)  (0.026)  (0.031)  

Inc. vote in prev. election 0.927 *** 0.912 *** 1.015 *** 0.842 *** 0.840 *** 0.938 *** 

(  
      

      
      

      
      

   
) (0.007)  (0.006)  (0.009)  (0.011)  (0.008)  (0.008)  

Constant -10.629 *** -6.913 *** -6.958 *** 10.547 *** 8.557 *** 0.436  

(  
      

      
      

      
      

   
) (0.482)  (0.349)  (0.460)  (0.843)  (0.568)  (0.556)  

N 2,956  6,070  3,042  3,554  7,253  4,058  

R
2
 0.856  0.797  0.833  0.687  0.653  0.811  

F-statistic 5,866 *** 7,959 *** 5,034 *** 2,594 *** 4,556 *** 5,797 *** 

*** p < 0.001.  

Standard errors are in parentheses. 

 

 

State level growth matters in the county vote share regardless of the county 

income levels and its effect is positive in all three models. A one percentage point 

increase in the state growth increases the vote share by 0.904, 0.617, and 0.354 

percentage point for the low, middle, and high income counties, respectively, on average, 

holding all other variables constant. All three coefficients are statistically significant at 

the p < 0.001 level. 

As expected, the incumbent party‟s vote share in the previous election has 

substantial effect on the vote. A one percentage point increase in the vote share of the 

previous election is associated with 0.927, 0.912, and 1.0215 percentage point increases 
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in the Democratic incumbent vote for the low, middle, and high income counties, 

respectively, on average, holding all other variables constant. All three coefficients are 

statistically significant at the p < 0.001 level.  

In terms of the goodness of fit, each of the models explains around 80 percent or 

more of the variance of the dependent variable (0.856, 0.798, and 0.833, for the low, 

middle, and high income counties, respectively). The F-statistics for the overall model of 

each of the three county groups are significant at the p < 0.001 level.  

 

Therefore, we reject the null hypothesis (H2.9) that county unemployment has no 

significant positive effect on the Democratic incumbent party percent of the county level 

vote for president, for counties of low, middle, and high income levels (  
   

 > 0, for all j). 

 

As for Republican incumbents, the coefficients of county unemployment have 

high statistically significance albeit their signs are negative for all three county income 

groups. Similar to the Democratic incumbent case, the effects of unemployment decrease 

as county income decreases at each subsequent level. Specifically, a one percentage point 

increase in county unemployment decreases the Republican incumbent vote share by 

0.508, 0.359 and 0.266 percentage point for the low, middle and high income counties, 

respectively.  All the coefficients for unemployment for the three income counties are 

statistically significant at the p < 0.001 level.  

State level growth has positive effects for all three county income models. 

Specifically, a one percentage point increase in the state growth increases the Republican 

incumbent vote share by 0.566, 0.562, and 0.472 percentage point for the low, middle and 
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high income counties, respectively. All three coefficients are statistically significant at 

the p < 0.001 level. As expected, the Republican incumbent party‟s vote share in the 

previous election has substantial positive effect on the vote for all three models, and their 

coefficients are statistically significant at the p < 0.001 level.  

The three models explain 68.7, 65.3, and 81.1 percent of the variance of the 

Republican incumbent vote share for the low, middle, and high income counties, 

respectively. The F-statistics for the overall model of each of the three county groups are 

significant at the p < 0.001 level.  

 

Likewise, we reject the null hypothesis (H2.10) that county unemployment has no 

significant negative effect on the Republican incumbent party percent of the county level 

vote for president, for counties of low, middle, and high income levels (  
   

 < 0, for all j). 

 

The findings from both the Democratic and Republican models show that there 

exist distinctive differences among the county income groups with regard to 

unemployment. The effects of unemployment are largest for low income counties and 

they decrease as county income moves up at each subsequent level. The results imply that 

unemployment matters more to lower income counties than do higher income ones, 

regardless of the party of the incumbent. The results support the argument that the 

electoral implications of objective unemployment data at the local level are as much as, if 

not more so than, at the aggregate, national level. Moreover, the analysis provides strong 

evidence that economic circumstances of voters in terms of socioeconomic stratification 

help to explain their partisan behavior with respect to unemployment. 
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4.4  Summary 

 

The findings in this chapter show that unemployment moves with the Democratic 

incumbent party percent of the state level vote for president, but the direction is reversed 

for the Republican incumbent party for all models, based on objective unemployment 

data at the U.S. and state levels. The results support the key assumption of the partisan 

policy effects of unemployment on election outcomes as hypothesized in this study. The 

findings are stronger for the U.S. unemployment data but relatively weak for the state 

level data. To some extent, the weak findings of the state unemployment data in this 

study are similar to other state level studies (including gubernatorial elections) which 

report either insignificant or inconclusive results for objective state unemployment data 

(for examples, Ebeid and Rodden 2006; Kenney 1983; Leyden and Borrelli 1995). 

Likewise, Wright (2012) report insignificant findings for state unemployment with his 

partisan model of county level vote for president and county level vote for governor, with 

the coefficients of state unemployment having the wrong signs in all the models. Wright 

thus believes that the partisan effects of unemployment are mostly found at the county 

level (see Wright 2012: 695), an assertion that is consistent with the county level 

unemployment analysis presented in this chapter. 

Additional analysis using U.S. unemployment data indicate that the simultaneous 

stabilizations of inflation and output have, to some extent, reduced the effects of 

unemployment in presidential elections, an implication somewhat similar to that of 

inflation in midterm elections under inflation stabilization. Although in the inflation case, 

there is strong evidence (that is, insignificant coefficients) of depoliticization of inflation 
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policy in midterm elections. 

 The findings based on county level unemployment yield strong evidence of the 

partisan effects of unemployment: positive effects on the Democratic incumbent party 

percent of the county level vote for president, and negative effects on the Republican 

incumbent party vote. The findings, which are based on a total sample size of 27,979 for 

nine presidential elections from 1980-2012 – likely the largest and most up-to-date 

sample using county unemployment data in the economic voting literature – augment the 

results reported by Wright (2012) on the partisan effects of unemployment in elections. 

Moreover, the results of the county unemployment models by county income 

levels show that unemployment exhibits systematic patterns of larger effects for lower 

income counties and smaller effects for higher income counties, for both the Democratic 

and Republican incumbent parties. The useful results provide a good starting point for 

investigating further the differences in the effects of unemployment on the incumbent 

party vote share across different county income levels, which are discussed in the next 

chapter. 

Before we move on to further analysis, there is one substantive question that we 

would like to address with regard to the relevance of unemployment in the economic 

vote. In the analysis using U.S. unemployment, we observe drastic reductions of the 

effects of unemployment in election outcomes since the stabilization of inflation and 

output. In addition, studies have shown that there is a general decline in economic voting 

in the United States in recent decades (Lin 1999). It is therefore important to ask whether 

the gain or loss in the county level vote share for the two incumbent parties based on the 

county unemployment findings is electorally material?  
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To answer the preceding question, let‟s take a second look at the results from 

Table 4.5. Suppose that unemployment in an election year is at 5 percent (that is, near the 

natural rate) for a hypothetical low income county. And further suppose a counterfactual 

case whereby the unemployment rate is rather high at 10 percent for the same 

hypothetical county, holding all other factors constant. So the estimated gain in the 

county level vote share for the Democratic incumbent party for that 5 percentage point 

increase in unemployment is 4.275 percentage points (0.855 x 5). In contrast, if the same 

scenario is applied to the Republican Party, the estimated loss in the county level vote 

share for the Republican incumbent party for that 5 percentage point increase in 

unemployment is 2.540 percentage points (-0.508 x 5).  

We do not claim, however, that our models make precise estimates of the effects 

of unemployment on the vote at the county level. Nevertheless, the preceding illustrations 

illuminate the electoral significance of unemployment, at the county level, despite the 

diminished trends in economic voting as observed at the aggregate, national level. 

Moreover, it is important not to treat the impact of unemployment in silo but rather to 

consider the multiplicative or joint effects of the change in unemployment and other 

indicators of economic performance (growth being one of them) could generate in order 

to obtain a holistic picture of its significance to economic voting. 
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CHAPTER 5 

 

INCOME AND THE PARTISAN EFFECTS OF UNEMPLOYMENT 

 

 The objective of the chapter is to examine in details the possible forces that drive 

the partisan effects of unemployment in elections that have been observed and tested 

significant in the previous chapter. The underlying assumption is that voters‟ economic 

circumstances in terms of income may have a substantial influence on their vote 

decisions with respect to unemployment. The implication of the detailed analysis is two-

fold: electorally, it sheds light on how unemployment can make a difference in election 

outcomes which is of utmost importance to political parties contesting political offices. 

From the policy perspective, the analysis helps to uncover – through the observed 

electoral behavior as a form of voters‟ feedback on policy outcomes – the areas where 

monetary policy falls short of in making citizens feel confident or satisfied about their 

economic well-beings or their future prospects. Such feedback signals, we believe, could 

help policymakers and politicians to improve their policy management or to offer better 

policy options to the public.  

 Yet another implication of the analysis is the effectual use of objective 

unemployment data in economic voting research, which has a long history of producing 

unfruitful empirical results in earlier studies. It is our hope that the works and the 

analytical approach presented in this study can help to alter the thinking of many students 

of economic voting on the usefulness of objective unemployment data in explaining the 

vote in a meaningful and intuitive way. 
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The first section reports the findings of the vote share models of county 

unemployment, and its interaction with county income levels, on the incumbent party 

percent of the county vote share for president for the period 1980 to 2012. The second 

section presents the findings of the discrete choice models of county unemployment, and 

its interaction with county income levels, on the likelihood of the county level vote 

choice for the president for the period 1980 to 2012. The third section is similar to the 

vote share models in the first section, but the sample used is for counties with high 

unemployment (defined in this study as higher than the natural rate of unemployment). 

The fourth section is similar to the discrete choice models in the second section, and the 

sample used is limited to counties with high unemployment. The last section summarizes 

the findings. 
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5.1  Income and Unemployment: Vote Share Analysis 

 

The descriptive statistics for the variables used in the county level unemployment 

models presented in this section can be found in Table B-3 in the Appendix. 

 

Table 5.1 presents the results of the OLS regressions of county unemployment, 

and its interaction with county income levels, on the incumbent party percent of the 

county vote share for president for the period 1980 to 2012. Based on equation (2.10), the 

key independent variable is county level unemployment. The interaction term is between 

unemployment and the three level categorical variable, county income level (with low 

income counties as the reference group). The models control for state level growth and 

the incumbent party‟s vote share in the previous election.  

The model for the Democratic incumbent shows that, on average, a one 

percentage point increase in county unemployment is associated with 0.808 percentage 

point increase in the vote share of the Democratic incumbent for low income counties, 

holding all other variables constant. The difference is statistically significant at the p < 

0.001 level. State growth and the vote share of the previous election for the low income 

counties have the expected positive and significant effects. The model has a R
2
 value of 

0.824 and the F-statistic for the whole model is significant at the p < 0.001 level.
27

 

                                                           
27

 The constant term – the Y- intercept when unemployment is equal to zero for the low income counties 

(  
   

) has a negative coefficient of -10.234 percent which is less meaningful for the current discussions. 

The same can be said for the coefficients for the differences in the intercepts for the middle income 

counties and the high income counties (  
   

 and   
   

, respectively) relative to the constant. 
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Table 5.1  OLS Analysis of County Unemployment, Income Levels and the 

Incumbent Party Percent of the County-level Vote for President, 1980–2012 

 

 Democratic 

Incumbent 

Republican 

Incumbent 

County unemployment (  
   

,   
   

) 0.808 *** -0.460 *** 

 (0.036)  (0.042)  

State growth (  
   

,   
   

) 0.628 *** 0.558 *** 

 (0.018)  (0.018)  

Middle income county (  
   

,   
   

) 2.120 *** -2.054 *** 

 (0.350)  (0.416)  

High income county (  
   

,   
   

) 4.834 *** -3.855 *** 

 (0.382)  (0.449)  

Middle income county x unemployment -0.172 *** 0.138 ** 

(  
   

,   
   

) (0.046)  (0.052)  

High income county x unemployment -0.336 *** 0.109 ^ 

(  
   

,   
   

) (0.058)  (0.065)  

Incumbent party vote in previous election 0.937 *** 0.870 *** 

(  
   

,   
   

) (0.004)  (0.005)  

Constant (  
   

,   
   

) -10.234 *** 8.602 *** 

 (0.357)  (0.489)  

N 12,068  14,865  

R
2
 0.824  0.711  

F-statistic 8,071 *** 5,224 *** 

Ward test 17.27 *** 3.56 * 

^ p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001.  

Standard errors are in parentheses. 

 

 

The main interest of the current analysis is the interaction between county income 

levels and unemployment. Specifically, we want to find out whether the effects of 
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unemployment differ across county income levels, and if so, how.  

First of all, the two coefficients of the interaction carry the expected negative 

sign: the effect of unemployment for the middle income counties is 0.172 percentage 

point lower than the low income counties, and the effect of unemployment for the high 

income counties is 0.336 percentage point lower than the low income ones. Both 

coefficients are significant at the p < 0.001 level. The Wald test statistic (17.27) for the 

joint significance of the interaction term – which tests whether the slope differences for 

the middle income counties and the high income counties, relative to the low income 

counties, are both different from zero – is statistically significant at the p < 0.001 level. 

The test result rejects the joint hypotheses that both coefficients are simultaneously equal 

to zero. The high statistical significance of the interaction effects implies that there are 

distinctive differences in the electoral effects of unemployment between the county 

income groups for Democratic incumbents. 

 

 Therefore, we reject the null hypothesis (H2.11) that the positive effects of county 

unemployment on the Democratic incumbent party percent of the county level vote for 

president are no different between county income levels but are instead smaller for 

middle and high income counties, respectively, relative to low income counties (  
   

 < 0; 

   
   

 < 0). 

 

The results for the Republican incumbent models report that, on average, a one 

percentage point increase in county unemployment is associated with 0.460 percentage 

point decrease in the vote share of the Republican incumbent for low income counties, 
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holding all other variables constant. The difference is statistically significant at the p < 

0.001 level. State growth and the vote share of the previous election have the expected 

positive and significant effects. The model has a R
2
 value of 0.711 and the F-statistic for 

the whole model is significant at the p < 0.001 level. 

The two interaction coefficients carry the expected positive sign: the effect of 

unemployment for the middle income counties is 0.138 percentage point higher than the 

low income counties, and it is significant at the p < 0.01 level. Likewise, the effect of 

unemployment for the high income counties is 0.109 percentage point higher than the low 

income ones, but the coefficient is only significant at the p < 0.1 level. The Wald test 

statistic (3.56) for the joint significance of the interaction term is statistically significant 

at the p < 0.05 level. The test result rejects the joint null hypotheses that both coefficients 

are simultaneously equal to zero.  

 

 Therefore, we reject the null hypothesis (H2.12) that the negative effects of county 

unemployment on the Republican incumbent party percent of the county level vote for 

president are no different between county income levels but are instead smaller for 

middle income counties relative to low income counties (  
   

 > 0) at the 95 percent 

confidence intervals; and smaller for high income counties relative to low income 

counties (  
   

 > 0) only at the 90 percent confidence intervals. 

 

The small interaction effects and the relatively low statistical significance for the 

coefficients in the Republican incumbent case imply that although there exists differences 

in the electoral effects of unemployment between the county income groups, such 
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variations are negligible for Republican incumbents. A possible interpretation of the 

results is that voters of the different county income groups seem to behave more or less 

the same in evaluating Republican incumbents with regard to unemployment. In contrast, 

the larger interaction effects and their high statistical significance for Democratic 

incumbents seem to indicate relatively more distinctive voting behavior with regard to 

unemployment among the different county income groups. The above observations have 

important electoral implications, and we will examine them further with high 

unemployment sample in the subsequent sections.  

Importantly, and consistent with the assumptions of the partisan model, the 

interaction effects depend on which party is the incumbent: the effects are not the same in 

terms of the directions and magnitudes for Democratic incumbents and Republican 

incumbents. Table 5.2 and Figure 5.1 show the average marginal effects of the 

instantaneous changes of county unemployment on the county level vote share by income 

levels. The estimates are based on the model specifications shown in Table 5.1.   

  



145 

 

Table 5.2  Average Marginal Effects of County Unemployment on Incumbent Party 

Percent of the County-level Vote for President by Income Levels, 1980–2012 

 

 Democratic incumbent  

(N=12,068) 

Republican incumbent  

(N=14,865) 

Low income counties 
(N

Dem.
=2,956; N

Rep.
=3,554) 

0.808*** 

(0.036) 

-0.460*** 

(0.042) 

Middle income counties 
(N

Dem.
=6,070; N

Rep.
=7,253) 

0.636*** 

(0.029) 

-0.323*** 

(0.033) 

High income counties 
(N

Dem.
=3,042; N

Rep.
=4,058) 

0.472*** 

(0.046) 

-0.351*** 

(0.050) 

*** p < 0.001. 

Delta-method standard errors are in parentheses. 

 

 

Figure 5.1  Average Marginal Effects of County Unemployment on Incumbent Party 

Percent of the County-level Vote for President by Income Levels, 1980–2012 
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Two important patterns emerge from the average marginal effects. In terms of the 

direction (sign) of the slopes, there are distinctive and consistent partisan differences 

between the two incumbent parties with regard to unemployment, regardless of the 

income levels of the counties. Democratic incumbents generally do better in elections 

among the three county income groups as unemployment increases. On the other hand, 

Republican incumbents do worse in elections among all three county income groups as 

unemployment increases. 

In terms of the magnitude of the effects, Democratic incumbents‟ advantage is 

especially great among low income counties (0.808 percentage point) as compared to the 

middle income counties (0.636 percentage point) and the high income counties (0.472 

percentage point). The statistical tests for all three coefficients reject the null hypotheses 

that they are equal to zero at the p < 0.001 level. In contrast, Republican incumbents‟ 

disadvantage is greatest among low income counties (-0.460 percentage point), and only 

slightly less for the middle income counties (-0.323 percentage point) and the high 

income counties (-0.351 percentage point). The statistical tests for the three coefficients 

reject the null hypotheses that they are equal to zero at the p < 0.001 level. The results 

indicate that, while the partisan effects of unemployment are conditioned by income 

levels, the differences for Democratic incumbents are larger in magnitude than those of 

Republican incumbents.  

Are the differences between the county income groups consistent for all the 

values of county unemployment? This can be illustrated by the linear projection of the 

predicted county level vote share of the incumbent party for county unemployment range 

between zero and fifteen percent for each of the three county income groups, as shown in 
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Figure 5.2.
28

   

 

Figure 5.2  Effects of County Unemployment on Incumbent Party Percent of the 

County-level Vote for President by Income Levels, 1980–2012 

 

 
 

 

First of all, between the two incumbent party models, the slopes for the three 

county income groups for Democratic incumbents are in the upward direction, while the 

directions for those of Republican incumbents are reversed. However, within each 

incumbent party, the differences of the estimates between the three county income levels 

are very small across all the values of unemployment, implying that the effects are rather 

consistent from low level of unemployment to high level of unemployment. Whether 

                                                           
28

 The linear projection for the vote share is obtained from the predictive margins generated by the 

postestimation commands of margins and marginsplot in Stata (see Royston 2013; Williams 2012). 
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these small differences reflect the reality or due to the limitations of the model will be 

further scrutinized in the subsequent analyses using high unemployment sample. Overall, 

the findings imply that, in general, Democratic incumbents consistently enjoy advantage 

over Republican incumbents in elections across all three county income levels with 

respect to unemployment. 

While the above analysis is informative, there appears a disadvantage of the vote 

share models: the small magnitudes in the differences of the average marginal effects 

make it hard to examine in more details the behavioral differences between the county 

income groups. An alternative approach is to convert the continuous dependence variable 

to a binary dependent variable, so that, instead of estimating the level of the vote share, 

we can estimate the probability on the vote choice for a more distinctive contrast due to 

the dichotomous characteristics of the dependent variable. The approach is particularly 

useful in examining the behavioral characteristics for a discrete change of the dependent 

variable – in this case, vote choice – and thus may provide useful insights on the partisan 

effects of unemployment across different income levels that are otherwise not possible 

with the vote share estimates. In the following section, we will present the discrete choice 

models for county level vote for president, with unemployment as the key predictor and 

its interaction with county income levels.  



149 

 

5.2  Income and Unemployment: Discrete Choice Analysis 

 

The descriptive statistics for the variables used in the county level unemployment 

models presented in this section can be found in Table B-3 in the Appendix. 

 

Table 5.3 shows the results of the logit analysis of county unemployment, and its 

interaction with county income levels, on the likelihood of the county level vote choice 

for president for the period 1980 to 2012, as based on equation (2.12). Same as the vote 

share models in the previous section, the key independent variable is county level 

unemployment. Likewise, the interaction term is between unemployment and the three 

level categorical variable, county income level (with low income counties as the 

reference group).  As usual, the models control for state level growth and the incumbent 

party‟s vote share in the previous election.  

The model for Democratic incumbents shows that for every one percentage point 

increase in county unemployment, the log odds of the vote in favor of the Democratic 

incumbent (versus the Republican challenger) increases by 0.282 for low income 

counties, holding all other variables constant, and the coefficient is statistically 

significant at the p < 0.001 level.
29

 For every one percentage point increase in state 

growth and the vote share of the previous election, the log odds of the vote in favor of the 

Democratic incumbent increases by 0.218 and 0.313, respectively, for low income 

counties, holding all other variables constant. Both coefficients are statistically significant 

                                                           
29

 The log odds is the natural logarithm of the odds of success. If the probability of event A occurring is p, 

the probability of A not occurring is 1-p. The log odds of A is therefore ln{p/(1-p)}. 
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at the p < 0.001 level. The model as a whole fits well, with the likelihood ratio chi-square 

of 8,570 statistically significant at the p < 0.001 level. The Andrews statistic (1,645) for 

the goodness of fit for binary specification is significant at the p < 0.001 level. 

 

Table 5.3  Logit Analysis of County Unemployment, Income Levels, and the County-

level Vote Choice for President, 1980–2012 

 

 Democratic 

Incumbent 

Republican 

Incumbent 

County unemployment (  
   

,   
   

) 0.282 *** -0.100 *** 

 (0.025)  (0.020)  

State growth (  
   

,   
   

) 0.218 *** 0.158 *** 

 (0.012)  (0.008)  

Middle income county (  
   

,   
   

) 0.957 *** -0.586 ** 

 (0.231)  (0.208)  

High income county (  
   

,   
   

) 2.024 *** -1.235 *** 

 (0.250)  (0.226)  

Middle income county x unemployment -0.105 *** 0.042 ^ 

(  
   

,   
   

) (0.030)  (0.025)  

High income county x unemployment -0.168 *** 0.053 ^ 

(  
   

,   
   

) (0.036)  (0.031)  

Incumbent party vote in previous election 0.313 *** 0.214 *** 

(  
   

,   
   

) (0.006)  (0.004)  

Constant (  
   

,   
   

) -20.191 *** -10.295 *** 

 (0.445)  (0.275)  

N 12,068  14,865  

LR statistic 8,570 *** 7,381 *** 

Pseudo R
2
 0.581  0.434  

Andrews statistic 1,645.13 *** 105.36 *** 

^ p < 0.10, ** p < 0.01, *** p < 0.001.  

Standard errors are in parentheses. 
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The interaction effects between county income levels and unemployment indicate 

that, for every one percentage point increase in county unemployment, the log odds of the 

vote in favor of the Democratic incumbent by middle income counties decreases by 

0.105, on average, relative to the low income counties. The difference is statistically 

significant at the p < 0.001 level. For every one percentage point increase in county 

unemployment, the log odds of the vote in favor of the Democratic incumbent by high 

income counties decreases by 0.168, on average, relative to the low income counties. The 

difference is statistically significant at the p < 0.001 level. The high statistical 

significance of the interaction effects indicate that there are distinctive differences in the 

electoral effects of unemployment between the county income groups for Democratic 

incumbents. 

 

 Based on the above results, we reject the null hypothesis (H2.15) that the positive 

effects of county unemployment on the log odds of the Democratic incumbent party’s 

county level vote for president are no different between county income levels but are 

instead smaller for middle and high income counties, respectively, relative to low income 

counties (  
   

 < 0;   
   

 < 0). 

 

As for the Republican incumbent model, for every one percentage point increase 

in county unemployment, the log odds of the vote in favor of the Republican incumbent 

decreases by 0.100 for low income counties, holding all other variables constant, and the 

coefficient is statistically significant at the p < 0.001 level. State growth and the vote 

share of the previous election have the expected positive and significant effects. The 
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model‟s likelihood ratio chi-square (7,381) and the Andrews statistic (105) are both 

statistically significant at the p < 0.001 level. 

The two interaction coefficients carry the expected positive sign: for every one 

percentage point increase in county unemployment, the log odds of the vote in favor of 

the Republican incumbent by middle income counties increases by 0.042, on average, 

relative to the low income counties. The difference is statistically significant at the p < 

0.1 level. For every one percentage point increase in county unemployment, the log odds 

of the vote in favor of the Republican incumbent by high income counties increases by 

0.053, on average, relative to the low income counties. The difference is statistically 

significant at the p < 0.1 level. The low statistical significance of the interaction effects 

indicates that the differences between the county income groups are negligible for 

Republican incumbents. 

 

 Based on the above results, we reject the null hypothesis (H2.16) that the negative 

effects of county unemployment on the log odds of the Republican incumbent party’s 

county level vote for president are no different between county income levels but are 

instead smaller for middle and high income counties, respectively, relative to low income 

counties (  
   

 > 0;   
   

 > 0); both at the 90 percent confidence intervals. 

 

The logit analysis echoes those of the OLS regression results. That is, there are 

distinctive differences in the effects of unemployment on voters‟ retrospection on 

Democratic incumbents across the different county income groups. On the other hand, 

voters of the different county income groups tend to behave in similar fashion when 
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evaluating Republican incumbents with regard to unemployment.  

The interpretations of log odds are not intuitive, however. In Table 5.4 and Figure 

5.3, we estimate the average marginal effects of the instantaneous changes of county 

unemployment on the probability of the county level vote choice by income levels.  

The results show patterns that are broadly similar to the vote share models. In 

general, in terms of the direction of the effects, higher unemployment has positive and 

significant effects on the evaluation of Democratic incumbents, and negative and 

significant effects on Republican incumbents, across all three income levels.  

Specifically, a one percentage point increase in county unemployment increases, 

on average, the predicted probability of the county level vote for Democratic incumbents 

by 2.1 percent for low income counties. The effect is much larger than the corresponding 

effects for the middle income and high income counties (1.4 percent and 1.0 percent, 

respectively). All three estimates are statistically significant at the p < 0.001 level. On the 

other hand, both the magnitudes of the effects and their differences across the income 

levels are much smaller for Republican incumbents: a one percentage point increase in 

county unemployment decreases, on average, the predicted probability of the county level 

vote for Republican incumbents by 0.9, 0.6, and 0.5 percent for the low, middle, and high 

income counties, respectively.  The estimates are statistically significant at the p < 0.001 

level except for the high income counties, which is significant at only the p < 0.1 level. 
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Table 5.4  Average Marginal Effects of County Unemployment on the Predicted 

Probability of County-level Vote Choice for President by Income Levels, 1980–2012 

 

 Democratic incumbent  

(N=12,068) 

Republican incumbent  

(N=14,865) 

Low income counties 
(N

Dem.
=2,956; N

Rep.
=3,554) 

0.021*** 

(0.002) 

-0.009*** 

(0.002) 

Middle income counties 
(N

Dem.
=6,070; N

Rep.
=7,253) 

0.014*** 

(0.001) 

-0.006*** 

(0.002) 

High income counties 
(N

Dem.
=3,042; N

Rep.
=4,058) 

0.010*** 

(0.002) 

-0.005^ 

(0.003) 

^ p < 0.1, *** p < 0.001.  

Delta-method standard errors are in parentheses. 

 

 

Figure 5.3  Average Marginal Effects of County Unemployment on the Predicted 

Probability of County-level Vote Choice for President by Income Levels, 1980–2012 
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The probability estimates tend to provide better contrasts on the differences in the 

magnitude of the effects than those obtained by the level of the vote estimates in the 

previous section. Specifically, the effects of unemployment on the probability of the vote 

are much larger for Democratic incumbents than those of Republican incumbents for all 

county income groups. In addition, the effect of the low income counties is noticeably 

larger versus those of the middle and high income counties for Democratic incumbents. 

The findings point to the possibility of structural differences in the behavior among the 

county income groups, especially for the case of Democratic incumbents.  

We next estimate the predictive margins for each of the county income groups for 

all the values of county unemployment at intervals of one percentage point in order to 

determine any structural changes in the effects as unemployment increases. The outcomes 

are presented in Figure 5.4. One striking feature of the plots is the distinctive separation 

of the effects for the three county income groups. The overall outcome shows that the 

discrete choice model is superior to the vote choice model in illuminating the behavioral 

variations across different county income levels with respect to the partisan effects of 

unemployment.  

More important, there is a drastic increase in the effect of the low income counties 

on the probability of the vote for Democratic incumbents at about five percent of county 

level unemployment, that is, at about the natural rate. Specifically, the predicted 

probability would increase by a magnitude of 11.2 percentage points between 

unemployment rates of five and ten percent, or would increase by 23.9 percentage points 

for between unemployment rates of five and fifteen percent. In contrast, the probability 

would increase by just 8.8 percentage points when unemployment is relatively low, that 
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is, between zero and five percent.
30

  

 

Figure 5.4  Effects of County Unemployment on the Predicted Probability of 

County-level Vote Choice for President by Income Levels, 1980–2012 

 

 

 

 

The above observations seem to support one of the main arguments of this study, 

that is, as the unemployment problem becomes severe (above the natural rate), the 

partisan effects of unemployment may become more pronounced as compared to the 

situation where unemployment is less problematic. Since low income counties suffer 

                                                           
30

 The percentage point differences are computed based on the predictive margins results. The actual 

calculations are (in the same order as presented in the main text): 0.351 – 0.239 = 0.112, 0.478 – 0.239 = 

0.239, 0.239 – 0.151 = 0.088. 
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relatively much higher unemployment than higher income ones, it is not surprising to 

observe that they would most likely exhibit this voting pattern with respect to high 

unemployment. In contrast, no structural changes are observed for the effects of the 

middle and high income counties. The effects, also positive, nonetheless are relatively 

consistent for all the values of unemployment.  

For the case of Republican incumbents, the negative effects of unemployment are 

near linear for all three county income groups. However, the effect of low income 

counties is relatively larger as compared to the higher income ones, although no structural 

change in the effect is observed at higher unemployment. The overall pattern implies that 

voters of all income levels tend to evaluate Republican incumbents based on the valence 

approach, in which reward and punishment are more or less proportional relative to the 

level of unemployment. In other words, the retrospection is relatively consistent across 

the whole range of unemployment, regardless of the income levels. 

In sum, the preceding discrete choice analysis adds to the findings of the vote 

share models by illuminating the behavioral differences among different county income 

levels with respect to the partisan effects of unemployment. The probability estimates are 

more distinctive and intuitive than the vote share estimates in contrasting the variations of 

the voting patterns as income level changes. Furthermore, the findings have one 

important revelation about the possible structural differences between low unemployment 

and high unemployment. In at least one income level – the low income counties – the 

effect of unemployment is much larger on the vote for Democratic incumbents when 

unemployment becomes severe. In the next two sections, we will further contrast the 

partisan effects of high level of unemployment of different county income levels. 
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5.3  Income and High Unemployment: Vote Share Analysis 

 

The descriptive statistics for the variables used in the county level unemployment 

models presented in this section can be found in Table B-3 in the Appendix. 

 

Table 5.5 presents the results of the OLS regression for the incumbent party 

percent of the county vote share for president for the period 1980 to 2012, based on 

equation (2.11). The model specifications are the same as those presented in Table 5.1 

but the sample is for counties with unemployment range between the natural rate (about 

5-6 percent) and 15 percent. 

The model for Democratic incumbents shows that, on average, a one percentage 

point increase in county unemployment increases the vote share of the Democratic 

incumbent for low income counties by 0.633 percentage point, holding all other variables 

constant. The difference is statistically significant at the p < 0.001 level. State growth and 

the vote share of the previous election for the low income counties have the expected 

positive and significant effects. The F-statistic for the whole model is significant at the p 

< 0.001 level. The model has a R
2
 value of 0.841 which explains more of the variance of 

the dependent variable than the model for unemployment between 0 and 15 percent (R
2
 = 

0.824), indicating that the model as a whole has a better fit for estimating the effects of 

high unemployment.  
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Table 5.5  OLS Analysis of High
1
 County Unemployment, Income Levels and the 

Incumbent Party Percent of the County-level Vote for President, 1980–2012 

 

 Democratic 

Incumbent 

Republican 

Incumbent 

County unemployment (  
   

,   
   

)  0.633 *** -0.646 *** 

 (0.049)  (0.054)  

State growth (  
   

,   
   

) 0.535 *** 0.633 *** 

 (0.023)  (0.023)  

Middle income county (  
   

,   
   

) 4.602 *** -2.521 *** 

 (0.588)  (0.621)  

High income county (  
   

,   
   

) 8.523 *** -6.718 *** 

 (0.866)  (0.892)  

Middle income county x unemployment -0.470 *** 0.188 ** 

(  
   

,   
   

) (0.068)  (0.072)  

High income county x unemployment -0.819 *** 0.440 *** 

(  
   

,   
   

) (0.105)  (0.112)  

Incumbent party vote in previous election 0.947 *** 0.839 *** 

(  
   

,   
   

) (0.005)  (0.007)  

Constant (  
   

,   
   

) -8.828 *** 11.810 *** 

 (0.515)  (0.658)  

N 6,363  9,045  

R
2
 0.841  0.660  

F-statistic 4,799 *** 2,505 *** 

Ward test 40.57 *** 8.54 *** 

** p < 0.01, *** p < 0.001.  

Standard errors are in parentheses. 
1
 Above the natural rate of unemployment. 

 

 

The interaction effects carry the expected negative sign: the effect of 

unemployment for the middle income counties is 0.470 percentage point smaller than the 
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low income counties, and the effect of unemployment for the high income counties is 

0.819 percentage point smaller than the low income ones. Both coefficients are 

significant at the p < 0.001 level. The Wald test statistic (40.57) for the joint significance 

of the interaction term is statistically significant at the p < 0.001 level. The interaction 

effects are more than double of those of the bigger sample model, indicating larger 

differences in the electoral effects of unemployment between the county income groups 

for Democratic incumbents. 

 

 Therefore, we reject the null hypothesis (H2.13) that the positive effects of high 

county unemployment on the Democratic incumbent party percent of the county level vote 

for president are no different between county income levels but are instead smaller for 

middle and high income counties, respectively, relative to low income counties  

(  
   

 < 0;   
   

 < 0). 

 

As for Republican incumbents, on average, a one percentage point increase in 

county unemployment is associated with 0.646 percentage point decrease in the vote 

share of the Republican incumbent for low income counties, holding all other variables 

constant. The difference is statistically significant at the p < 0.001 level. State growth and 

the vote share of the previous election have the expected positive and significant effects. 

The F-statistic for the whole model is significant at the p < 0.001 level. The model has a 

R
2
 value of 0.660 which is slightly smaller than the bigger sample model (R

2
 = 0.711). 

One possible explanation for the smaller R
2
 value is that the relationships of the variables 

for the high unemployment sample may not be much different from the bigger sample, an 
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important point that we shall seek to confirm in the following analysis. 

The interaction effects carry the expected positive sign. Similar to the Democratic 

incumbent model, the effects are larger than those of the bigger sample model, indicating 

larger differences in the electoral effects of unemployment between the county income 

groups for Republican incumbents. Specifically, the effect of unemployment for the 

middle income counties is 0.188 percentage point larger than the low income counties, 

and it is significant at the p < 0.01 level. Importantly, the effect of unemployment for the 

high income counties is 0.440 percentage point larger than the low income ones, and its 

significance level is much higher than the one of the bigger sample model, at p < 0.001 

level. The joint significance of the interaction term (Wald test statistic = 8.54) is also 

much higher than that of the bigger sample model, at p < 0.001 level. Overall, the 

stronger interaction effects imply that differences in the electoral effects of high 

unemployment may exist between the different county income levels for Republican 

incumbents. 

 

 Similarly, we reject the null hypothesis (H2.14) that the negative effects of high 

county unemployment on the Republican incumbent party percent of the county level vote 

for president are no different between county income levels but are instead smaller for 

middle and high income counties, respectively, relative to low income counties (  
   

 > 0; 

  
   

 > 0). 

 

Table 5.6 and Figure 5.5 show the average marginal effects of the instantaneous 

changes of high county unemployment on the county level vote share by income levels. 
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The estimates are based on the model specifications discussed in Table 5.5.   

There is a striking dissimilarity in the effects for Democratic incumbents: the 

effect for the high income counties is negative, which is opposite the usual positive 

effects that we have been observing in the previous analysis. In terms of the magnitude of 

the effects, Democratic incumbents‟ advantage remains great among low income counties 

(0.633 percentage point) at the p < 0.001 level.  However, the advantage wanes when it 

comes to the middle income counties (0.163 percentage point) though still significant at 

the p < 0.001 level.  And worse, the table turns for the high income counties (-0.186 

percentage point) and the estimate is significant at the p < 0.05 level. The finding 

indicates that voters from high income counties actually punish Democratic incumbents 

for high unemployment, an important deviation from their counterparts of the middle and 

low income counties. 

In contrast, the disadvantage suffered by Republican incumbents persists across 

all three county income levels. However, there are also variations in the magnitudes of 

the effects under high unemployment. Specifically, the negative effects become slightly 

larger for both the low and middle income counties – -0.646 and -0.458 percentage point, 

respectively, at the p < 0.001 level. But the effect for the high income counties is reduced 

by half, to -0.206 percentage point, as compared to the result of the larger sample. The 

coefficient is significant at the p < 0.05 level. The finding indicates that voters from high 

income counties turn soft in their punishment of Republican incumbents for high 

unemployment, which contrasts with the larger punitive effects of voters from the middle 

and low income counties.  
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Table 5.6  Average Marginal Effects of High
a
 County Unemployment on Incumbent 

Party Percent of the County-level Vote for President by Income Levels, 1980–2012 

 

 Democratic incumbent  

(N=6,363) 

Republican incumbent  

(N=9,045) 

Low income counties 
(N

Dem.
=2,192; N

Rep.
=2,966) 

0.633*** 

(0.049) 

-0.646*** 

(0.054) 

Middle income counties 
(N

Dem.
=3,275; N

Rep.
=4,646) 

0.163** 

(0.048) 

-0.458*** 

(0.049) 

High income counties 
(N

Dem.
=896; N

Rep.
=1,433) 

-0.186* 

(0.094) 

-0.206* 

(0.098) 

* p < 0.05, ** p < 0.01, *** p < 0.001.  

Delta-method standard errors are in parentheses. 
a
 Above the natural rate of unemployment. 

 

 

Figure 5.5  Average Marginal Effects of High County Unemployment on Incumbent 

Party Percent of the County-level Vote for President by Income Levels, 1980–2012 
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We further analyze the differences between the county income groups for values 

of county unemployment between the natural rate and 15.0 percent. Figure 5.6 presents 

the linear projection of the predicted county level vote share of the incumbent party for 

high county unemployment of the three county income groups. Consistent with the 

preceding discussions, the slopes for the three county income groups are quite different 

for Democratic incumbents: a noticeably positive one for the low income counties and a 

negative one for the high income counties. The positive slope for the middle income 

counties is nearly flat, implying that middle income voters, as a whole, are not strongly in 

favor of Democratic incumbents when unemployment is high. 

As for Republican incumbents, all the slopes for the three county income groups 

retain their downward direction which is similar to those estimated in the bigger sample. 

However, the estimates for the high income counties are much smaller across the values 

of high unemployment, implying smaller punitive effects as compared to the other two 

county income levels. Nonetheless, the observed behavior for all three county income 

levels is consistent with the valence theory of reward and punishment. The findings 

support the notion that the relationships of the variables for the high unemployment 

sample are similar to those of the larger sample on the evaluation of Republican 

incumbents. 
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Figure 5.6  Effects of High County Unemployment on Incumbent Party Percent of 

the County-level Vote for President by Income Levels, 1980–2012 

 

 
 

 

To substantiate the preceding discussions concerning the variations of the 

estimated effects for different values of unemployment above the natural rate, we further 

contrast the average marginal effects of unemployment on the vote share of the 

incumbent party by income levels at the 95 percent confidence interval.
31

 The results are 

presented in Figure 5.7.  

                                                           
31

 Specifically, the technique contrasts the sets of estimated effects between the low income counties (the 

base group) and the middle and high income counties, respectively, for each percentage point increase in 

county unemployment average across the observed values of all the other explanatory variables. The plots 

are generated using the margins command with the dy/dx option for the discrete change from the base level, 

followed by the marginsplot command in Stata. 
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Figure 5.7  Average Marginal Effects of High County Unemployment on  Incumbent 

Party Percent of the County-level Vote for President by Income Levels, 1980–2012 

 

 
 

 

 The best way to read the figure is by looking at the overall trends of the plots 

rather than the individual point estimates. The contrasts of margins reveal whether the 

interaction effects of county unemployment and county income groups change between 

the groups as unemployment increases. If the magnitudes and the direction (sign) of the 

difference in the effects between a target group and the base group (in this case, the low 

income counties) vary for the values of unemployment, that indicate distinctive changes 

between the two groups. In the case of Democratic incumbents, there are significant 

differences in the average marginal effects for the middle and high income counties 

relative to the low income counties: the magnitudes vary and the values change from 

positive to negative. The contrasts strongly indicate distinctive differences in the behavior 
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between the county income groups as unemployment gets worse. Notice also that the 

contrast between the high income and low income counties is particularly prominent 

(with an absolute value of about 0.8 percentage point difference in the effects between 

five and fifteen percent unemployment), the difference is so large that the slope of the 

high income groups actually turns negative, as pointed out in the previous discussions.  

On the other hand, if the magnitudes of the difference in the effects vary but the 

direction remains the same for the values of unemployment, the changes can be 

interpreted as moderate between the two groups. This is what happens to Republican 

incumbents: both the differences in the average marginal effects for the middle and high 

income counties relative to the low income counties are of moderate magnitude and same 

sign (negative) for all or most of the values of unemployment. As expected, the contrast 

between the low income and high income counties is more pronounced but the magnitude 

is nowhere near as big as Democratic incumbents case. The findings imply that, while 

there are changes in the behavior between the county income groups as unemployment 

increases, the differences are nonetheless small. The results augment the earlier analysis 

that the three county income groups behave similarly in their evaluation of Republican 

incumbents as according to the valence approach of reward and punishment. 

In sum, the above findings with regard to the effects of high unemployment on the 

county level vote are consistent with the notion that the partisan effects of unemployment 

would undergo changes when the unemployment problem is severe. The differences are 

particularly noticeable in voters‟ evaluation of Democratic incumbents. The slopes for the 

three county income groups are quite different: a noticeably positive one for the low 

income counties and a negative one for the high income counties. The small positive 
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slope for the middle income counties implies that middle income voters are only slightly 

in favor of Democratic incumbents when unemployment is high.  

On the contrary, voters from high income counties do not punish Republican 

incumbents as much as they should for high unemployment, which contrasts with the 

larger punitive effects of voters from the middle and low income counties. Despite the 

moderate deviation from the expected trend for the high income counties, the observed 

behavior for all three county income levels is broadly consistent with the valence theory 

of reward and punishment. 

In the next, and final, section, we shall seek further insights on the heterogeneous 

partisan effects of high unemployment with respect to income levels using discrete choice 

analysis. 
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5.4  Income and High Unemployment: Discrete Choice Analysis 

 

The descriptive statistics for the variables used in the county level unemployment 

models presented in this section can be found in Table B-3 in the Appendix. 

 

Table 5.7 shows the results of the logit analysis on the likelihood of the county 

level vote choice for president for the period 1980 to 2012, based on equation (2.13). The 

model specifications are the same as those presented in Table 5.3 except the sample is for 

counties with unemployment range between the natural rate and 15 percent.  

The model for Democratic incumbents shows that for every one percentage point 

increase in county unemployment, the log odds of the vote in favor of Democratic 

incumbents increases by 0.274 for low income counties. The coefficient is statistically 

significant at the p < 0.001 level. State growth and the vote share of the previous election 

of the low income counties have the expected positive and significant effects. Both the 

likelihood ratio chi-square (5,136) and the Andrews statistic (873) are significant at the p 

< 0.001 level, indicating the model as a whole fits well.  

The interaction effects carry the expected negative sign: the log odds of the 

middle income counties and the high income counties decrease by 0.223 and 0.393, 

respectively, on average, relative to the low income counties. Both coefficients are 

significant at the p < 0.001 level. The high statistical significance of the interaction 

effects indicates that there are distinctive differences in the electoral effects of 

unemployment between the county income groups for Democratic incumbents. 
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Table 5.7  Logit Analysis of High
1
 County Unemployment, Income Levels, and the 

County-level Vote Choice for President, 1980–2012 

 

 Democratic 

Incumbent 

Republican 

Incumbent 

County unemployment (  
   

,   
   

) 0.274 *** -0.148 *** 

 (0.034)  (0.023)  

State growth (  
   

,   
   

) 0.244 *** 0.159 *** 

 (0.016)  (0.010)  

Middle income county (  
   

,   
   

) 2.056 *** -0.415  

 (0.391)  (0.269)  

High income county (  
   

,   
   

) 4.004 *** -1.853 *** 

 (0.556)  (0.377)  

Middle income county x unemployment -0.223 *** 0.024  

(  
   

,   
   

) (0.045)  (0.030)  

High income county x unemployment -0.393 *** 0.122 * 

(  
   

,   
   

) (0.067)  (0.047)  

Incumbent party vote in previous election 0.333 *** 0.199 *** 

(  
   

,   
   

) (0.009)  (0.004)  

Constant (  
   

,   
   

) -21.263 *** -9.052 *** 

 (0.653)  (0.322)  

N 6,363  9,045  

LR statistic 5,134 *** 4,354 *** 

Pseudo R
2
 0.614  0.395  

Andrews statistic 872.66 *** 56.15 *** 

* p < 0.05, *** p < 0.001.  

Standard errors are in parentheses. 
1
 Above the natural rate of unemployment. 

 

 

Based on the above results, we reject the null hypothesis (H2.17) that the positive 

effects of high county unemployment on the log odds of the Democratic incumbent party’s 
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county level vote for president are no different between county income levels but are 

instead smaller for middle and high income counties, respectively, relative to low income 

counties (  
   

 < 0;   
   

 < 0). 

 

As for Republican incumbents, for every one percentage point increase in county 

unemployment, the log odds of the vote in favor of Republican incumbents decreases by 

0.148 for low income counties. The coefficient is statistically significant at the p < 0.001 

level. State growth and the vote share of the previous election have the expected positive 

and significant effects. Both the likelihood ratio chi-square (4,354) and the Andrews 

statistic (56) are significant at the p < 0.001 level.  

The two coefficients of the interaction carry the expected positive sign: the log 

odds of the middle income counties increases by 0.024, on average, relative to the low 

income counties, though the difference is not significant. The log odds of the high income 

counties increases by 0.122, on average, relative to the low income counties, and the 

coefficient is significant at the p < 0.05 level. The low statistical significance of the 

interaction effects implies that the differences in the electoral effects of unemployment 

are small between the county income groups for Republican incumbents. The results 

deviate from the findings of the vote share model in Table 5.5, which indicate high 

statistical significance for the interaction effects, but are otherwise consistent with the 

more detailed margins analysis in the previous section that show only moderate 

differences. 

 

We therefore fail to reject the null hypothesis that the negative effects of high 
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county unemployment on the log odds of the Republican incumbent party’s county level 

vote for president are no different between low income counties and middle income 

counties (  
   

 = 0); but reject the null hypothesis that the negative effects of high county 

unemployment on the log odds of the Republican incumbent party’s county level vote for 

president are no different between low income counties and high income counties  

(  
   

 > 0) (H2.18). 

 

Table 5.8 and Figure 5.8 are the results of the estimates for the average marginal 

effects of the instantaneous changes of county unemployment on the probability of the 

county level vote choice by income levels.  

The results show patterns that are broadly similar to the vote share models. The 

most striking dissimilarity is on Democratic incumbents: the effect for the high income 

counties changes to negative from the usual positive one. As expected, Democratic 

incumbents‟ advantage is greatest among low income counties: a one percentage point 

increase in county unemployment increases the probability of the Democratic vote by 2.1 

percent, at the p < 0.001 level. However, the advantage disappears for the middle income 

counties (a gain of a mere 0.4 percent in the predicted probability) with a low level of 

statistical significant of p < 0.1.  Then comes the reverse for the high income counties 

with a decrease of 1.0 percent in the predicted probability at the p < 0.05 level. The 

findings augment those from the vote share analysis which show that voters from high 

income counties punish Democratic incumbents for high unemployment, and the positive 

effect of the middle income counties is very small.  



173 

 

Table 5.8  Average Marginal Effects of High County Unemployment on the 

Predicted Probability of County-level Vote Choice for President by Income Levels, 

1980–2012 

 

 Democratic incumbent  

(N=6,363) 

Republican incumbent  

(N=9,045) 

Low income counties 
(N

Dem.
=2,192; N

Rep.
=2,966) 

0.021*** 

(0.003) 

-0.016*** 

(0.002) 

Middle income counties 
(N

Dem.
=3,275; N

Rep.
=4,646) 

0.004^ 

(0.002) 

-0.014*** 

(0.002) 

High income counties 
(N

Dem.
=896; N

Rep.
=1,433) 

-0.010* 

(0.005) 

-0.003 

(0.005) 

^ p < 0.1, * p < 0.05, *** p < 0.001.  

Delta-method standard errors are in parentheses. 

 

 

Figure 5.8  Average Marginal Effects of High County Unemployment on the 

Predicted Probability of County-level Vote Choice for President by Income Levels, 

1980–2012 
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On the other hand, the disadvantage of Republican incumbents persists for the 

low and middle income counties but not so much for the high income ones. The punitive 

effects are largest among low income counties: a one percentage point increase in county 

unemployment decreases the probability of the Republican vote by 1.6 percent, at the p < 

0.001 level. The effect for the middle income counties is similar (a decrease of 1.4 

percent in the predicted probability) at the p < 0.001 level.  However, the negative effect 

for the high income counties wanes (a decrease of 0.3 percent in the predicted 

probability) but the coefficient is not significant. The results are consistent with those 

from the previous section which indicate that voters from high income counties do not 

punish Republican incumbents for high unemployment as much as those from the middle 

and low income counties.  

We further estimate the predictive margins for each of the county income groups 

for values of county unemployment between the natural rate and 15.0 percent. The results 

are presented in Figure 5.9, which show distinctive separation of the partisan effects for 

the three county income groups.  Most important, the plots indicate a clear divergence in 

the slopes for the three county income groups for Democratic incumbents. In particular, 

the positive slope of the low income counties strongly contrasts with the negative one for 

the high income counties. On the other hand, the estimates of the middle income counties 

with high unemployment show only negligible effects on the predicted probability of the 

vote for Democratic incumbents. 

For the case of Republican incumbents, the main contrast is between the high 

income counties and those of the low and middle income counties. Consistent with the 

earlier discussions on the point estimates, the effects on the predicted probability of the 
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vote for Republican incumbents are very small for the high income counties for the 

values of unemployment higher than the natural rate. The indifference in the behavior of 

high income voters is a big contrast with the persistent punitive effects of voters from the 

low and middle income counties as unemployment gets worse. However, since the point 

estimate for the average marginal effect of the high income counties fails to reach even 

low level of statistical significance, the evidence just presented may be inconclusive with 

regard to the behavior of high income voters. 

 

Figure 5.9  Effects of High County Unemployment on the Predicted Probability of 

County-level Vote Choice for President by Income Levels, 1980–2012 

 

 
 

 

In sum, the analysis of the discrete choice models on counties with high levels of 

unemployment shows the most distinctive variations yet of the partisan effects of 
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unemployment among the different county income levels. The results of the predicted 

probability of the models attain similarly high levels of statistical significance and are 

broadly consistent with those of the vote share results. Importantly, the findings indicate 

a clear divergence in the effects of the three socioeconomic groups for the Democratic 

incumbent party. Most striking of which is the polarized behavior in the vote choice 

between the low income counties and the high income ones. On the other hand, the 

middle income counties are nearly indifferent in whether to support the Democratic 

incumbent party, given their high levels of unemployment. 

In comparison, Republican incumbents‟ disadvantages with regard to 

unemployment are consistent for the low and middle income counties. However, the high 

income counties are nearly indifferent in whether to punish the Republican incumbent 

party, when the levels of unemployment are high (though the point estimate of the slope 

is statistically insignificant). 
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5.5  Summary 

 

The chapter provides in-depth analysis of the underlying socioeconomic factor 

that drives the partisan effects of unemployment in elections. There exists strong 

evidence that voters‟ socioeconomic circumstances in terms of income have substantial 

impacts on their vote decisions with respect to unemployment. Importantly, the analysis 

on macro unemployment data provides us with useful empirical insights that might have 

behavioral implications for developing an economic voting model on unemployment 

policy at the macro-level. A key observation is the relatively large variations among the 

different income groups, especially under high unemployment, for Democratic incumbent 

parties but relatively consistent and small variations between the income groups for 

Republican incumbent parties. Such behavioral patterns from the macro data as 

uncovered in this study greatly inform the researcher on how well to develop a realistic 

partisan voting theory on unemployment policy at the macro-level.  

Based on the full samples of county unemployment rates of 0 to 15 percent, 

results from the incumbent party percent of the county vote share for president show that 

there are significant and consistent differences in the partisan effects between the two 

incumbent parties relating to county unemployment, regardless of the income levels of 

the counties. Democratic incumbents fair better in elections among the three county 

income groups as county unemployment increases. On the other hand, Republican 

incumbents do worse in elections among all three county income groups as county 

unemployment increases. 

In addition, the Democratic incumbent party‟s advantage is much greater among 
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low income counties as compared to the middle income counties and the high income 

counties. On the contrary, the Republican incumbent party‟s disadvantage is greater 

among low income counties but only slightly less for the middle income counties and the 

high income counties. The findings imply that, while the partisan effects of 

unemployment are conditioned by income levels, the differences among the 

socioeconomic groups are larger in magnitudes for Democratic incumbents than those of 

Republican incumbents.  

Additional analysis using the discrete choice models provides further insights of 

the partisan effects of unemployment on the likelihood of the county level vote choice for 

president for the two incumbent parties. While the predicted probability results attain 

similarly high levels of statistical significance and are broadly consistent with those of 

the vote share results, there is a distinctive structural change in the behavior of the low 

income counties for the case of Democratic incumbents. Specifically, there is a 

substantial increase in the positive effect of the low income counties on the probability of 

their vote for the Democratic incumbent party above the natural rate of unemployment.  

The above findings provide evidence that as the unemployment problem becomes 

severe, the variation of the partisan effects among the different socioeconomic groups are 

more distinctive than when the unemployment level is low, as hypothesized in this study. 

Since in general the unemployment problem for the low income counties is more severe 

than those of the higher income counties, the partisan behavior of the lower 

socioeconomic group intensifies as unemployment gets worse. 

In the case of Republican incumbents, the negative effect of the low income 

counties is also larger than those of the higher income ones. However, the partisan effects 
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show little variations for all three income groups across the range of unemployment rates. 

The implication is that voters of various income levels tend to evaluate the Republican 

incumbent party with the valence rule, in which reward and punishment are based on 

performance and therefore the negative effects are relatively consistent for all three 

county income groups as unemployment increases. 

The findings from the samples of counties with high unemployment (above the 

natural rate) show significant variations in the partisan effects of unemployment between 

the different socioeconomic groups, especially in the case of Democratic incumbents. 

Most important, the effect of the high income counties turns negative, implying that they 

punish the Democratic incumbent party for high unemployment, an important deviation 

from the basic assumption of the partisan model. Similarly, the advantage of 

unemployment to the Democratic incumbent party wanes substantially for the middle 

income counties although the effect is still positive. Perhaps a large proportion of the 

middle income voters are less supportive of the Democratic Party‟s policy as the 

unemployment problem becomes severe. However, the Democratic advantage on 

unemployment remains big among the low income counties, which shows little sign of 

weakening despite the dismay state of the economy they face. 

On the contrary, Republican incumbents‟ disadvantages with regard to high levels 

of unemployment are more or less consistent across all three county income levels. 

However, the high income counties are less severe with their punishment of the 

Republican incumbent party, as compared to the larger negative effects of voters from the 

middle and low income counties.  

In fact, the high income voters in the Republican incumbent model and the 
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Democratic incumbent model, respectively, show similar behavioral patterns in holding 

the incumbent party moderately responsible for the high unemployment problem. In 

contrast, both the low and middle county income groups exhibit differential partisan 

effects in the two incumbent party models: a positive effect for the Democrat Party and a 

negative effect for the Republican Party. 

Lastly, the discrete choice analysis on the probability of the county level vote 

choice for president for counties with high unemployment augments the overall findings 

of the vote share models, with more distinctive results on the behavioral patterns due to 

income group dynamics. Consistent with the behavioral propositions of this study, the 

partisan effects of unemployment undergo some noticeable changes when the level of 

unemployment is high. The differences are big when voters evaluate Democratic 

incumbents but relatively moderate for Republican incumbents. In the case of Democratic 

incumbents, there are significant differences among the three county income groups, 

resulting in a divergent pattern of behavior when unemployment is above the natural rate. 

On the other hand, there is a small negative effect on the part of the high income counties 

when evaluating Republican incumbents, a deviation from the large, negative effects 

observed on the low and middle income counties. Nevertheless, the behavior of all three 

county income groups remains consistent with the valence theory of reward and 

punishment. 

The effects of high unemployment are strongest and persistent for the low income 

counties: large positive effects for Democratic incumbents, and equally big but negative 

effects on Republican incumbents. On the other hand, voters from high income counties 

moderately punish Democratic incumbents for high unemployment and likewise for 
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Republican incumbents (but nearly indifferent in whether to punish the Republican 

incumbent party in the discrete choice analysis though the result is insignificant). Last, 

voters of the middle income counties are only weakly in favor of Democratic incumbents 

when unemployment is high. On the other hand, the middle income counties significantly 

punish Republican incumbents for high unemployment. The behavior patterns of the low 

and middle socioeconomic groups thus provide strong evidence of the big electoral 

disadvantage the Republican Party face with regard to unemployment. 
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CHAPTER 6 

 

CONCLUSION 

 

Intellectual Merits 

 

The dissertation makes contributions to the economic voting literature by 

examining the electoral implications of the changing dynamics of the monetary policy 

trade-off between inflation and unemployment in the United States. Based on the 

Rational Partisan Theory on the political determinants of macroeconomic cycles, the 

study investigates the policy trade-off in two interrelated aspects: 1) the neutralizing 

effect of the policy shift to inflation targeting on inflation – an understudied area in 

political science; and 2) the poorly understood partisan effects of unemployment policy 

against the backdrop of inflation stabilization through the less common analysis of 

objective unemployment data. The empirical insights gained from the analysis can serve 

as useful inputs for developing an economic voting theory on unemployment policy at the 

macro-level. 

 

Inflation policy shift 

 

Firstly, the study makes contribution to the RPT with regard to the electoral 

implications of inflation policy. In the light of the empirical evidence of the electoral 

irrelevance of inflation in recent times, this study shows that the policy shift to inflation 
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targeting since the 1980s has reduced the partisan effects of inflation in midterm elections 

in the United States.  

Specifically, lower inflation persistence due to inflation targeting policy has a 

neutralizing effect on the inflation shock – the latter being the result of the uncertainty of 

presidential election outcomes which forms the theoretical basis of the Rational Partisan 

Business Cycle and midterm election cycle hypotheses. This study, therefore, makes a 

theoretical contribution to the RPT – which is based on the discretionary policy 

assumption – by introducing the special case of the policy rule under inflation targeting. 

Importantly, this study provides a macroeconomic interpretation of the depoliticization of 

monetary (inflation) policy under an inflation targeting policy regime. 

The findings, however, do not necessarily imply a rejection of the policy 

balancing theory in its broader sense. Voters will still attempt to “balance” the incumbent 

president‟s policies with their votes during midterm elections. However, the results offer 

a theoretically-based – and empirically tested – assertion that inflation is less likely to be 

one of the policies or issues that influences the voters‟ decisions. Nevertheless, the 

evidence of the inflation policy neutrality presented in this research leads us to wonder: 

would economic factors become increasingly irrelevant in electoral politics? 

 

Partisan unemployment policy  

 

The initial analysis of the U.S. unemployment data during the period of the 

simultaneous stabilizations of inflation and output seems to indicate that economic voting 

is in further decline. However, since economic shocks do not disappear just because 
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monetary policy is sound, therefore the recurrence of economic volatility provides 

electoral opportunities for competing policy choices offered by the political parties. 

Indeed, the county level analysis offers strong evidence that unemployment as a policy 

issue remains electorally significant and highly partisan. 

The current research makes further contributions with its analysis of the electoral 

effects of unemployment based on the assumptions of the partisan policies on 

unemployment. The partisan model developed in this study is superior to the many 

existing voting models that treat the unemployment variable as non-partisan or in some 

simplistic ways. Firstly, the conventional valence approach which dominates the 

literature assumes the electoral effects of unemployment are one-directional regardless of 

the ideology of the party. In contrast, the partisan model of this study produces 

overwhelming evidence that in general the partisan effects take opposite directions: a 

positive effect for left-wing parties, and a negative one for right-wing parties.  

Secondly, even in those rare exceptions where model specifications are carefully 

chosen to isolate the partisan effects of unemployment, the results show only limited 

success. A notable example is the Democratic vote share model used by Wright (2012), 

which reports relatively low statistical significance of p-values of between 0.1 and 0.01 

for all the results. Moreover, one can only infer from the Democratic vote share model 

the implications for the Republican vote share, which would likely be a simple “the 

Democrat‟s gain (loss) is the Republican‟s loss (gain)” relationship. (In addition, Wright 

rejects the idea of using the Republican vote share as the dependent variable for 

theoretical reasons (692)). The limitations of Wright‟s model make the understanding of 

the partisan effects of unemployment incomplete and simplistic.  
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On the contrary, the partisan model used by this study shows that voters‟ 

retrospective evaluations of the two political parties with respect to unemployment are 

different, not only of opposite directions but also vary between the different 

socioeconomic groups of the electorate. The partisan model is empirically tested in a 

variety of model specifications, macroeconomic data, statistical techniques, temporal 

comparisons, and different socioeconomic contexts. They include: 

1. State and county level vote shares for president; 

2. County level vote choice for president; 

3. U.S. and county level unemployment data (also, state level unemployment for 

one of the models); 

4. Largest and most up-to-date sample of county unemployment data in the 

literature; 

5. Contrasts between period of inflation instability and period of inflation-output 

costabilization;  

6. Socioeconomic categorizations by county income levels; 

7. County level unemployment: both full samples and subsamples of high level 

of unemployment (that is, above the natural rate); and 

8. Different types of  statistical analysis, including: OLS, logit, interaction 

effects, predictive margins, average marginal effects, contrasts of margins, 

margins plots, etc.. 

In terms of the usefulness of the findings, the empirical models yield 

overwhelmingly significant results for the macroeconomic unemployment indicators 

which are consistent with the assumptions made by the study: 



186 

 

1. All except two of the coefficients of the unemployment variables at the U.S., 

county and state level reported in the study are of the expected signs: positive 

for the Democratic incumbent party and negative for the Republican 

incumbent party;
32

 

2. Out of the total of 52 coefficients of unemployment reported in the study, 41 

(79 percent) attain the statistical significance level of p < 0.001. The highly 

significant results are about evenly distributed between the Democratic 

incumbent models (20) and Republican incumbent models (21); and 

3. Only two of the 52 coefficients of unemployment are statistically insignificant 

(one is state level unemployment, the other is county level unemployment). 

In addition, all the statistically significant coefficients of the U.S. and state level 

growth variables included in the models are of the expected, positive sign since the 

theoretical model assumes growth as a competency parameter as according to the RPT, 

rather than a policy parameter.
33

 Moreover, all except two of the growth coefficients 

attain the statistical significance level of p < 0.001. The high levels of consistency and 

statistical significance of the growth coefficients further indicate the robustness of the 

partisan model in generating estimates of the macroeconomic indicators that are 

                                                           
32

 The two exceptions are the point estimates of the slopes of the county unemployment coefficients of the 

high income counties in the Democratic incumbent party vote share model and vote choice model for the 

subsamples of high unemployment counties. The signs are negative in both cases which do not, however, 

constitute a rejection of the basic assumptions of the partisan model.  

33
 Only one state level growth coefficient for the Republican incumbent party vote share model has the 

negative sign but it is statistically insignificant.  
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consistent with the theoretical assumptions of this study. 

A major finding based on the partisan models is that the electoral effects of 

unemployment are strongly moderated by income, in particular, for counties that suffer 

from high levels of unemployment. The differences among the various county income 

groups are big in the retrospection of Democratic incumbents, as reflected in the 

divergent patterns of their behavior: strongly positive for the low income counties, 

negative for the high income counties, and near indifferent for the middle income 

counties. On the contrary, the behavioral patterns in the retrospection of Republican 

incumbents for all three county income groups are in general consistent with the valence 

theory of reward and punishment. 

The effects of high unemployment are strongest and highly partisan for the low 

income counties: large positive effects for Democratic incumbents, and equally big but 

negative effects on Republican incumbents. The findings are consistent with the received 

wisdom that the lower income population suffers the most from the unemployment 

problem and this is reflected in their strong partisan behavior in favor of the Democratic 

policy solution. Voters from the high income counties, however, moderately punish 

Democratic incumbents for high unemployment and likewise for Republican incumbents. 

Last, voters of the middle income counties are only weakly in favor of Democratic 

incumbents when unemployment is high – an indication that they are perhaps skeptical 

about whether the Democratic unemployment policy could benefit the middle class. On 

the other hand, the middle income voters significantly punish Republican incumbents for 

high unemployment, just like the low income counties. Together, the low and middle 

income county groups constitute the main source of the big electoral disadvantage the 
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Republican Party face with regard to unemployment. 

An important theoretical implication of the empirical insights from the macro 

unemployment data is that the partisan effects of unemployment are more sophisticated 

than the assumption of the simplistic partisan (opposite) effects between left-wing and 

right-wing parties. Whereas voter retrospection on the Republican Party with respect to 

unemployment is quite consistent and tends to follow the simple reward and punishment 

rule, the patterns uncovered on the retrospection of the Democratic Party strongly 

indicate differences due to voter heterogeneity, especially when unemployment is high. 

The findings greatly inform the development of behavioral assumptions that are relevant 

to an economic voting theory relating to unemployment at the macro-level. 

The theoretical model needs to explain, besides the basic partisan retrospection of 

the two political parties, the differential income group behavior with respect to the 

Democratic incumbent party under high unemployment. Possible conditioning factors to 

be considered may include the types of job being created and/or the size of the 

unemployment benefits, when the Democratic Party is in power. If most of the jobs 

created are low wage and low skill types, it may explain why the Democratic policy is 

more beneficial to the lower income voters than the higher income ones. On the other 

hand, low income voters‟ support for the Democratic incumbent party may not be totally 

driven by job creations but the party‟s more liberal policy on social spending. Since 

unemployment benefits may not be as attractive to the middle income voters relative to a 

good paid, full-time job (and certainly not very attractive to the high income voters who 

also happen to lose their high paid jobs), these voters may have less incentive to support 

the Democratic incumbent party. 
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In sum, the partisan model of unemployment developed by this study is superior 

to the conventional valence model in estimating the partisan effects of unemployment 

policy on elections. The dual incumbent party model specification is also superior to the 

Democratic vote share model used by Wright (2012) in modeling the sophisticated and 

very different partisan behavioral patterns of the electorate by the various socioeconomic 

groups. Importantly, the basic model specification is robust and produces highly 

significant results that are consistent with the behavioral propositions of the study with 

respect to unemployment policy. Furthermore, the partisan model is useful in uncovering 

behavioral patterns in macroeconomic unemployment data relevant to economic voting 

research which is otherwise not been possible in many other studies. The empirical 

insights gained from the objective data greatly inform the future development of an 

economic voting theory on unemployment policy at the macro-level. 

Lastly, the study‟s interdisciplinary approach of associating the concepts in 

mainstream macroeconomics and monetary policy with those in political science specific 

to the area of economic voting has it merits. This integrative approach has brought great 

benefits to the theoretical innovations and empirical analysis in the study. In addition, the 

study‟s analysis of the electoral implications of both inflation policy and unemployment 

policy results in bigger intellectual contributions by shedding new light on the changing 

dynamics of the inflation-unemployment policy trade-off, which is otherwise not possible 

should we examine only one of the two policy components.  

The study, however, does have its limitations. One shortcoming of the models is 

that they do not control for other effects such as labor force mobilization due to war 

(which may have short-term positive effects on unemployment and/or growth), war itself 
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(to control for the rally „round the flag effects), exogenous shocks (such as the 2008 

financial crisis and global financial crisis), or political events (such as political scandals). 

Another limitation is that the models do not control for demographic factors, such 

as race, education, or age. In this regard, the models used in the study are broadly 

informed by the model specifications in Alesina and Rosenthal (1995) which includes 

exclusively macroeconomic variables and institutional variables in its analysis. In 

addition, all empirical models used in their study are parsimonious, with the number of 

explanatory variables in a model hardly exceeds half a dozen. Since one of the main 

objectives of the current study is to test and refine the RPT framework, we thus specify 

our models as broadly consistent as possible with the two characteristics of the original 

empirical analysis adopted by Alesina and Rosenthal. Nonetheless, we recognize that the 

inclusion of the demographic variables may contribute to a more sophisticated analysis of 

the partisan effects. Therefore, they should be considered for inclusion in the models in 

future research. 
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Broader Impacts 

 

Historical Insight 

 

This study adds knowledge to the understanding of the broader, historical context 

of economic voting in the United States. According to Lin (1999), economic voting in the 

U.S. is characterized not by temporal homogeneity but temporal heterogeneity. Using a 

time varying parameter regression model, Lin shows that, among other things, economic 

voting is strong for the three decades centered around the New Deal (between 1920s and 

1940s) when industrial and materialist perspectives dominate the social and political 

universe of the time. However, the materialist-centric period soon gives way to the 

“postmaterialist” era, in particular during the social upheaval of the 1960s, during which 

the anti-war, racial, gender and other value-based issues of the day find their way into 

electoral politics. The result, as his analysis implies, is the decline of economic voting in 

the postmaterialist electoral universe.  

Lin determines that the postmaterialist structural change to his economic voting 

model takes shape during the period of 1944-1960. He further contends that the economic 

parameter that has undergone the change is growth but not inflation, the latter of which 

shows little volatility over time. This study, on the other hand, adds knowledge to Lin‟s 

historical analysis of economic voting with inflation policy as a change agent, in addition 

to the postmaterialist perspective offered by him. Specifically, we show that the policy 

shift to inflation targeting in the 1980s further erodes economic voting in the U.S., 

resulting in policy neutrality in midterm elections. Although the catalysts for the two 
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structural change eras are not the same – in the postmaterialist case, they are social-

political factors; in the inflation policy case, it is macroeconomic management – yet both 

have undermined the economic determinants of electoral outcomes.   

 

Electoral and Policy Implications 

 

To the extent that economic stability is highly desirable, the “Great Moderation” 

of the business cycle in recent decades is a testament to the success of macroeconomic 

management (Bernanke 2004). A consequence of this development, as our findings show, 

is that the traditional inflation-unemployment policy trade-off has broken down because 

of the stabilization of inflation in the United States. This is not to say that the relationship 

between inflation and unemployment as according to the short-run Phillips curve has 

changed, but for the policymaker – specifically the political party in power – the notion 

of having at one‟s disposal the freedom to manipulate monetary policy for political gains 

is greatly constrained.  

Having inflation stabilized may very well be considered a monetary policy 

triumph for the Republicans (or right-wing parties, for that matter). Ironically, the 

electoral consequences for the Republican Party may not be all that favorable. As the 

findings in this study indicate, against the backdrop of inflation policy neutrality, the 

Democratic Party enjoys advantages over the Republican Party with regard to 

unemployment policy.  

One of the important findings of this study is that the disadvantage of the 

Republican Party with regard to unemployment is not limited to the low income segment 
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of the electorate but also the larger middle income segment. As our county level analysis 

indicates, the middle income voters punish the Republican incumbent party nearly as 

much as the low income voters for counties that suffer from high levels of 

unemployment. Should the economy become a salient issue during an election, with large 

number of counties experiencing severe unemployment problems, the negative impacts 

on the Republican votes could be substantial.  

On the other hand, the support for the Democratic incumbent party is relatively 

weak for the middle income counties with high levels of unemployment. The evidence 

provided by this study shows that, when the problem of unemployment is severe, the 

advantageous position that the Democratic Party has among the middle income voters 

could become vulnerable. The findings have important policy and electoral implications 

for the inflation stabilization era. 

In the stabilized inflation economic voting landscape, unemployment becomes the 

sole monetary policy component that is relevant (and partisan) in elections. While the 

findings of this study indicate that the Democratic Party enjoys a more favorable position 

relative to the Republican Party on the unemployment issue, their electoral advantage 

may not be a static one. The possible source of the uncertainty comes from the middle 

income voters, rather than the low income or high income voters. The latter two 

socioeconomic groups of the electorate have distinctive partisan preferences with respect 

to monetary policy which may be hard to alter. What is new from the current study is that 

there is much to be gained or lost for the two political parties depending on the choices 

made by the middle income voters. In general, and in particular for the scenario of the 

Democratic incumbent party, the middle income voters‟ policy preferences appear 
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malleable when unemployment is severe. Should there be a viable policy alternative 

offered to those voters in the election, the Democratic incumbent‟s advantage could 

possibly be altered.  

Hence, this study asserts that economic voting in the U.S. under stabilized 

inflation, to some extent, will be characterized by the contest for the middle class‟ 

support by the two political parties. The party that can extend beyond its traditional low 

income or high income clientele to include a considerable portion of the middle income 

electorate would yield potentially higher returns from the economic votes. The assertion 

is reinforced by the numerous policy initiatives of the Democratic administration and 

state of the union addresses by President Obama, which emphasize the middle class as 

one of the major target beneficiaries of the economic policies of the government (the so-

called “middle-class economics”) (see, for example, Obama 2015). The recent economic 

policies of the Democratic Party, therefore, can be seen as a strategic attempt to maintain 

or strengthen its electoral advantages by broadening its clientele to the middle income 

voters.
34

 

In contrast, the Republican Party is less proactive in reaching out to the middle 

class population, as far as its economic policies are concerned. Some studies have shown 

that the economic policies (including tax policies) of the Republican Party mainly serve 

the interests of its traditional clientele, namely, the high income segment of the 

                                                           
34

 One may argue, however, that policy initiatives and political rhetoric do not necessary translate into 

intended policy outcomes. Voters would still evaluate the Democratic policy based on its actual or 

projected outcomes. Our findings on the middle income voters‟ cautionary support of the Democratic 

incumbent party for counties with high levels of unemployment seem to reflect this behavioral 

characteristic of voter retrospection. 
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population and big corporations (Hacker 2008, 2011). In other words, there appears to be 

a disconnection between the economic policy objectives of the Republican Party and the 

needs of the other socioeconomic segments of the population, including the middle class. 

The findings in this study further show that the middle income voters indeed evaluate the 

Republican policy on unemployment less favorably than that of the Democratic policy. 

To the extent that the Republican Party maintains the status quo of serving mainly the 

interests of its traditional clientele, the imbalance of the electoral fortunes between the 

two parties with regard to unemployment policy may well persist. 

In conclusion, this study sheds new light on the policy and electoral implications 

of the recent changes in monetary policy in the United States. As a consequence of 

inflation targeting, the traditional monetary policy trade-off has broken down, resulting in 

unemployment being the sole monetary policy component that is electorally relevant. 

Economic voting under stabilized inflation is more about winning the large middle class‟ 

support by the two political parties. For the traditional inflation-unemployment policy 

trade-off, political clienteles have strong influence over policy positions taken by the 

parties. In contrast, this study shows that, under stabilized inflation, the electoral politics 

of the unemployment policy of the two parties need to be more inclusive and less 

clientelistic. This can be achieved by reaching out to the middle income voters by the 

political parties. The findings on both inflation and unemployment make a strong case for 

the notion that good economic policies should be guided by a more common democratic 

ideal. 
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Future Research 

 

In the beginning of this study, we have pointed out that the Rational Partisan 

Theory has substantial influence on other works in economic voting. Many of these 

studies build on the non-policy component of the RPT framework to analyze incumbent 

competence. The current research, on the other hand, takes a less traveled path of 

building on the RPT framework‟s monetary policy component with new assumptions and 

new analytical approaches. The outcomes, as reported in this study, are fruitful and have 

contributed to the cumulation of knowledge. 

The new journey, however, has only just begun. We would like to conclude this 

study by suggesting a few ideas for future research: 

1. Comparative analysis of the structural changes, if any, on the electoral effects 

of inflation policy for regimes that have adopted inflation targeting. 

2. Comparative analysis of the electoral effects of inflation policy between 

regimes that have adopted inflation targeting and those that have not.  

3. Development of a theoretical model for the partisan unemployment policy and 

the integration of the theory and the empirical analysis in relation to voting. 

4. Analysis of the electoral effects of partisan unemployment policy with 

different lag structures on objective unemployment data to examine whether 

there are differences in the persistence of voters‟ retrospection of the two 

parties‟ policies. 

5. Applications of the partisan unemployment model to state elections (such as 

gubernatorial elections), and elections in other countries with mainly a two-
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party system, using objective unemployment data. 

In closing, we hope that the theoretical and empirical innovations of this project 

can serve as a basis for future research on the relationship between monetary policy and 

election outcomes. We also hope that the useful findings based on macroeconomic 

unemployment indicators in this study would encourage other researchers to explore the 

usefulness of objective unemployment data in economic voting research.  
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Appendix A  Sources of Data 

 

Table A-1  Data and Sources 

Variable Period No. of Obs. Source 

State-level two-party vote 

shares, presidential election 

1948-2012 1,700 Statistics of the Presidential and 

Congressional Election (biennial) 

State-level two-party vote 

shares, midterm election 

1950-2010 1,600 Statistics of the Presidential and 

Congressional Election (biennial) 

County-level two-party 

vote shares, presidential 

election 

1976-2012 62,182 Dave Leip's Atlas of U.S. 

Presidential Elections 

CPI percent change 

(quarterly) 

1950-2012 252 Federal Reserve Bank of St. Louis 

Inflation rate (CPI percent 

change from year ago, 

annual) 

Midterm elections, 

1962-2010 

13 Federal Reserve Bank of St. Louis 

U.S. unemployment rate 

(annual) 

Presidential elections, 

1952-2012; 

Midterm elections, 

1962-2010 

29 Bureau of Labor Statistics 

U.S. growth rate (real GDP 

percent change from year 

ago, annual) 

Presidential elections, 

1952-2012; 

Midterm elections, 

1962-2010 

 

29 Bureau of Economic Analysis 

State unemployment rate 

(annual) 

Presidential elections, 

1980-2012 

450 Bureau of Labor Statistics 

State growth rate (real 

GDP percent change from 

year ago, annual) 

Presidential elections, 

1980-2012 

450 Bureau of Economic Analysis 

County unemployment rate 

(annual) 

Presidential elections, 

1980-2012 

27,979 Bureau of Labor Statistics 

County per capita personal 

income 

Presidential elections, 

1980-2012 

27,488 Bureau of Economic Analysis 

Notes: 

1. Number of observations for the two-party vote shares is the sum of the numbers of observations for the Democratic 

Party and the Republican Party. 

2. The following counties are excluded from the data collection: 29 counties/boroughs and census areas in Alaska 

because the state does not aggregate election results by county; the District of Columbia; Broomfield County, CO; 

Cibola county, NM; Clifton Forge, VA; La Paz county, AZ; and Washabaugh county, SD. The last 5 counties have 

either changed their county status for, or existed for only part of, the period of the sample. 
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Appendix B  Descriptive Statistics of Variables 

 

Table B-1  Descriptive Statistics for Inflation Models 

 

 
Period 

Sample 

Size 
Mean Std. Dev. 

Min. 

Value 

Max. 

Value 

Expected 

Sign 

Inflation persistence 

CPI percent change (quarterly) 50-12 252 0.91 0.79 -2.3 4.1  

Inflation shock in midterm elections 

U.S. growth rate (annual) 62-10 13 2.84 2.57 -1.9 6.6  

Inflation shock 62-10 13 0.08 1.04 -1 1 (–) 

Inflation targeting dummy variable 62-10 13 0.62 0.51 0 1  

Inflation in midterm elections 

Incumbent presidential party state-

level vote share in midterm 62-10 631 47.9 11.7 5.6 91.0  

Inflation rate (CPI percent change 

from year ago, annual) 62-10 631 4.10 2.87 1.2 11.0 (–) 

U.S. unemployment rate (annual) 62-10 631 6.08 1.72 3.8 9.7  

Incumbent presidential party state-

level vote share in prev. midterm 62-10 631 51.6 12.2 5.6 97.7 (+) 

Incumbent presidential party state-

level vote share in prev. election 62-10 631 54.7 8.6 33.0 80.9 (+) 
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Table B-2  Descriptive Statistics for U.S. and State Unemployment Models 

 
 

Period 
Sample 

Size 
Mean Std. Dev. 

Min. 

Value 

Max. 

Value 

Expected 

Sign 

Full sample 

Incumbent presidential party state 

vote share, presidential election 52-12 772 52.1 9.7 22.0 80.9  

U.S. unemployment rate (annual) 52-12 772 5.73 1.50 3.0 8.1 
Dem (+) 
Rep (–) 

U.S. growth rate (annual) 52-12 772 3.70 1.96 -0.3 7.3 (+) 

State unemployment rate (annual) 80-12 442 5.90 1.86 2.2 14.7 
Dem (+) 
Rep (–) 

State growth rate (annual) 80-12 442 3.25 3.33 -9.0 15.9 (+) 

Incumbent presidential party state 

vote share in prev. election 52-12 772 54.9 8.6 12.9 80.9 (+) 

Incumbent presidential party state 

vote share in prev. midterm election 52-12 772 47.5 12.6 1.3 93.0 (+) 

Party of the incumbent 52-12 772 0.56 0.50 0 1  

IOCS dummy variable 52-12 772 0.45 0.50 0 1  

Selected sub-samples 

Dem. incumbent presidential party 

state vote share, presidential election 52-12 337 49.0 10.1 22.0 80.9  

U.S. unemployment rate (annual) 52-12 337 5.27 1.75 3.0 8.1 (+) 

U.S. growth rate (annual) 52-12 337 3.58 1.80 -0.2 5.8 (+) 

State unemployment rate (annual) 80-12 197 5.80 1.93 2.2 12.1 (+) 

State growth rate (annual) 80-12 197 2.67 3.27 -0.9 15.9 (+) 

Rep. incumbent presidential party 

state vote share, presidential election 52-12 435 54.5 8.8 27.0 80.0 (+) 

U.S. unemployment rate (annual) 52-12 435 6.10 1.15 4.1 7.7 (–) 

U.S. growth rate (annual) 52-12 435 3.78 2.07 -0.3 7.3 (+) 

State unemployment rate (annual) 80-12 245 5.97 1.80 2.5 14.7 (–) 

State growth rate (annual) 80-12 245 3.71 3.31 -8.04 12.07 (+) 

Incumbent presidential party state 

vote share, presidential election 52-84 428 53.2 10.3 22.0 80.9  

U.S. unemployment rate (annual) 52-84 428 5.54 1.62 3.0 7.7 (+) 

U.S. growth rate (annual) 52-84 428 4.15 2.17 -0.2 7.3 (+) 

Incumbent presidential party state 

vote share, presidential election 88-12 344 50.7 8.8 25.0 73.0 (+) 

U.S. unemployment rate (annual) 88-12 344 5.98 1.29 4.0 8.1 (+) 

U.S. growth rate (annual) 88-12 344 3.13 1.48 -0.3 4.2 (+) 
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Table B-3  Descriptive Statistics for County Unemployment Models 

 
 

Period 
Sample 

Size 
Mean Std. Dev. 

Min. 

Value 

Max. 

Value 

Expected 

Sign 

Full sample 

Incumbent presidential party county 

vote share, presidential election 80-12 27,979 51.3 14.8 3.5 95.0  

Incumbent presidential party county 

vote choice, presidential election 80-12 27,979 0.54 0.50 0 1  

County unemployment rate (annual) 80-12 27,979 6.61 3.19 0.6 37.6 
Dem (+) 
Rep (–) 

County unemployment rate (ln) 80-12 27,979 1.78 0.46 -0.5 3.6 
Dem (+) 

Rep (–) 

State growth rate (annual) 80-12 27,979 3.20 3.17 -9.0 14.1 (+) 

County income levels (1=lowest 25%, 

2=middle 50%, 3=highest 25%) 80-12 27,488 2.01 0.71 1 3  

Incumbent presidential party county 

vote share in prev. election 80-12 27,979 54.4 13.4 5.0 93.6 (+) 

Incumbent presidential party 

(0=Dem., 1=Rep.) 80-12 27,979 0.56 0.50 0 1  

Selected sub-samples
1
 

Dem. incumbent presidential party 

county vote share, presid. election 80-12 12,068 43.1 13.5 3.5 94.0  

Dem. incumbent presidential party 

county vote choice, presid. election 80-12 12,068 0.30 0.46 0 1  

County unemployment rate (annual) 80-12 12,068 6.20 2.76 0.8 15.0 (+) 

Unemployment by low income cty. 80-12 2,956 7.56 2.86 1.5 15.0 (+) 

Unemployment by middle income cty. 80-12 6,070 6.20 2.59 0.8 15.0 (+) 

Unemployment by high income cty. 80-12 3,042 4.87 2.31 0.8 15.0 (+) 

State growth rate (annual) 80-12 12,068 2.53 3.04 -9.0 14.1 (+) 

Rep. incumbent presidential party 

county vote share, presid. election 80-12 14,865 57.9 12.5 10.0 95.0  

Rep. incumbent presidential party 

county vote choice, presid. election 80-12 14,865 0.74 0.44 0 1  

County unemployment rate (annual) 80-12 14,865 6.54 2.64 0.6 15.0 (–) 

Unemployment by low income cty. 80-12 3,554 8.04 2.73 1.1 15.0 (–) 

Unemployment by middle income cty. 80-12 7,253 6.57 2.46 1.0 15.0 (–) 

Unemployment by high income cty. 80-12 4,058 5.19 2.12 0.6 15.0 (–) 

State growth rate (annual) 80-12 14,865 3.70 3.17 -8.0 12.1 (+) 

1 County unemployment rates range between 0% and 15%. 
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