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1 Introduction

Budget deficits are a common phenomenon in industrialized economies. However,
we still know little about what determines whether countries or other political units
run deficits. As public spending can be a countercyclical instrument, a recession
or an increase in unemployment, like the ones currently experienced in Western
economies, could justify temporary budget deficits (Alesina and Roubini 1992). The
key question is therefore why certain governments have used them systematically,
following a pattern that led many countries to reach unsustainable levels of debt
(Grilli et al. 1991).

It is widely believed that this phenomenon cannot be fully explained by economic
variables (Volkerink and de Haan 2001). Therefore, there has been research studying
other political causes such as the electoral system (Grilli et al. 1991), the number
of parties with parliamentary representation (Volkerink and de Haan 2001), or the
partisanship of government (Carlsen 1997). Among these political determinants of
deficits, the type of government has been a usual suspect. Since Weingast et al.’s
(1981) seminal contribution, most theoretical models predict that when spending
decisions have to be agreed by several actors, the result would be overspending.
Therefore we should observe higher deficits under minority or coalition govern-
ments than under single party majority governments. However, empirical evidence
on this issue has been quite mixed.
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In this chapter we argue that the inconclusiveness of the empirical evidence is
related to problems of standard regression models to accurately capture unobserved
heterogeneity. We use data from Spanish municipalities for the period 2004–2011
to compare the results of four typically used estimation methods: mean comparison,
OLS, FE and matching. We argue that out of these models, matching deals better
with unobserved heterogeneity and selection bias of the type of government. In
addition, matching allows us to reduce estimating error.

Our matching model finds that minorities run lower surpluses. This result did not
arise in simple mean comparisons or OLS models, or even in the FE specification.
We believe that the lack of effect found in those models is due to a problem
that is common to proportional representation systems, which is that the group
of municipalities that have minority governments is likely to be fundamentally
different than those that have majority governments across a range of characteristics
that are relevant for fiscal outcomes. While our matching model is not free from
problems, it provides a simple way to soften some of the most common empirical
concerns that arise when estimating the effects of the type of government and it does
so in a more efficient way.

This chapter proceeds as follows. The next section provides an overview of
the current state of the art with regard to the effect of the type of government on
fiscal outcomes. We also point out which are the limitations of previous research.
Section 3 presents the Spanish case. In Sects. 4 and 5 we discuss the methods used in
this chapter and the data. Section 6 displays all the empirical analyses, and discusses
the results. Finally, Sect. 6 concludes and gives some notes on directions for future
research.

2 Literature Review

What’s the relation between fiscal outcomes and the type of government? This
question has attracted the attention of a large theoretical and empirical literature.
In the theoretical public choice literature, it is normally expected that coalition
governments will lead to higher expenditure and deficits. This claim owes much to
Weingast et al. (1981) and Shepsle and Weingast (1981) seminal formalization of the
common-pool problem. According to their theoretical model, Weingast et al. (1981)
suggest that when public policy decisions are made with the agreement of several
decision-makers (as in coalition governments and minority governments that need
parliamentary supports), all actors have incentives to pursue their policy agenda and
overspend. Each actor internalizes the (electoral) benefits of expenditure in those
policies that favour their constituency. However, the costs of financing them are
shared among all actors, so they only internalize the fraction of the cost that their
constituents will have to pay (Scartascini and Crain 2001). This leads to the ‘law of
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1/n’. Assuming that public programs are financed by general taxes, each party will
support a level of expenditure for her constituency, such that the marginal benefit
equals 1/n of its marginal costs, where n equals the number of actors (Weingast
et al. 1981).

This theoretical argument suggests that minority governments, in which the
incumbent party either forms a coalition or looks for supports in the legislature,
would cause greater deficits and public debt. These straightforward theoretical
predictions, however, have not found strong empirical support.

The usual approach is based on Roubini and Sachs’ (1989a) seminal contribution.
These authors created a political dispersion index for 15 OECD countries with
four categories—one party majority government, coalition government with two or
three coalition partners, coalition government with four or more coalition partners
and minority governments. Based on an OLS analysis, they concluded that more
fragmented governments lead to higher deficits. Since these first empirical studies,
other research on deficits has yielded results in a similar direction, concluding that
fragmented governments, in a variety of forms, solve the common-pool problem
causing more spending and higher deficits (Roubini and Sachs 1989b; Borrelli and
Royed 1995; Franzese 2000; Balassone and Giordano 2001; Woo 2003; Bawn and
Rosenbluth 2006; or Falcó- Gimeno and Jurado 2011, among others).

Other research has been critical with the outcomes of this literature, describing
it as inconsistent and not robust to slight changes of the model (de Haan and Sturm
1997). This line of research refutes the view that more unified governments are less
prone to deficits (Alt and Lowry 1994) or that divided governments systematically
run budget deficits (de Haan and Sturm 1994, 1997; de Haan et al. 1999).

Most of this research tends to rely on country-level data. Given that elections do
not take place every year, analyses tend to draw on few country-level observations.
Only recently, the literature has turned to analyse the political determinants of
budget deficits by using data at the sub-national level. Ashworth and Heyndels
(2005)—for the case of Flemish municipalities—Le Maux et al. (2011)—for the
case of French Departments—and Baskaran (2013)—for the German Länder—find
that coalition governments are associated with more spending.

In this chapter, we contribute to the growing body of research that studies the
effects of the type of government at sub-national levels by studying its effects on
fiscal outcomes of Spanish municipalities. We show that standard regression models
may not be enough to control for significant differences in the characteristics of
municipalities that have majority governments compared to those that have minority
or coalition governments. Having several periods of study allows controlling
for unobserved heterogeneity through fixed effects. However, when the number
of periods is small and there are few municipalities that change their type of
government from one election to the next, fixed effects models may yield either
unreliable or inefficient results. We discuss the results of matching model as a simple
alternative that may reduce estimation error.
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3 The Spanish Case

Spain has three levels of government: National, Regional and Local. Elections at the
local level, which are the focus of this study, follow a proportional representation
system that assigns votes to representatives according to the D’Hondt rule. In order
to obtain representation a party has to obtain more than 5 % of the valid votes. The
number of representatives that each municipality elects depends on the population
of the municipality and ranges between seven for municipalities of less than 1,000
inhabitants to more than 50 for larger municipalities such as Madrid and Barcelona.

There are two main parties in Spain. The main left-wing party is the Partido
Socialista (PSOE), while the main conservative party is the Partido Popular (PP).
Combined, the two main parties usually obtain approximately 70–80 % of the
national vote on local elections. In many municipalities, however, neither PP
nor PSOE obtain enough support to form a majority so they have to negotiate
the formation of a government with one or several of the many smaller parties
that obtain representation in the municipality. In addition, in some regions like
Catalonia and Basque country there are nationalist parties such as PNV and CiU
that are strong in their geographical areas of influence. Spain has a proportional
representation system and a multiparty system. As a result, in many municipalities
the strongest parties do not have enough electoral support to form an absolute
majority government. This provides us with useful variation.

Fiscal autonomy of local governments in Spain comes from two sources. First,
they have taxing powers on certain areas. Second, they also have spending powers,
particularly in social care, security, environment protection, and local events. Thus,
despite the fact that a share of the municipality’s revenues is obtained through
transfers from either the national or the regional governments, municipalities have
room to increase/decrease their expenditure or raise/lower their taxes. In addition,
during our period of study (2003–2011), Spain had no balanced budget rule to limit
their fiscal autonomy.

4 Methods

Our empirical strategy consists of comparing and discussing the results from four
different methods of estimation of the effects of the type of government on fiscal
outcomes. We first use a simple mean comparison and a t-test. Secondly we
estimate an OLS regression. We proceed then to run fixed effects models, to exploit
within-municipality variation. Finally we propose a matching estimation as a way
to overcome some of the empirical problems that arise when using the previous
methods, in particular when the goal is to address effects related to elections.

In order to explain the advantages and disadvantages of each method of
estimation we follow the impact evaluation literature and distinguish between
treatment and control observations. Control observations are municipalities where
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the incumbent party won a majority of the seats in the local assembly and therefore
can form a single party majority government. Our treatment observations are those
where the winning party could not form a majority by itself (it did not reach 50 %
of the councilors of the municipality council). These are municipalities where the
winning party had to find support of other parties to pass the budget, either by
forming a government coalition or by seeking for support in the assembly. Ideally,
if we want to isolate the effect of the treatment (having a minority government)
on the outcome variable of interest (fiscal deficit), we would want the treatment
(being a minority) to be randomly distributed across municipalities. If this was the
case, a simple mean comparison of fiscal deficits in municipalities with a majority
government and those without, would give us an unbiased estimate of the causal
effect of the treatment. This is because, in that case, due to the random assignment
(and if the sample is large enough), the characteristics of the population can be
assumed to be equally distributed across treatment and control municipalities.

Obviously, the problem is that minority governments are not randomly assigned
across municipalities. Municipalities with minority governments are likely to be
fundamentally different than those in which the mayor forms a majority government.
When analysing fiscal outcomes in proportional representation systems like the
Spanish one, there are several characteristics that are likely non-random across
majorities and minority governments. Let us discuss some of them and their
implications for our analysis.

First, it is reasonable to think that mayors that were perceived as good managers
in the previous election have a higher probability of forming a majority government
in this election. Therefore, if we compare the mean deficit across majorities
and minorities, we may find statistically significant differences that could not be
attributed to the type of government but could rather be explained by the different
ability levels of the mayors across treatment and control groups.

Similarly, if smaller municipalities are more likely to enjoy a majority
government—which is the case when seats are allocated using the D’Hondt
rule—and also have different taxing and spending powers compared to larger
municipalities, we may find that a simple mean comparison yields a difference
in fiscal deficits between majorities and non-majorities. This difference, however,
could be due to either the type of government or the different fiscal powers of
municipalities in the control group compared to those in the treatment group.

Finally, another example relevant for our case would be that of ideological
differences among majority and minority governments. Conservative parties could
be more likely to form majority governments than left-wing parties (or vice versa)
if it were harder for them to find partners to elect a mayor when they do not obtain
more than 50 % of the seats in the municipality council, or if they have support that is
more concentrated geographically. Then differences in mean fiscal deficits between
majorities and minorities could be due to either the treatment or more conservative
governments running higher or lower deficits. This example is particularly relevant
for the Spanish case because in many municipalities the Popular Party is the only
conservative party that obtains representation on the municipality council while
there are several parties on the left side of the political scale.
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All three examples discussed above are relevant for the Spanish case and in all
three (as well as in other examples), a t-test of the differences in means in the
outcome variable of interest would not be useful as a tool to identify the causal effect
of the treatment. Due to the problem originating from non-randomly distributed
characteristics of the population of interest across majorities and minorities, one
possibility could be to simply run an OLS regression to control for observable
characteristics such as size, or ideology of the mayor. We could then estimate a
model of the form:

Yit D b0 C b1Treatmentit C b2Xit C eit: (1)

Where Y would be the fiscal outcome of interest (either deficit, expenditures
or revenues) in municipality i and year t; Treatment would take value 1 for
municipalities that have minority governments; and X would be a vector of observ-
able characteristics that we believe are non-random across treatment and control
observations such as municipality size, the ideology of the major, local economic
conditions, election year and several others). Note that in this specification we would
be using mostly between variation,1 which implies that our counterfactual—our
estimate of the fiscal outcome that treatment observations would have had if they had
not received the treatment—is given by the fiscal outcomes of municipalities with
similar observable characteristics. If the simple model of Eq. (2) is saturated so that
we include all relevant differences between treatment and control municipalities, b1

would give us an unbiased estimate of the effect of the type of government on fiscal
outcomes.

One problem of an OLS model like the one presented in Eq. (1), however, is
that the ability of the model to correctly estimate the effect of the treatment relies
on all relevant characteristics that differ across the treatment and control groups
to be included in the model. If there are unobservable characteristics that differ
between groups, then the estimates of b1 could be far from the true treatment effect.
A potential improvement upon the OLS estimation is to add a vector of individual
fixed effects, which is possible in our case given that we have two electoral terms in
our database. We can therefore estimate the following equation:

Yit D b0 C b1Treatmentit C b2Xit C �i C eit : (2)

where �i is the set of municipality fixed effects and all the other variables are
the same as in (1). The fixed effects vector controls for unobserved time-invariant
characteristics. This specification uses within variation, which implies that in this
case identification arises from comparing the same municipality both when it has
a minority government and when it has a majority one. The counterfactual of
each treatment observation would be given by the fiscal outcomes of the same

1Unless there were few municipalities and many years, in which the variation would be mostly
over time. However, this is less likely to occur in voting data.
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municipality but in periods where the mayor did not form a majority government.
Because of the ability of this model to control for both time-varying observable
characteristics and unobservable time-invariant characteristics, this model is more
likely to approximate better the average treatment effect. It has several problems,
however, that prevent us from considering it ideal for our purposes. First, as with
the OLS estimation of Eq. (1) it relies on all relevant observable time-varying
characteristics being included and correctly parameterized. Second, if the number of
municipalities that change their treatment status from one period to another is small,
the effect would be identified from a small number of observations, which increases
estimation error. Therefore, if it is relatively rare that municipalities change between
minority and majority, it may be not just that we are identifying effects off of few
observations, but that we are identifying effects off of rarities or unusual cases
that behave differently than most. Third, there might be time-varying unobserved
characteristics that could differentially affect treatment and control observations
(e.g. ability level of the candidates, voter’s information) that could still be related
with fiscal outcomes and that could, therefore, confound the effect of the type of
government on fiscal outcomes.

A fourth possibility that we explore in this chapter is to estimate a matching
model. Matching methods (see, for example, Stuart and Rubin 2007, or Stuart
2010) aim to approximate the randomization ideal by selecting among non-
treated observations, those that are more similar to treated observations across all
observable characteristics. In particular, matching methods choose for each treated
observation, a control observation that closely resembles or is even equal to the
treated one in terms of observable characteristics. This is a key advantage for our
purposes because we can use a matching algorithm to select control municipalities
that have the same size, that have similar starting economic situation or electoral
support for the mayor, and in which mayors belong to the same party. Therefore, the
matching algorithm would allow us to avoid having treatment and control groups
that are not balanced, which in turn avoids confounding the effect due to the type
of government with the effects due to size, ideology or pre-existing economic
conditions. In addition, matching requires much less modeling assumptions than
standard regression methods. An additional advantage is that matching may also
reduce estimation error (see Stuart and Rubin 2007; Smith 1997) because, even
though matching uses less observations—e.g. it only uses a subsample of non-
treated observations that are good controls—the fact that there is a better balance
among treatment and control allows improving efficiency.

Matching, however, only assures balance on observable characteristics. The
identifying assumption is that unobserved characteristics of control and treatment
observations are similar. This is a plausible assumption in many cases because it
is reasonable to think that if two municipalities are very similar across a wide
range of observable characteristics, unobserved characteristics may also behave
similarly in both places. While this argument is frequently used also to justify OLS
estimation, the goal of matching is precisely to assure balanced observations while
in a regular regression framework covariates control for general differences across
all observations.
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In our particular case, we present the results of two different matching models: a
propensity score matching and matching based on Mahalanobis distance. In practice
both methods lead to similar results but, given that both rely on different assump-
tions, they both together demonstrate the robustness of results. Our propensity
score matching uses a logit regression model to estimate the probability of each
observation belonging to the treatment. The covariates in this model are the same as
those included in vector X in the OLS and FE models (Eqs. (1) and (2) described
above). We then match each observation in the treatment group to the observation
or observations in the control group that have the closest propensity score (nearest
neighbour matching). Matching based on Mahalanobis distance is similar except
that it uses a different measure—Mahalanobis distance instead of a propensity
score—to select which observations are close to each other in terms of observables.
In the results section we show that our matching method achieves a reasonable
balance across groups.

5 Data

We estimate the four models described in the previous section using data from two
Spanish local elections. The two periods of study are the electoral term from 2003 to
2007 and the one from 2007 to 2011. The two periods under study include a period
of economic expansion (2003–2007) and a period of economic downturn. In both
elections the two main parties obtained similar aggregate results overall, with PSOE
obtaining 34.83 % of the vote share in 2003 and 34.92 % in 2007 and PP obtaining
34.29 % in 2003 and 35.62 % in 2007.

We use three sources of data. Our dependent variables (fiscal outcomes) were
obtained from the Ministry of Public Finance. More specifically, they come from
the Base de Datos Presupuestarios de los Entes Locales database, which provides
very detailed information both on total expenditures and revenues of municipalities
and on different types of expenditures and revenues. In this chapter we focus mainly
on deficit or surplus, but we also use total expenditures and revenues to show how
deficits or surpluses are produced.

Data on electoral results in each municipality were obtained from the Electoral
Results Database collected by the Ministerio del Interior (Ministry of Internal
Affairs). This database has information on the number of registered voters in each
municipality, the number of valid votes and the number of votes obtained by each
party in each election. We also obtained data on the party of the mayor that was
finally elected.

Data on other characteristics of the municipality such as overall population and
local economic conditions were obtained from La Caixa Database. This database
offers information on unemployment, and several other indicators of economic
activity in the municipality. This database only has information on municipalities
that have more than 1,000 inhabitants, so we had to drop municipalities below that
threshold. Although this reduces the sample size, municipalities that have more than
1,000 inhabitants represent more than 70 % of the total population of Spanish voters.
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6 Results

Our first results are a set of t-test analyses on differences in fiscal outcomes between
municipalities with a minority government and a single party majority. Results
are shown in Table 1. It can be observed that mean differences between types
of government are small. At a first glance, minority and majority governments
generate very similar levels of fiscal deficits. While minority governments fall into
an average per-municipality surplus of 1.11 %, majority governments produce an
average per-municipality surplus of 1.106 %. This means that, although the level
of surplus/deficit is lower/higher in minority governments, the mean differences are
negligible and not significant.

This first analysis points to minority governments not showing a different fiscal
behaviour compared to majority governments. However, as indicated in the methods
section, a t-test analysis does not allow us to take into account the existence of
characteristics that can alternatively explain deficit levels. In Table 2, we run OLS
regressions on our dependent variable including a set of covariates that allow us to
control for potential alternative explanations of higher deficits that might correlate

Table 1 Type of government and fiscal outcomes: t-tests

Total sample Majority government Minority government t-test

Deficit per capita 1.109 1.1063 1.1136 �0.0073ns

Observations 5,785 3,709 2,166

ns not significant
���p < 0.01; **p < 0.05; *p < 0.1

Table 2 Minority government and fiscal outcomes: FE and OLS regression. Dependent variable:
surplus

Variables OLS FE

Minority government �0.006 (0.205) 0.309 (0.381)
PP incumbent 0.900��� (0.271) �0.0751 (0.659)
PSOE incumbent 0.328 (0.246) �0.623 (0.579)
Size assembly �0.0908��� (0.0291) 0.651��� (0.239)
Market share 0.00122 (0.00177) 0.188�� (0.0736)
Increase in market share 0.0423 (0.0399) 0.0515 (0.138)
Unemployment 0.0152 (0.0377) �0.731��� (0.212)
Increase in unemployment 0.115 (0.0866) 0.853��� (0.202)
2007–2011 electoral term 3.504*** (0.250) 3.943��� (0.433)
Constant �2.545��� (0.413) �13.08��� (3.522)
Observations 5,546 5,546
R-squared 0.069 0.129
Number of municipalities 2,869 2,869

Clustered and robust standard errors in parentheses
���p < 0.01; **p < 0.05; *p < 0.1
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with the type of government. As discussed in an earlier section, a straightforward
control is the partisan colour of the government. To account for these effects, we
include two variables that capture if the municipality’s major belongs to any of the
main right- and left-wing parties in Spain: PP government and PSOE government.
Right wing governments are presumed to be fiscally conservative and therefore we
should expect them to run lower deficits. On the other hand, it is expected that the
effect of left-wing governments will go in the opposite direction.

We also include several economic variables that control for the propensity to
spend more at the local level. First, we include the effects of the unemployment
rate on fiscal outcomes with two variables: the average unemployment rate in the
municipality during the electoral term and the increase in unemployment over the
electoral cycle. The former controls for the structural need of social spending in
the municipality. The latter accounts for the impact of increases in social need
that might have occurred in the specific electoral term and which might have put
the local budget under pressure. Secondly, we also include the local market share,
also as a level and increment. Unfortunately, we do not have GDP data at the local
level. However, the local market share, taken from La Caixa Database, measures
the normalized purchase capacity of the municipality relative to the total national
market, and it is a good proxy of the level of economic activity.

Finally, at the institutional level, we also include the size of the local assembly.
The rationale is twofold. First, as we explained above, majority governments might
be more likely to be formed in small municipalities. When the assembly magnitude
is low, the D’Hondt rule over-represents bigger parties that will be able to form
a majority with lower vote shares. In addition, small municipalities have fewer
competencies allocated and they have fewer areas of responsibility. Therefore,
they might be less in need of spending and perhaps could be able to run more
consolidated budgets.

Taking these variables into account, we run OLS models with clustered and
robust standard errors and including a dummy for the second electoral term to con-
sider different structural levels in the period 2008–2011 compared to 2004–2007.
Column 1 of Table 2 shows the results. We find that our variable of interest—
minority governments—is non-significant. This specification, therefore, points to
conclusions that are similar to those obtained when looking at mean comparisons
and seems to indicate that minority governments do not spend more than majority
governments. Drawing upon our standard regression results, we cannot say that
minority governments are more (or less) fiscally irresponsible.

These results, however, cannot rule the existence of unobserved heterogeneity.
These models assumed that the characteristics of the population are equally
distributed across treatment and control municipalities. As we explained in the
methods section, there might be alternative variables not included in the model
that might correlate with minority governments and that alternatively can also
correlate with fiscal deficits. In order to control for that unobserved heterogeneity,
the standard solution in the literature has been to exploit within unit variation
with the inclusion of fixed effects. The results using this procedure are included
in column 2 of Table 2. In this specification some of the control variables drop
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their significance levels, as they basically explain between municipality differences,
instead of within-municipality variation. As regards our main variable of interest,
now we do obtain a positive coefficient that points to minority governments running
0.3 percentage point higher surpluses than majority governments, which contradicts
the theoretical predictions of a large part of the literature. However, this coefficient
is non-significant. Both the unexpected sign and the non-significance in this case,
given that we are using within variation, could be due to the pool of municipalities
that change their type of government status from one regression to another being
relatively small and very heterogeneous.

So far, we have performed the standard analyses found in the literature. Drawing
upon them, we cannot conclude that minority governments produce larger deficits.
This finding is in line with the mixed evidence in the literature. As we explained
above, in all these analyses we have tried to control for local level conditions that
may bias the likelihood of receiving benefits. However, we cannot completely rule
out that unobserved heterogeneity or endogeneity of the main independent variable
distorts our results. Minority governments are still likely to be fundamentally
different than those that have majority governments across a range of characteristics
that are relevant for fiscal outcomes.

As a potential solution, our last set of analyses use matching methods to
account—in a different way than regression methods—for those conditions that
make minority governments more likely. More importantly, matching methods
restrict the analyses to a subset of observations that are more comparable, reducing
the estimation error. In addition, this method does not require establishing a further
multivariate analysis between fiscal outcomes and the type of government. Matching
equivalent observations already controls for contextual conditions, so a bivariate
relation can be established (Ho et al. 2007).

We use a propensity score matching as our benchmark model. In the first stage
we match observations according to the same set of observables that were included
as covariates in the OLS and FE specifications of Table 2. In addition, we use a
bootstrapping algorithm with 100 replications to nuance the effect of outliers. This
first stage yields a very balanced set of observations. Figure 1 shows that there are a
large number of treated and untreated observations with similar propensity scores.
This can be seen as our sample having leverage for the analysis.

Once we estimate the propensity of each municipality to be a minority, we use
both the nearest and the two nearest neighbour methods to compare fiscal outcomes
of municipalities with different treatments, but similar propensity scores. Results
are displayed in columns 1 and 2 of Table 3.

The most relevant finding of Table 3 is that once we tackle the non-random
assignment concern through matching we do find significant differences on the
generation of balanced budgets, which did not arise in more standard regression
techniques. Minority governments produce fiscal deficits/surpluses between 0.57
and 0.64 perceptual points higher/lower than majority governments. These are
differences of a relevant magnitude. The mean surplus in the sample is 1.1 %. This
means that minority governments can run budgets with just around half of the total
surplus of majority governments.
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Fig. 1 Propensity scores and treatment distribution

Table 3 Matching estimates of surplus

Deficit per
capita

PSM nearest
neighb (1)

PSM nearest
neighb (2)

Mahalanobis
distance
neighb (1)

Mahalanobis
distance
neighb (2)

ıATE �0.64�� (0.35) �0.571� (0.331) �0.846��� (0.302) �0.726�� (0.307)
N 2,512 2,512 2,512 2,512

Bootstrapped standard errors in parentheses
���p < 0.01; **p < 0.05; *p < 0.1

To account for the robustness of these results, we have replicated the analysis
using the Mahalanobis Distance as the criterion to match treated and untreated
observations. The results are displayed in columns 3–4 of Table 3 and are basically
similar to the propensity score matching analyses. In fact, the significance and
magnitude of the results actually increase, confirming the previous conclusions.
Minority governments run larger fiscal deficits than majority governments.

Altogether, the matching estimations have shown that the standard methods used
in the literature on the political economy of fiscal deficits might not be enough
to disentangle the relation between type of government and fiscal outcomes. OLS
regressions and fixed effects models did not yield significant effects of the type of
government on budget deficits. Tackling the problem of non-random assignment
through matching, we have found evidence that minority governments run more
unbalanced budgets than majority governments.
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7 Conclusions

This chapter provides two main results that we think are a contribution to the
literature on the political economy of fiscal deficits. First, we have shown the
importance of going beyond standard regression techniques to analyse the effect of
the type of government on fiscal outcomes. In order to identify correctly the impact
of minority governments on policy-making, we need to understand that minority
governments are not randomly assigned across municipalities. Municipalities with
minority governments are likely to be fundamentally different than those in which
the mayor forms a majority government. This violates the assumptions of standard
regression techniques yielding biased estimators. In this paper we have shown that
when we do not account of the non-random assignment, the type of government
has no effect on fiscal deficits. However, we have shown that by using matching
techniques, we can estimate the effect more precisely and show that minority gov-
ernments are likely to produce more unbalanced budgets than majority governments.

We think this chapter also contributes to set up an agenda for future research.
We believe that this chapter shows that some of the assumptions necessary for
the regression models to hold are actually implausible when using electoral or
government data. This would require applying other research designs and techniques
that allows us to track down causality better and rule out the risk of unobserved
heterogeneity, confounding explanations and endogeneity (see, for instance Artés
and Jurado 2014). Here we have proposed a matching estimator as a step in that
direction. However we are aware that the matching model used in this chapter also
has drawbacks because the identifying assumption is that unobserved characteristics
of control and treatment observations are similar. Future research should investigate
other methods that can potentially eliminate that concern.
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