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Abstract The aim of this paper is to analyze the effect of electoral timing on
municipal public cultural spending. We use a panel sample of all municipalities
from the Spanish Region of Murcia for 1995-2008. Our results reveal that mayors
adopt an opportunistic behavior, increasing cultural spending in the election year
and reducing it in the second year after the election. We also investigate whether the
electoral cycle in cultural spending is influenced by mayors’ ideology, political
strength, willingness to run for re-election, and electoral competitiveness. In this
regard, our study shows that when mayors expect close elections, political budget
cycles’ size is greater. Concerning political leadership, the magnitude of the elec-
toral cycle is influenced by mayors’ political ideology rather than mayors’ political
strength and re-election willingness. Additionally, we seek to shed some light on the
determinants of public cultural spending. We find that income and upper-level
governments’ transfers have a positive impact on cultural spending. Finally,
unemployment, young people’s proportion and elderly people’s proportion nega-
tively influence cultural spending.
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Abbreviation
PBC Political budget cycles

1 Introduction

Political budget cycles (PBC) theories became one of the branches of the Political
Business Cycles literature. Periodic elections in democratic countries trigger
Political Business Cycles, since incumbents may be tempted to manipulate
economic variables to remain in power. The term PBC refers to government
spending increases, deficit increases or tax cuts carried out by incumbents before
elections, with the aim of increasing their chances to win them (Drazen 2008b).

Public spending is the variable commonly used to check the existence of PBC.
However, we believe it is appropriate to analyze PBC on specific types of public
spending. This interest stems from the fact that new PBC theories show that
incumbents sometimes do not change the total budget, but they just modify its
composition (Rogoff 1990; Drazen and Eslava 2010). Following this approach,
some works identify PBC on health, social security, and education spending.

Regarding cultural spending, three works investigate PBC: Getzner (2002), who
does not find a total cultural spending increase before elections; Noonan (2007),
who detects PBC on state-level arts expenditure; and Nogare and Galizzi (2011),
who show that Italian local authorities reduce cultural spending in the electoral year.
The purpose of our paper is to extend this literature by analyzing the impact of the
electoral schedule on cultural spending at the municipal level in Spain. From our
point of view, local governments are suitable for studying PBC on cultural spending
for two reasons. On the one hand, local politicians are better informed about voters’
preferences on culture than national politicians. Besides, the former are directly
rewarded if they meet voters’ preferences and punished otherwise (Van der Ploeg
2006). Consequently, incentives to influence voters through cultural expenditures
manipulation are higher for local politicians than upper-level politicians. On the
other hand, large parts of local budgets are reserved for statutory expenditure,
making cultural policy one of the few areas where local governments have wide
authority to decide (Schulze and Rose 1998). Accordingly, chances are that PBC
impact on cultural spending be more pronounced at this level of government. In
fact, the largest part of culture spending in Spain is managed by local governments.

This paper contributes to PBC literature in two ways. On the one hand, it extends
the scarce literature on electoral cycles in cultural spending at the local level. On the
other hand, it analyzes for the first time the existence of a conditional PBC in
cultural expenditure by researching whether the PBC in cultural spending is
influenced by mayors’ ideology, political strength, willingness to run for re-election,
and electoral competitiveness.

The paper has been structured as follows. Section 2 reviews theoretical and
empirical literature on PBC, PBC determinants, and determinants of public cultural
expenditures. Section 3 describes public cultural expenditures in Spain. Section 4
shows the econometric model, sample, and variables. Section 5 presents results, and
Section 6 summarizes the conclusions.
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2 Literature review
2.1 Political budget cycles

Political Business Cycles literature studies the relationships between economic
fluctuations and the electoral schedule. Two kinds of models describe this phe-
nomenon (Drazen 2008a): opportunistic and partisan. In the former, Political Business
Cycles appear when an opportunistic incumbent boosts [the] economy before an
election to enhance his/her re-election chances. The latter posits that fluctuations are
caused by the alternation in office of leaders with different policy goals.

Both models have evolved in two phases, depending on the assumptions plural
made on voters’ behavior. First, voters’ expectations stem from adaptation, which
allows governments to make a short-term influence on macroeconomic variables
trough monetary policy with electoral purposes (Nordhaus 1975) or partisan
objectives (Hibbs 1977). The second phase started in the late 80s when the focus
shifted from models in which adaptive expectations are assumed to models in which
voters form their expectations rationally (Drazen 2008a). In this latter case, it is the
information asymmetries between voters and incumbents that lead to political
cycles. Rogoff and Sibert (1988), Rogoff (1990), and Persson and Tabellini (1990)
develop opportunistic rational models. Alesina (1987) sets a rational partisan model.
Persson and Tabellini (1990) and Alesina (1987) introduce rational expectations
into models of cycles in economic activity. In contrast, Rogoff and Sibert (1988)
present the original PBC model in which cycles are generated in budget
components. This model is based on information asymmetries between incumbents
and voters about incumbents’ competence. These authors assume that incumbents
have a competence level known by themselves, but unknown by citizens. The latter
cannot directly observe incumbents’ competence, and thus, they must infer it from
fiscal policy outcomes. Competence is defined as the ability to provide a certain
level of services at the lowest tax rates. This information asymmetry creates
incentives for high-type incumbents to implement expansive fiscal policies before
elections to signal their type to voters, which is less costly for them than it is for
low-type incumbents, thus enhancing the chances to remain in office. Later, Rogoff
(1990) presents a model in which electoral manipulation appears by means of a
change in budget composition. The government, before elections, increases
spending that is more noticeable by voters (public consumption) instead of less
short-term perceptible spending (public investment).

More recently, Shi and Svensson (2002) present a moral hazard model of PBC,
which assumes that neither incumbents nor voters know incumbents’ competence
when policy decisions are taken. Consequently, this model predicts that all types of
incumbents manipulate the budget during the pre-electoral period to improve their
chances to remain in power. The fact that the latter models focus on budget cycles
rather than on cycles in macroeconomic variables is due to the lack of empirical
evidence of Political Business Cycles in many countries (Drazen 2008b).
Nevertheless, the literature to date is far from unanimous (Geys 2007).

Finally, Drazen and Eslava (2010) develop a model in which incumbents do not
change the overall budget but they just modify its composition. Specifically, to
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avoid increasing total public spending, incumbents increase spending that voters as
a whole prefer and decrease those categories of spending that voters like less or that
are less visible.

2.2 Determinants of political budget cycles

Shi and Svensson (2004) suggest that the way political and institutional features
influence the magnitude of the electoral cycle may be an important area for future
PBC research. In fact, recent studies have turned to identify the determinants of
PBC magnitude, showing that the context affects how and when these cycles appear
(Aidt et al. 2011). Alt and Rose (2007) state that PBC may be context-conditional,
that is, incumbents must have the ability and the incentive to manipulate fiscal
policy. If any of these conditions are not met, it is likely that the cycle will not be
generated.

According to the literature on PBC determinants, incumbents’ ideology, political
strength (majority), the decision of running for re-election, and the electoral
competitiveness can impact the ability or incentives of incumbents to manipulate
fiscal instruments with an electoral aim.

2.2.1 Ideology

In respect of ideology, some authors find a partisan influence in electoral
opportunistic behavior. For example, Kneebone and Mckenzie (2001) show that
Canadian provincial governors reduce revenues and increase spending in the
electoral year, but this phenomenon only happens with right-wing governors. Veiga
and Veiga (2007) find that even though all Portuguese mayors adopt an
opportunistic behavior in the electoral year, left-wing mayors increase investment
spending to a higher extent than right-wing ones.

2.2.2 Political strength

Geys (2007) argues theoretically how political strength can influence incumbents’
opportunistic behavior and ultimately PBC. On the one hand, PBC may be less
prominent under divided governments due to their coordination problems because it
limits governments’ ability to engage in electioneering. Not only can government
fragmentation affect ability, but it may also encourage an opportunistic behavior.
Thereby, one-party governments may have greater incentives to PBC than coalition
governments, because it is easier to attribute the pre-electoral expansion to the
former. On the other hand, government fragmentation may encourage PBC for two
reasons: the uncertainty about the fragmented government’s political future, and
thereby its incentives to manipulate policy are higher; the difficulty to internalize
the fiscal costs of their actions is greater, which may lead not only to a high level of
spending, but also to a high pre-electoral spending boom. According to Alt and Rose
(2007), the heterogeneous preferences of coalition members can reduce their ability
to coordinate on monitoring or sanctioning activities. This increases incumbents’
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ability to generate PBC, which in turn explains why PBC may be larger under
divided governments than under those unified.

Notwithstanding the foregoing, there are no clear findings in the literature about
the effect of political strength (majority vs. coalition) on incumbents’ opportunistic
behavior. For example, Geys (2007) states that, in a sample of Flemish
municipalities, the hike in debt rates during the election year is positively correlated
with the number of parties in the government. In contrast, Veiga and Veiga (2007)
show that PBC size does not depend on whether the government is fragmented or
not. Likewise, Alt and Rose (2007) hold that government fragmentation does not
affect PBC magnitude.

2.2.3 Re-election

The traditional hypothesis posits that incumbents not running for re-election, either
because they decided to do so or because of legal limits, have fewer incentives to
manipulate budget with electoral aims. Nevertheless, the spending expansion in an
election year is motivated by incumbents’ intention of re-election for either
themselves or their party (Drazen 2008b). Accordingly, Alt and Rose (2007) state
that it is not that obvious that incumbents running for re-election generate larger
PBC than no re-election incumbents (lame ducks), since the party’s collective
motivation keeps manipulation incentives intact. Moreover, Rosenberg (1992)
shows that lame ducks increase spending to a higher extent than politicians running
for re-election. The former want to signal their ability, as a way to increase their
chances to find a good job outside politics. Besley and Case (1995) compare budget
policies of US governors running for election with governors who cannot run for re-
election according to law. The results indicate that the latter are less concerned
about their reputation, thus reducing governors’ effort to keep taxes and spending at
low rates. Rose (2006) and Alt and Rose (2007), also using a panel data from
American states, find that PBC magnitude does not depend on whether the governor
runs for re-election or not. As Rose (2006) suggests, lame ducks’ concern about
their professional future and their desire to help a member of their party to win
elections may explain their opportunistic behavior.

2.2.4 Competitiveness

Aidt et al. (2011) investigate theoretically and empirically the interaction between
the incentive to generate PBC and the margin of victory. These authors extend the
Rogoff and Sibert model and show that when a close election race is expected,
incumbents’ incentive to manipulate fiscal policy with electoral purposes intensifies,
and thereby PBC size increases. The theory states that incumbents distort policy
before elections to signal their competence to voters as a way to increase their
chances to win. As Aidt et al. (2011) suggest, the theory indicates that the incentive
to manipulate depends on the expected margin of victory. Furthermore, using a
sample of Portuguese municipalities, this theory can be confirmed, for their result
suggests that the smaller the win-margin the greater the magnitude of the
opportunistic distortion.
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Alt and Rose (2007) also state that the more competitive an election is expected
to be, the greater the incumbent’s incentive to fiscal manipulation. In fact, these
authors show that electoral competitiveness increases the pre-electoral spending
size. Specifically, they find larger PBC when a close election is expected.

2.3 Determinants of cultural expenditures
2.3.1 Political factors

2.3.1.1 Ideology 1t is commonly assumed that left-wing parties favor public
spending increases while right-wing parties aim at budget reductions, both at
national and subnational level (Tufte 1978; Hibbs 1987; Seitz 2000; Allers et al.
2001; Tellier 2006). Cusack (1997) defines this idea as the “partisan politics
matters” (PPM) thesis.

Hibbs (1977) posits that PPM stems from differences between left and right
electorate. Left electorate has lower income levels and accordingly supports social
policies on wealth redistribution. Right electorate, with high income, applauds tax
reductions. In this sense, we expect left governments, with the aim of redistribution,
to fund culture with public resources. In fact, income inequality has been one of the
arguments to justify government intervention in culture (Fullerton 1991; Frey 2003;
Gray 2009). Following this approach, cultural activities must be affordable to
people of all kinds. Consequently, governments should finance culture to make it
available to people who cannot afford it on a regular basis (Frey 2003). Therefore,
considering the redistributive nature attributed to culture, left governments are
expected to spend more on culture than right governments.

However, empirical literature so far shows that high-income people both
appreciate culture to a higher extent (Bille Hansen 1997; Throsby and Withers
1986) and support cultural public funding (Schulze and Ursprung 2000; Getzner
2004; Potrafke 2010). Thus, considering that governments adapt spending to their
voters’ preferences (Drazen and Eslava 2010), right-wing incumbents will probably
finance culture as a way to satisfy their high-income voters. It is not surprising that
some empirical works find an anti-wealth redistribution effect, with high-income
people benefiting from government-funded cultural activities (Grampp 1989;
Throsby 1994; Frey 2003). From this point of view, government funding of culture
would favor high-income people, compared to health, education, or social
assistance, which would benefit low-income people. This could make left
governments replace culture spending with other wealth redistribution policies
(Potrafke 2010).

According to the literature, the impact of ideology on culture spending is
ambiguous (Getzner 2002). Schulze and Rose (1998) and Potratke (2011) show that
in Germany right governments support culture to a higher extent than left municipal
and state governments, respectively. However, Stastna (2009) finds the opposite
relationship in Czech local governments. Finally, no impact of ideology on culture
was found in Austria (Getzner 2002), Flemish local governments (Werck et al.
2008) or German municipalities (Wert 2006).
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2.3.1.2 Political strength According to Alt and Lowry (1994), there are two
theoretical approaches on the relationship between political strength and fiscal
policies. On the one hand, Roubini and Sachs (1989) show that coalition
governments face higher deficits than majority, no-coalition governments. Accord-
ing to these two authors, no-majority governments, weakened by internal conflicts,
are influenced by interest groups, which leads to spending increases. This literature
coined this hypothesis as the “Roubini and Sachs weak government hypothesis”
(RSH). On the other hand, Alesina and Rosenthal (1995) and Jones et al. (1997)
suggest that divided governments’ political disagreement hinders budget modifica-
tions, which reduces the impact on fiscal policies.

Stastna (2009), Getzner (2002) and Werck et al. (2008) find no effect of
government fragmentation on cultural spending.

2.3.2 Socioeconomic factors

2.3.2.1 Income According to Wagner’s Law, the increase in the public sector size
is a consequence of an increase in the income, provided that income elasticity of
demand for public goods is greater than unity (Wagner 1958). Following Wagner’s
Law, Getzner (2002) posits that income increases will lead to an increase in public
spending on culture. A different approach is adopted by Schulze and Rose (1998),
who assert that income has a positive effect on public investment in culture.
According to the idea that voters’ preferences determine parties’ policies, these
authors base their assumption on the fact that high-income people appreciate culture
activities to a higher extent (Bille Hansen 1997; Throsby and Withers 1986). This
theoretical statement has been empirically confirmed by Getzner (2002), Wert
(2006) and Lewis and Rushton (2007).

Although the majority of the empirical literature supports the theoretical
assumptions, Schulze and Rose (1998) show a negative impact of income on culture
spending, and Werck et al. (2008) do not find it significant.

2.3.2.2 Unemployment Getzner (2004) states that citizens’ support for culture
spending will be lower as unemployment increases, due to the positive income
elasticity on demand of cultural goods. Lewis and Rushton (2007) and Werck et al.
(2008), in turn, do not find that relationship significant. An explanation for this
could be that unemployed people have a lower opportunity cost of time, and
accordingly, they are expected to demand more culture.

2.3.2.3 Age structure of population The literature on cultural economics argues
that a bequest value might be assigned to art which leads people to behave
altruistically toward future generations. In other words, people might support public
funding of culture in order to preserve cultural heritage for future generations (Frey
2003; Bille Hansen 1997; Schulze and Ursprung 2000). Schulze and Ursprung
(2000) argue that people with small kids are more likely to exhibit this
intergenerational altruism because they are more interested in taking future
generations into account. Therefore, we expect an increase of support for public
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funding of culture in populations with a high proportion of young people. This
relationship has been found by Getzner (2004), who studies the determinants of
voting behavior in a referendum on the construction of a theater in Austria.
According to the approach of Schulze and Ursprung (2000), Getzner suggests that
the approval rate is higher in populations with a high proportion of young people
due to the perception of the value of cultural heritage. Nevertheless, the fact of
being a parent not only enhances the concern about the future of cultural heritage
but it also reduces the time available to attend cultural events (Rushton 2005).
Therefore, the opportunity cost of parental time might counteract the effect of
bequest value, thereby reducing overall support for government intervention and
spending on culture in populations with a high percentage of young people (Werck
et al. 2008). Accordingly, the influence of the share of young people on cultural
spending has not been clearly determined in the literature. There are studies that
show a positive relationship (Stastna 2009), no significant results (Kushner et al.
1996; Werck et al. 2008), and a negative impact (Noonan 2007).

Regarding the effect of the share of elderly population on public cultural
spending, some authors show a positive relationship. For example, Stastna (2009)
indicates that the higher the percentage of elderly inhabitants, the greater the
expenditure on culture, sport, and leisure. Werck et al. (2008) come to the same
conclusion for the case of municipal spending on culture. In both studies, the
authors attribute their results to the low opportunity cost of time of elderly people.
This is the reason why, according to Schulze and Ursprung (2000), elderly citizens
will be willing to support public financing of cultural activities.

Finally, the effect of the age pyramid on other expenditure categories might
indirectly affect public spending on culture. Borge et al. (1995) show that a high
percentage of young people reduce spending on cultural services because it
increases education spending. Likewise, a high proportion of elderly increases
elderly care spending, which in turn triggers cultural spending trims. These authors
state that due to budgetary constraints, an increase in one sector should be financed
by a reduction in another sector.

2.3.2.4 Education Theoretical arguments suggest that educational level increases
the enjoyment of culture and art. First, cultural consumption has been defined as
positively addictive—the more cultural goods are consumed over time, the higher
the marginal utility (Throsby 1994). The more culture people consume, the more
they understand and enjoy it. This process of capital consumption accumulation is
more rewarding for individuals with higher educational levels, since they obtain and
decode information more easily (Schulze and Rose 1998; Schulze and Ursprung
2000).

Second, highly educated individuals are expected to appreciate culture to a higher
extent because they have been exposed to an environment in which it is valued. For
example, a university graduate has had to experience peer pressure to attend arts
events (DiMaggio and Useem 1978).

Finally, better-educated people often have parents with high educational
attainment. It is likely that better-educated children have been exposed to culture
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in their childhood and that early socialization influences their assessment of culture
when they become adults (DiMaggio and Useem 1978).

Undoubtedly, the greater value which highly educated people give to culture may
explain why they are more favorable to public spending in this area. Schulze and
Ursprung (2000), Getzner (2004), and Rushton (2005) show that education is one of
the main factors that explains the support for public funding of culture in
referendums on this issue. Brooks (2001) and DiMaggio and Pettit (1999) obtain
similar results when they analyze public preferences through surveys. Finally,
contingent valuation studies have also confirmed that willingness to pay for culture
is higher among people with higher education (Bille Hansen 1997; Throsby and
Withers 1986).

Although this literature shows that highly educated people have a more favorable
attitude toward culture and its public funding, most authors have found no
significant influence of education on cultural public expenditure (Lewis and
Rushton 2007; Noonan, 2007; Schulze and Rose 1998; Stastna 2009). An exception
to this pattern could be Werck et al. (2008), who show that educational level has a
positive and significant impact on municipal cultural spending.

Furthermore, the effect of education on culture spending may depend on the level
of the government. Brooks (2001) shows that education level is positively correlated
with the support to local financing of culture, but not when upper governments do it.
The fact that local public funding is particularly visible in cultural events
contributes to an increased support from highly educated individuals, who mostly
attend these events.

2.3.3 Geographical factors

2.3.3.1 Population density The effect of population density on municipal
culture spending is ambiguous. On the one hand, in high population density
municipalities, the distance people need to travel to attend cultural events is
lower. Since this distance discourages attendance to cultural events (Schulze and
Ursprung 2000; Getzner 2004), it is likely to decrease demand and spending in
lower population density municipalities (Withers 1979). This relationship has
been found by Stastna (2009), Borge et al. (1995), and Aaberge and Langgrgen
(2003). On the other hand, higher population density may lead to economies of
scale in the provision of cultural services. In this case, municipal cultural
spending per capita will be lower in more densely populated areas. The existence
of economies of scale could explain the significant negative relationship that
Werck et al. (2008) find between population density and municipal spending on
culture in Flanders.

2.3.3.2 Population 1t is generally assumed that larger local governments receive
higher demands for public spending from their citizens (Ashworth et al. 2005).
Werck et al. (2008) extend this assertion to public spending on culture and also
provide another theoretical argument to explain the positive impact of population
size on public expenditure in this area. The basic idea is that, since more populated
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cities have a central role in relation to cultural public goods, it can be expected that
their cultural spending per capita be higher than smaller cities. In this regard,
Schulze and Rose (1998) find that public orchestras’ funding increases with
population size. Stastna (2009) shows that population is positively related to culture
spending, sport and leisure, which demonstrates that cultural life is concentrated in
large cities. Similarly, Wert (2006), Borge et al. (1995), and Werck et al. (2008)
conclude that population has a significant positive impact on culture.

2.3.4 Financial factors

Krebs and Pommerehne (1995) were the first who considered that government
support for culture might be influenced largely by the financial resources available.
These authors show that public subsidies to arts institutions depend on the public
donor’s financial situation. In this sense, Werck et al. (2008) suggest that the level of
debt and government transfers received from higher levels are good indicators of the
financial situation of the municipality.

2.3.4.1 Debt Schulze and Rose (1998), Werck et al. (2008), and Potrafke (2011)
use the level of debt to explain the behavior of public spending on culture.
Schulze and Rose (1998) argue that public funding of orchestras depends on the
budget constraint that is measured by the level of debt, because it limits the city’s
ability to raise new loans and restricts the resources to service debt. In other
words, they assume that government support for local orchestras is negatively
related to the level of debt. Werck et al. (2008) adopt a similar approach, that is, it
is likely that higher levels of historic debt lead to lower levels of public goods in
the current period since the current budget repays the debt. Potrafke (2011), in
turn, fails to demonstrate empirically the negative impact of debt on cultural
spending.

2.3.4.2 Transfers Transfers received from upper-level governments are another
factor that may impact public cultural spending. Werck et al. (2008) show that
transfers positively impact municipal spending on culture. This effect was expected
by these authors, because local governments tend to provide more public goods
when they can be financed, at least in part, through transfers, since the perceived
cost of that spending is lower for taxpayers. Stastna (2009) also uses this variable as
a measure of the current budget constraint. However, her results do not show a
significant relationship between transfers and expenditure on culture, sport, and
leisure.

3 Public cultural expenditures in Spain
The 1978 Spanish Constitution sets three administrative levels: central government,

autonomous regional governments, and municipalities. All three government levels
have competences in culture spending.
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On the one hand, local governments have duties on local heritage, cultural
activities, amenities, and leisure and free time activities. The law requires
municipalities over 5,000 inhabitants to provide library services. Moreover, local
authorities can also promote complementary activities to those provided by other
government levels and particularly those related to culture. In reality, local
authorities have a considerable scope to encourage cultural activities. In 2008,
cultural activities accounted for 2.9 % of GDP, EUR 7,111 million (0.66 % of GDP)
corresponding to public administrations: 15 % central governments, 30 % regional
governments, and 55 % local governments.' Therefore, Spanish municipalities are
the main public investors in culture. Local authorities over 5,000 inhabitants are
only obliged to provide library services. However, the fact that they develop most of
the cultural expenditure can only be explained by their proximity to citizens and the
political compensation of such activities (Real Instituto Elcano 2004).

On the other hand, while local authorities are important for cultural activities, no
resources are transferred from the Central and Regional Administration to
municipalities. Thus, cultural spending decisions are up to local politicians due to
the lack of both financial aid from upper governments and legal obligations on how
much they should spend on culture. Thereby, it could be considered mainly a
discretionary category of expenditure. In fact, differences in municipalities’ cultural
spending show the level of autonomy local governments have over cultural policies.
This is why some municipalities spend around 10 % of their annual budget on
culture, while others devote a much lower percentage (2008 average was 6.30 %).
In short, Spanish municipalities have enough autonomy on cultural issues to create
PBC.

4 Econometric procedure
4.1 Model

Following the theoretical framework, we analyze the determinants of municipal
cultural spending by estimating an autoregressive panel data model. This model has
been used by the PBC literature (Blais and Nadeau 1992; Kneebone and Mckenzie
2001; Veiga and Veiga 2007; Drazen and Eslava 2010) and also by the literature on
determinants of cultural expenditure (Krebs and Pommerehne 1995; Getzner 2002;
Noonan 2007) to account for the persistence of spending decisions.

The lagged dependent variable as regressor (y;,_;) controls for the inertia in
spending. The model specification is:

Vit = WYie—1 + Z ﬁjxjit + ¢ + & (1)

where yj, is the dependent variable and y;_; is the lagged value of the dependent
variable. xj;; is the vector of explanatory variables, f§ is a vector of parameters to be
estimated, and c; (unobserved heterogeneity) is designed to measure unobserved
characteristics of the local governments that have a significant impact on local

! Source: Spanish Ministry of Culture database.
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governments’ cultural spending. They vary across municipalities but are assumed to
be constant for each municipality. Finally, ¢; represents random disturbances.

The existence of individual effects (c;) in dynamic panels implies that OLS
estimates are inconsistent even if the error term (¢;) is not serially correlated, since
the lagged dependent variable is correlated with the individual effect (c;). A possible
solution would be to use the estimator proposed by Anderson and Hsiao (1981) in
which the individual effects (c;) are eliminated by first differencing the model
and then using Ay » = yir»> — Yitr—3 Or just ¥, » as an instrument for
Ayi—1 = Yit—1 — Yit—2- Both Ayj > = yio — yi—3 and y;;_, are valid instru-
ments given that they are not correlated with Ag;; = & — & as long as & are not
serially correlated. Arellano and Bond (1991) argue that, by utilizing the
orthogonality conditions that exist between lagged values of the dependent variable
and the error term (&), it is possible to obtain additional instruments in dynamic
panels. Specifically, these authors state that a valid set of instruments for
Ayii—1 = Viee1 — YVie—2 18 Vils Yizseere-- , Vi, T,z).2 Similar sets of instruments are
also used for elements of the vector of explanatory variables (x;;) that are
considered to be endogenous or at least predetermined (Roodman 2009). We use
Arellano and Bond’s GMM estimator because it is more efficient and it uses more
information than Anderson and Hsiao (1982).

In addition, to test our estimation consistency, we show the test for the absence of
second-order serial correlation proposed by Arellano and Bond (1991). Likewise,
we present the Hansen test for over-identifying restrictions, which tests the absence
of correlation between the instruments and the error term (this is a test on
instruments’ suitability).

In our model, all regressors except dummy variables are treated as endogenous.
The reason is that decisions about how much to spend on culture may be influenced
by the same random disturbances that affect municipal socioeconomic indicators
such as unemployment rate, indebtedness, income, and educational level. In this
respect, Cardenas and Sharma (2011) argue that the variables transfers, municipal
debt, and income are potentially endogenous in a model of municipal spending
determination given the existence of bidirectional causality. That is, not only do
these variables affect spending but also they get influenced by spending in turn.
These authors state that, for example, the variable income is potentially endogenous
as an increase in spending is likely to increase revenue effort. It is possible that as
spending increases, municipal debt might increase since local governments may try
to finance the increased spending by borrowing. An increase in spending is also
likely to influence transfers received because both of them may be correlated with
the unobserved features such as overall economic performance. Specifically, these
explanatory variables are likely to be correlated with the error term. The
unemployment rate is another independent variable in our model that may be
correlated with the overall performance of the economy, and accordingly, it should
be treated as endogenous.

Moreover, it is important to note why the variables youth, elders, education,
urbanden, and population (see Table 1 for their description) are considered to be

2 See Baltagi (2001).
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endogenous. On the one hand, according to Tiebout (1956), citizens move to
municipalities that best satisfy their demands for local public services. Accordingly,
it is expected that families with small kids, elders and highly educated individuals
choose to locate in municipalities that spend more on culture since they are assumed
to be more in favor of public funding of culture. Public investment in culture may
increase the educational level of the population which may also explain the
bidirectional causality between the variable culturalexp and education (see Table 1
for their description). On the other hand, if a municipality spends more on culture, it
may attract a large number of residents, which involves an increase in both
population and population density.

4.2 Sample

The sample consists of all municipalities from the Spanish Region of Murcia for
1995-2008. In this 14-year period, four municipal elections took place.” Due to its
features, the Region of Murcia is very representative of the Spanish municipalities.
On the one hand, it is composed of a small number (45) of relatively large
municipalities. On the other hand, we find an appropriate variability of municipal
characteristics, since, for example, it has one of the largest municipalities in Spain in
terms of km? (Lorca), together with a municipality with one of the highest
population densities in Spain (Alcantarilla).

Working with subnational data has two main advantages: data features and PBC
adequacy to this level of government.

Regarding data features, studies focused on national data usually take one
country or a sample of countries. In the former case, the number of observations is
small. In the latter, an international comparison is possible, with an increase in
observations. However, the problem of institutional differences among countries
arises. For example, with respect to public spending on culture, Van der Ploeg
(2006) argues that little reliable data exist for Europe on a comparable basis.
Subnational samples solve both problems, because local and regional electoral data
provide more observations than national elections (Rogoff 1990). Besides, the
institutional background is homogeneous, compared to samples of different
countries.

In respect of PBC adequacy, some authors suggest that the subnational scope is
the most suitable for testing PBC theories. For example, Kneebone and Mckenzie
(2001) posit a stronger PBC in subnational governments, because they cannot use
monetary policy, but just fiscal manipulation to influence voters. Furthermore,
Balerias and Costa (2004) think that under democratic rules, administration
positions are subject to turnover rates higher than elsewhere in the economy.
Incumbents who fail to be re-elected in general have no certain employment
prospects in other public sector offices. These people must find an alternative job in
case they are not re-elected. It therefore seems quite reasonable to expect rational
incumbents to bear in mind outside income (that is, income earned outside the

3 Elections dates: in May 1995, June 1999, May 2003 and May 2007. Elections were always held on the
same day for all municipalities.
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public sector). This behavior is particularly plausible at the local rather than the
central government since the uncertainty regarding future political appointments is
greater for local than for higher-rank politicians.

4.3 Variables

The dependent variable of our model is municipal per capita expenditure on culture
(culturalexp). This category of spending includes creation, maintenance, and
operation costs of buildings intended to be used as libraries, museums, archives,
cultural centers, cultural activities, day centers offering leisure and free time
activities for senior citizens or youth centers; exhibition halls, conference centers,
zoos, music bands, concerts and festivals, as well as costs regarding recreational
activities on beaches, preservation of historical and artistic heritage and other
cultural and recreational expenditures; together with transfers to third parties who
collaborate in promoting these activities.

To determine whether incumbents generate PBC, we define three dummy
variables: electoral year (election year-1, otherwise-0), electoral year + 1 (1 year
after election-1, otherwise-0), and electoral year + 2 (2 years after election-1,
otherwise-0). This approach, adopted by Golden and Porteba (1980), Alesina
(1988), Blais and Nadeau (1992), and Foucault et al. (2008), allows us to analyze
each year of the cycle separately, compared to the traditional method with just one
dummy variable: no election year-0, election year-1.

In addition to the above variables, it is also necessary to control for other relevant
political, socioeconomic, geographical, and financial variables, in agreement with
the literature. First, we control for mayors’ political ideology and political strength
by defining the variables left and minority, respectively. The variable left takes value
1 when the mayor’s political ideology is left and O when it is right, the variable
minority takes the value 1 if the municipal government is made of a coalition of two
or more political parties and 0 otherwise. Second, we control for the income level
(income), the unemployment rate (unemployment), the proportion of population
aged under 15 (youth), the share of population aged over 65 (elders) and the
educational level of the citizens (education) because these socioeconomic factors
may affect the demand for cultural spending. This last variable is measured as the
proportion of population with at least second-degree studies. Third, we include
geographical variables such as population density (urbanden) and population of the
municipality (population) as control variables. Finally, we control for the financial
situation of the municipality by including the municipal debt (debt) and the State
and Regional transfers received by local governments (transfer).

Table 1 shows descriptive statistics of variables, together with the expected sign
of variables according to the literature.

Moreover, we investigate whether PBC magnitude depends on four aspects:
mayor’s ideology, government political strength, re-election run, and electoral
competitiveness. With this aim, we include the interaction terms between cycle
variables (electoral year, electoral year + 1 and electoral year + 2) and variables
left, minority, no_reelection, and winmargin. There are some empirical studies in
the literature on conditional PBC that include interaction variables in their models.

@ Springer



17

J Cult Econ (2013) 37:3-32

SOIPN}S 22I139P-pPU0dAS

GS'9 sy 80°0L SH'ET sy sonsnels [euoneN ysruedg oy) woij uaye], jseo Je yym uonendod jo areys  (4) uoneonpyg
LE€ 1S°ST 79T LL6 Qmnsu] sonsnels [euoneN ysruedg oy) woij uaye], 69 100 page uonendod jo oreyg (+) s1opIa
6¢°C LT'LT €L’ 1T S6'9 2mNSU] sONSNElS [euoneN ystueds dy) woiy uaye[, §1 1opun page uoneqndod jo oreys (¢) mnox
Aediounu @)
181 96°¢ ! 80 BXIED) BT OOIWOUOJH OLIENUY/,, WO} Udye], o jo juowko[dwoun jo ayey  Juswkordwoun
q(soma
[BIOINJA] 9P UOIZY ur) endes 1od swoour 10y Axoxd
0 101 97°¢61 +0'$89 £9°0S  ®[ 9P SOJUSIWEIUNAY SO 9p OIAIOURUL] OIpnisH,, woly udye] e se ejideds 1od onuoaar xe) redroruny (+) Qwoouy
*Kyred
uonisoddo 1s931e] 2y 10J IsBD soy) pue Aied s JoAew
| 9L LT EPS 20°0 9y I0J Ised S9JOA JO 9Feuadrad o) UedmIaq 9OUAIIJIP Y, JI0A®RW AU} JO AI0JOTA JO UISIR]N  (() UISIRWUIA
“3SIMIYIO () IN[BA @)
6€°0 61°0 I 0 UOT}99[9-01 JOJ UNJ Jou SO0p JoAeul Y} JI ] dn[eA UOoN9I9[9aI J0J Awrun(y UON99[9I ON
JUAWIUIdA0S o) swiof Ared | ATuo :( aneA
'soned [eonijod arow
870 L€°0 I 0 107 JO UOnI[EOd € JO 9pPEW ST JUSWUIA0S Tedrotunuu 1T onfeA ySuans Teontjod Tedrotunyy (¢) Kyoury
0 = YSLI/OATBAIISUOD ] = }J9] Kyred Surnx
S0 LT0 1 0 /earssardold syuswuioaod [ediorunwr ay) Jo £30[09p1 [BONI[O4 redorunw ay3 jo £30[09p1 [eOBIO] () ¥o1
ASTMIAYIO (=) z+
%0 120 I 0 () UOTIO9[0 ) Id)Je Jeak puodas oy) Ul | on[eA saye], 7 + 1eak uonosfe Awwn(g Iedk Te103091q
=) 1+
SH'0 620 I 0 9SIMIJUIO () U JedK UOIOI[Q JoYJe Jedk 9y) Ul | dn[eA Saye[, 1 + Ieak uonoo[d Awungg Iedk [e103999
+)
SH0 620 I 0 9SIMIAYIO () PUE Jeak UOIIOJ[0 Oy} UI | SNn[eA saye], Ieak uonoare Awwung Ieak Te103091q
[BIOINJA] 9P UOIZY (sona ur) ejdeo
67’89 GS'16  90°08S 7S'€  ®[ 9p SOJURIWEBIUNAY SO 9p OIAIOURUL] OIpnisH,, woly udye]  Jod amyno uo armipuadxd rediorunpy dxoremmn)
(uSr1s 102dx7)
as UBIIN XBIN U uone[noe) uonduosaq J[qeLIe A

sonsne)s 9ANdLIdsop pue sI[qelIeA Jo uontugeq | dqeL

prlnger

Qs



J Cult Econ (2013) 37:3-32

18

Qwoour
Joj Axo1d € se onuaAdI XB) 9sN dM (0007) Sunidsi() pue oZ[nydS SUIMO[[O] "BIOINA JO UOISY ul sanifediomunu oYy 10§ 9[GR[IEAE BIEP QWODUI OU ST 1Y) ‘A[ojeuniiojun)
LU pazZIueqIn Jo ddeyms [0} AQ pApIAIp uonedod se paje[nd[ed ST UdpUEqI()

3 100T ueisuod ur pajuasard st ejep Arejespnq [[e ‘010Jo19Y], "T100T

Ie9A 9Seq M SILIdS AU} YIm puodsariod 0] paor[ds sem gee Jeak 9seq UM SILIOS JOI[Ied oy, “(WA)SAS JUaLIND oY) Ul Jeak aseq) [0 J8aA aseq yam Xopul 9o11d Jownsuod
0} (waysAs snoraard oyy ur 1ok 9seq) 761 JBOA 9seq M Xopul 90ud IoWnSuod oy} SIIOAUOD YOIYm onfeA YUI[ € sopraoid mnsur sIy) ‘AJNuUnuod Xopul Y} urejurenr
0] IOpIO U] "SALIdS ) JO AJNUNUOD A} UI JBAIQ B PIsNEd OIYm Xpul 9oud Jownsuod oY) Sunemo[ed 10 WalsAS Mau & PIoNponul amnsuy sonsnels [euoneN ysruedg
Yy ‘Z00Z Ul "Amnsuy sonsnels reuoneN ysiueds ayy Aq paysiiqnd xaput 2o11d 1owNsuod Yy Juisn pAjePIp UARq AARY BIEp AIe1a3pnq [V ‘saIn3y [Ba1 [)(T 2Ie SAn[eA 3 [V

BIOINJA] Op UOIY (soIna ur) ejdeo

€5°61¢ 79°66€  T6°€E8‘T  820°CCI  ®l 2P Sojudrwejunky SO[ 9 OIIOUBUL] OIPNISH,, WOIJ U], 1ad s1ajsuen) [eNUId pue [eUOISAY (+) 1ojsueiy,
LBIOINAL 3P UQISoY

Y7861 S6'TLT S99TI'T (0 B[ 9P SOJUSIWEIUNAY SO[ 9P OIQIOUBUL] OIPNISH,, WOIJ UINL], (so1na ur) eydes 1od 1qop [ediouniy (=) 192
YSEI6'09 ST0IELT  TLSOEY 6SS aImusu] sonsnel§ [euoneN ystueds oy woiy usye], Anedomunw oy jo vonendoq  (+) uonendodq
6L€9EY  TSLOY'6 C6v96Y  LOLTI'T aImusuf sonsnel§ [euoneN ystueds oy woiy uoyey,  Aiedounw oy jo Aysusp uonedod (&) Quopueqin
(uSr1s 10adxq)
as UBOIAl XCIA U uonemoe) uondrosa J[qeLIeA

ponunuod | Jqe],

pringer

AR



J Cult Econ (2013) 37:3-32 19

These works examine whether the influence of elections on fiscal outcomes depends
on certain factors (Rose 2006; Rose 2008; Von Hagen 2000).

These interaction terms let us analyze four aspects. First, the influence of
ideology on opportunistic behavior. Second, whether the intensity of PBC depends
on the political support of the mayor. Third, whether looking for re-election
influences the incentives of mayors to generate PBC. Fourth, whether expecting
close elections leads to greater PBC. We have defined two new variables:
no_reelection that takes value 1 if the mayor does not runs for re-election and O
otherwise and winmargin, measured as the difference between the percentage of
votes cast for the mayor’s party and those cast for the largest opposition party in the
upcoming elections.

5 Results
5.1 Unconditional PBC

The first column of Table 2 shows the results for the basic model.

The estimation results provide evidence that cultural spending is affected by the
presence of elections. The positive and significant coefficient of electoral year
indicates that in the election year, the per capita cultural spending is 12.33€ higher
than in the base year, which in our case is the year before the election (third year
after election). The negative and significant coefficients on electoral year + 2 show
that 2 years after elections, there is an adjustment, that is, a decrease in cultural
spending. Specifically, in the second year after election, the per capita cultural
spending declines by 2.95€. This result contrasts with Nogare and Galizzi (2011),
who find that the electoral cycle in Italian municipalities is characterized by a
decrease in cultural spending in the election year. They state that this could imply
that Italian voters prefer other kinds of public expenditures to cultural expenditure.
Figure 1 shows the unconditional electoral cycle in cultural spending. We note that
the time path of municipal cultural spending between elections resembles a “V”,
which is indicative of the presence of a cycle, according to Alt and Rose (2007).

5.2 Determinants of conditional PBC

In Sect. 5.1, we have identified an unconditional PBC in culture spending, that is, a
ceteris paribus PBC. In this section, we analyze the effect of political ideology,
political strength, re-election willingness, and the electoral competitiveness on the
magnitude of PBC. This is known as conditional PBC in the literature.

5.2.1 Ideology
The second column of Table 2 reports the results of model 2, which includes the
PBC dummy variables (electoral year, electoral year + 1 and electoral year + 2)

and the interaction terms between these dummies and variable left. The effect of the
timing of election on cultural spending when a right-wing party is in power is

@ Springer



J Cult Econ (2013) 37:3-32

20

#2:(C00°0) 8€'LT—
(0€1°0) $9'81—
(08L°0) SO€—
(92€°0) $8'1

#x(TE0'0) SE'S—
#23(000°0) €0°L—
#23(000°0) LY'¥1

#x(THO'0) 6LTE—

#%(000°0) TE'6€—
#x(160°0) 0T'€C—
##%(900°0) ¥0'LE—

#%3(000°0) 859
#x(€€0°0) T8¢
#23(000°0) 9T'1T

#x(100°0) 90T—
611°0) LETT—
(206°0) 0L0—
(€71°0) ¥1'C
(€19°0) 1L0

#%(000°0) ¥1°CI

#%:(900°0) $6'CT—
@Liro) sri—
##3(000°0) €€CTI

Auourw .7 + Ieak 81030917
Auourwr , | + Ieak [810309[7
Kyuourur 1894 1810309
139 %7 + Tedk [e10309[g
199 »] + IeaK [B10309[

1J9] 4Teak [eI0309[q
7 + 1eak 81030917
1 + 1eak 81030917
I8k [810309[7
UISIBWUIA

O[T ON

#(010°0) 11°0 #2x(100°0) 01°0 #2x(000°0) €1°0 #2(000°0) TI'0 #2x(000°0) TI'0 Tojsuel],
(81T°0) ¥0°0 (162°0) €0'0— xx(€€0°0) SO0 (TL1°0) €00 x($50°0) 200 19°a
(85+°0) 1000°0— x(€60°0) €000°0— (TIL0) ¥0000°0 (S$T°0) 10000 (269°0) ¥0000°0 uone[ndog
(102°0) 2000 (691°0) 2000 «(LLO'0) ¥00°0 01¥°0) 1000 (199°0) 9000°0 uopueqIn
(85°0) 01°0— (S€6°0) 10°0 (19L°0) S0°0— (18L°0) S0'0— (SLT0) L10— uoneonpy
(8ET°0) 1¥'CI— #x(100°0) S6'T€— #xx(€000°0) TT1C— x(CT0°0) YO'LT— x+(120°0) O1'61— s1op[q
(#0¥'0) 66— #%:x(200°0) ST'TT— #%:(S00°0) 66— #2(€00°0) ¥¥'6— #5:(F00°0) ¥S°0T— nox

#x(910°0) TH'9— #%:x(000°0) €TET— #2:(100°0) ¥9'9— #2(€00°0) 8T'S— #2x(100°0) 16'7— uswkordwouny

#x(000°0) L0'0 #%:x(000°0) SO0 #%x(000°0) LO'0 #%(100°0) S0°0 #%x(000°0) LO'0 awoouy
(SET0) ¥1°8C— (SL8°0) 66'C x(€90°0) LEBE @r90) vrv— (9r1°0) TO'ET Kyroury
(9TT0) 1TTH (08T°0) €1'TT (009°0) 60'8 (¥SL°0) 889 (829°0) 969 Yol
(9¢1°0) 10— #2(700°0 )8T0— (LTE'0) S0'0— (611°0) 9€°TI— (FET°0) LO'0O— (1—) dxereamn)

ssauaannadwo) () uonde-ay (¥) psuans eantod (g) £3o109p] () arsed () [OPOIN
dxereimn) J[qeueA juapuadoq

(D $INsoy T dqeL

pringer

AR



21

J Cult Econ (2013) 37:3-32

sporrad

7 AQq pag3e[ S[oA9] UT SO[qELIBA SNOUSSOPUS JY) JO WLIOJ UT SJUSWINISUT SBY UoTjenba paouaIsfyip-1siy Y[, “so[qeriea Awwnp 3dooxa snouagopu se pajeaI) dIe SS[qRLIBA [V
WIS} JOLID PUE SJUWINISUT Ud9MIA] UOTIE[RII000INE OU SMOYS UOTIEOYTIUIPLIOAO SUOTIOLISAT

10J 159) USSUBH "UONB[SLI000JNE [ELIAS ISPIO-PUOIIS OU SI I3y} JBY) SWLIPUOD 159) (W) PUOg PUE OUB[[SIY 'SUOISSAIFAI INO JO $SAUPO3 dy) wayuod parjdde sisay ay,

S19YO1q UL SONTEA d "% OT4'% Su ‘% Tiss 1OULDYIUSIS

L9€ €6¢ L9¢€ L9¢€ L9¢€ SUONBAIISqO

(000°1) 8L'ST (000°1) 67T (000°D) ¥8°CC (000°1) €0TT (000'1) 8T'ST (enfea d) ussuery
(165°0) ¥S°0 (€L60) €00 (62¥°0) 6L°0 (€¥L0) €€°0 (969°0) 6€°0 (enfea d) w
x#x(700°0) 671 uisrewuIm 47 4 1ok [r10309[g
(IL1°0) 68°0 uiSrewuIm 4] 4 1ok [R10309[g
x(660°0) L6°0 urSrewuim L Je9K [€I0309[
(€86°0) ¥€°0— UOND3[2I 0U 47 + IBak [RI0109[F

«(680°0) LL'ST UOND3[AI 0U 4] + I8k [RI0109[F

(19€°0) 89°'8— UOT)II[99T OU . Teak [RIONATH

ssouoannodwo) () uono9[e-9y (¥) p3uans [eanijod (g) £Sojo0py (7) otseq (1) [9POIN
dxoreimn)y J1qeureA juopuadog

panunuod g Jqel,

prlnger

NS



22 J Cult Econ (2013) 37:3-32

14 -
— 12
LA
o0 i
& 10
2
g 81
o
= 6
o
=]

5 41

L=

S 24

a

S

2 0

& 5 election year electlo + 1 electtonyear+2 ~electoral year  election year
-4 4

Fig. 1 Unconditional PBC

15 -

10 4 —p—right-wing party = ==e==|left-wing party

0 b T T F o T
Y
election year e?qction year+1 electionyear+ 2 pre-n;].e’ctoral year election year
-5 1 .
-10 - % ’

-15 - . /7

Per capita cultural spending (€)

-20 ' e

.25 J
Fig. 2 PBC and political ideology

captured by the coefficients of the PBC dummy variables, whereas election effect on
cultural spending when a left-wing party is in office is captured by the sum of PBC
dummy variables and interaction terms. The significant coefficient on electoral year
shows that right-wing mayors increase cultural spending by 12.14€ in the election
year. The fact that the coefficient on electoral year*left is not significant implies
that the level of cultural spending in the election year in left-wing local governments
do not differ significantly from that observed in right-wing local governments.
Nevertheless, the significant coefficient on election year + 2*left indicates that
when a left-wing party is in power, per capita cultural spending declines by 21.62€
(2.44€-24.06€ = —21.62€) in the second year after election.

Besides, Alt and Rose (2007) state that the magnitude of the electoral cycle is the
difference between estimated spending variable at the peak and the trough of the
cycle. In this respect, Fig. 2 shows that the cycle is larger (33.06€ from peak to
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trough) when a left-wing mayor is in office than when a right-wing mayor is in
power (12.14€). Therefore, our results are consistent with those obtained by
Kneebone and Mckenzie (2001) and Veiga and Veiga (2007), who also show that
ideology influences PBC magnitude.

5.2.2 Political strength

The third column (Table 2) presents model 3 coefficients, which test whether
political strength impacts electoral cycle. The positive and significant coefficient of
electoral year suggests that when a majority government is in office, the per capita
cultural spending rises by 21.26€ in the election year. Although the coefficients of
electoral year + 1 and electoral year + 2 are also positive and significant, their
values reveal that majority governments only increase per capita cultural spending
by 3.82€ and 6.58€ in the year after the election and in the second year after
election, respectively.

In contrast, when a minority government is in office, per capita cultural spending
declines by 15.78€ (21.26€-37.04€ = —15.78€) during the election year, as
indicated by the significant coefficient on electoral year*minority. Likewise, the per
capita cultural spending shrinks by 19.38€ (3.82€-23.20€ = —19.38€) in the year
after the election and declines by 32.74€ (6.58€-39.32€ = —32.74€) in the second
year after election when the mayor’s party does not govern alone.

In summary, as Fig. 3 shows, while majority governments create PBC by
increasing culture spending in the election year, divided governments do it in the
year before the elections.

5.2.3 Re-election

The results of model 4 (fourth column of Table 2), clearly show that mayor’s
decision of running for re-election does not determine the presence of the cycle. The
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significant coefficients on electoral year, electoral year + 1, and electoral year + 2
indicate that mayors who decide to run for re-election increase per capita cultural
spending by 14.47€ in the election year and reduce it by 7.03€ and 5.35€ in the year
after the election and in the second year after the election, respectively. The
coefficients of the interaction terms electoral year*no_reelection, electoral
year + 1*no_reelection, and electoral year + 2*no_reelection are not significant
at the five percent level, which implies that PBC generated by either lame ducks or
mayors running for re-election are not statistically different. Therefore, our data
reject the hypothesis of Rosenberg (1992), who states that lame ducks generate a
greater cycle than politicians running for re-election, since the former want to
improve their chances to find a good job outside politics. Moreover, our results
reject the traditional hypothesis which posits that incumbents not running for re-
election have fewer incentives to manipulate budget for electoral purposes. Finally,
our findings agree with Rose (2006) and Alt and Rose (2007), who find that PBC
size does not depend on whether the incumbent runs for re-election.

5.2.4 Competitiveness

We should observe larger PBC when mayors expect close elections, that is, when
their win-margin is small. Coefficients of variables electoral year, electoral
year + 1, and electoral year + 2 show how electoral timing affects cultural
spending when mayors’ win-margin is zero. All of these coefficients are negative,
which indicates that cultural spending in the election year, in the year after the
election and in the second year after the election is smaller than cultural spending in
the base year, that is, in the previous year to the election. Therefore, our results
reveal that when mayors expect absolutely close elections, cultural spending
expansion takes place in the previous year to the election. The positive and
significant coefficients of the interaction terms (electoral year*winmargin and
electoral year + 2*winmargin) indicate that the higher the win-margin, the less
pronounced the spending expansion in the previous year to the election is. Hence,
these results agree with Aidt et al. (2011) and Alt and Rose (2007): incumbents are
more prone to adopt an opportunistic behavior when they expect closer elections.

5.3 Determinants of cultural expenditures
5.3.1 Political factors

The ideology variable (left) shows that the government’s political orientation does
not affect cultural spending. Therefore, our data do not support the PPM theory.
This finding agrees with the results of Brooks (2003), who shows that ideology does
not have an impact on public support for government funding of culture in Spain. In
a similar study with US data, Brooks (2001) concludes that people who describe
themselves as conservatives tend to be less favorable to public funding of culture
than people who describe themselves as progressive. According to Brooks, the
difference is that cultural policy in Spain is depoliticized, contrary to what happens
in the US. In other words, Spanish political parties keep cultural issues separated
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from broader social programs. Moreover, our results are in line with Getzner (2002),
Werck et al. (2008), and Wert (2006), who show that political orientation does not
influence government decisions on cultural spending.

The non-significance of variable minority prevents us from confirming RSH.
Getzner (2002), Stastna (2009), and Werck et al. (2008) also find that government
strength has no impact on public cultural spending.

Besides, the negative and significant coefficient of variable no_reelection
indicates that mayors not running for re-election spend less on culture than those
who run for re-election.

5.3.2 Socioeconomic factors

Our results support the hypothesis made by Getzner (2002) that public spending on
culture is positively correlated with income. The previous literature has shown that
high-income people have a more positive attitude toward culture and its public
funding. Thus, we can conclude that higher income is connected with an increase in
demand for public spending on culture. This result is similar to Wert (2006), Lewis
and Rushton (2007), and Getzner (2002).

Our model also controls for the impact of unemployment on public cultural
spending. The coefficient of unemployment allows us to support the theoretical
assumption previously established by Werck et al. (2008). He argues that, given the
positive income elasticity of demand for cultural goods, an increase in the
unemployment rate causes a decrease in the demand for cultural activities and,
therefore, a reduction of public spending on culture. As stated above, the positive
sign of the income variable would be foreseeing the negative effect of unemploy-
ment rate.

The results obtained confirm that age pyramid is an important explanatory factor.
With regard to the proportion of young people (youth), the estimates reveal that it
negatively affects spending on culture. This is in line with the idea that people with
minor children have less time available to attend cultural events (Rushton 2005).
That is, the level of cultural spending is lower in municipalities where there is a high
proportion of youth people as a result of their parents’ high opportunity cost of time.
Regarding the elders (elders), its negative sign may seem surprising, since elderly
have more free time to attend cultural events (Werck et al. 2008; Stastna 2009). It is
possible that our results disagree with previous studies because of the low
educational level of the Spanish elderly. Only 20 % of people over 65 have finished,
at least, second-degree studies. Since education is considered one of the major
determinants of public spending on culture, it is expected that the level of cultural
spending is lower in the municipalities with a higher share of elderly in the
population, given their low education level. Furthermore, the fact that we do not set
an upper limit to define the variable elders (proportion of population over 65)
implies that we are including people who may be too old to attend cultural events.
This aspect was taken into account by Schulze and Ursprung (2000) because their
data allowed them to consider only the proportion of population between 65 and
79 years.

@ Springer



26 J Cult Econ (2013) 37:3-32

We find that citizens’ education level (education) has not impact on cultural
spending. Consequently, this is not consistent with the theoretical assumption that
educated individuals have a more positive attitude toward culture. Nevertheless, our
findings are in agreement with those obtained by most empirical studies on the
relationship education-public spending on culture, which have not found significant
results (Lewis and Rushton 2007; Noonan 2007; Schulze and Rose 1998; Stastna
2009).

5.3.3 Geographical factors

Population density (urbanden) does not have an effect on cultural spending.
Therefore, our results do not reveal the presence of economies of scale in cultural
services. Furthermore, although most previous literature has established a positive
relationship between population and cultural spending (Borge et al. 1995, Schulze
and Rose 1998; Wert 2006; Werck et al. 2008; Stastna 2009), our data indicate that
municipality population (population) has no significant effect.

5.3.4 Financial factors

Although municipal debt was expected to have a negative effect on public spending
on culture, the estimated coefficient for debt is not significant at the five percent
level. In contrast, transfers received affect cultural spending. The positive sign of
transfer indicates that municipalities raise spending on culture as transfers received
increase. This result agrees with Werck et al. (2008), who show that transfers lead to
increased spending on cultural policies. The models are estimated using GMM
methods, which control for biases due to unobserved firm-specific effects and
endogenous explanatory variables.

Finally, the coefficient of the lagged dependent variable is not significant,
which indicates that cultural spending in a particular year does not depend on
[the] previous year’s cultural spending. The lack of both upper governments’
financial support and legal determination of municipal culture spending makes
that cultural spending be considered a discretionary category of expenditure. This
may explain why we do not find a high level of persistency in cultural
expenditures.

As noted above, although previous studies have shown that budget figures
usually follow an incremental approach (see Dezhbakhsh et al. 2003), the
coefficient of the lagged dependent variable was not found to be significant.
Accordingly, to test the robustness of our results, we reran Table 2 regressions
without the lagged dependent variable, and the results are shown in Table 3. The
models in Table 3 are estimated using GMM method to control for explanatory
variables’ potential endogeneity. It is important to use an estimator that controls
this source of bias since, as noted in Sect. 4.1, all regressors except dummy
variables are treated as endogenous. As shown in Table 3, results do not change
substantially when we drop the lagged dependent variable from our models. This
confirms the robustness of our estimations.
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6 Conclusions

This paper aims to evaluate the effect of electoral timing on local public cultural
spending, within the framework of political budget cycle theories. We use a panel
sample of all municipalities from the Spanish Region of Murcia for 1995-2008. Our
results confirm the existence of electoral cycles in cultural spending. Mayors behave
opportunistically and manipulate this budget item on the election year to influence
voters. This result is in line with the theoretical assumption that election-motivated
incumbents prefer policies that can be targeted to voters, adjusted over time, easily
manipulated, noted by voters, and attributable to incumbents (Franzese and Jusko
2006). Local cultural spending fulfills these criteria for three reasons. First, cultural
policy is one of the few areas where local politicians have total autonomy to decide.
Second, its effects are clearly perceived by voters. Third, the fact that municipalities
do not receive earmarked transfers to be spent in culture makes this type of
expenditure be attributable to local governments.

The paper also analyzes the effect of 4 factors, namely, political ideology,
political strength, re-election willingness, and the electoral competitiveness, on the
magnitude of the political budget cycle. First, the electoral cycle is larger under left-
wing governments than under right-wing ones. Second, we find that the
opportunistic expansion takes place in the election year when the mayor’s party
governs alone, whereas such expansion takes place in the previous year to the
election when a minority government is in office. Third, mayor’s decision to run for
re-election does not determine the presence of electoral cycles. Finally, mayors
generate larger cycles when they expect closer elections, that is, when their win-
margin is small.

Our results also show that spending on culture does not depend on government’s
ideology or strength. Getzner (2002) and Werck et al. (2008) likewise find that these
political variables do not affect cultural spending. Nonetheless, we have found that
mayors who run for re-election spend more on culture than those who do not.

We find that income has a positive impact on cultural spending, which was
expected, since previous studies have shown that high-income people have a more
positive attitude toward culture and its public funding.
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