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Abstract

We compare the patterns of adjustment of government
policy to changes in public opinion in the Netherlands
and the United Kingdom. These countries are similar
in many ways, except that the United Kingdom has
plurality elections and single-party government, while
the Netherlands has proportional representation (PR)
and coalition government. This provides the first
application of the Macro Polity approach to a country
with PR elections. We find that government policy in
the Netherlands is highly responsive to public opinion.
This cannot be the result of alternation of government,
but instead must be the result of some other process,
such as coalition bargaining. In the United Kingdom,
however, the dynamic of adjustment is far more
complex. Alternation of government does not produce
responsiveness, but rather seems to get in the way of it.
This leads to an over-correction dynamic in which
policy can be out of line with public opinion for long
periods of time.
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1 | INTRODUCTION

We examine the dynamics of how public policy adjusts to changes in public opinion in two
countries, one with first-past-the-post elections and (typically) single-party government, the
other with proportional elections and coalition government. There is considerable literature
arguing that electoral institutions affect economic outcomes, claiming for example that
countries with proportional representation (PR) have higher government spending, less
inequality and more (or less, depending on the study) difficulty imposing fiscal discipline or
reforming welfare states. However, hardly any of this literature considers public opinion. If
different electoral systems lead to different economic outcomes, then surely the mechanism
for this is how they channel public opinion—for example, whether a certain electoral system
leads to more or less public spending will surely depend to some degree on whether the
public demands more or less spending. We address this by considering the process by which
public policy adjusts to changes in public opinion, following in the steps of the Macro Polity
approach (Erikson et al., 2002) and Wlezien's thermostatic model (Soroka & Wlezien, 2010;
Wlezien, 1995). This is the first time to our knowledge that this approach has been applied in-
depth to a country with PR.

Given that both the Netherlands and the United Kingdom, both have majority rule
parliament, we would expect some kind of median voter process in both countries. However,
we would expect the exact mechanism to be very different. In the Netherlands, public opinion
is channeled indirectly through negotiations in parliament. With proportional elections,
changes in public opinion produce changes in the composition on parliament. In line with
Black's (1948) median voter theorem, we would expect this to produce a change in the policy
outcome that is negotiated. This does not necessarily require a change in government. In the
United Kingdom, we would expect changes in public opinion to affect policy through changes
of government, following the logic of Down's (1957) median voter theory, with the main parties
competing to capture the median voter.

The dynamics of adjustment we find are surprising. In the Netherlands, we find that policy
responds strongly to changes in public opinion, even though it is mediated through an indirect
process of coalition negotiation as opposed to alternation of government. There is, however, a
time lag, with the greatest effect appearing after 3 years. This is not surprising—a negotiated
process between parties, including coalition formation, parliamentary committees, and
consultation with social partners will take time. In case, of the United Kingdom, however,
the dynamics are more complex. We observe an “overshooting” dynamic, by which policy can
move in the opposite direction to public opinion for a considerable length of time. If the public
lack faith in the competence of the opposition, it may continue to elect the government, even
though the public no longer favors the policy changes the government is implementing. Of
course, the government eventually becomes unpopular and is replaced, and the overcorrection
dynamic begins again in the other direction.

We measure government policy through government spending as a proportion of GDP, and
public opinion using an year-by-year scale derived from opinion surveys. The share of GDP
spent by the government is an extremely appropriate measure of overall government policy.
The balance between the public and private sectors is one of the main—if not the main—
dimension of political competition in most European countries. Furthermore, it captures the
choice that democracies make concerning which institutions govern other aspects of social and
economic life, which Knight and Johnson (2011) argue is the fundamental task of democratic
choice. Finally, it is a measure of political values and ideology—there is no technocratic correct
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answer to how large a role the state should play and countries in the OECD currently choose
values from under 30% to almost 60%. If the majority of the people want more spending and is
willing to pay for it (or vice versa) and the government provides the opposite, it cannot claim to
be acting as a trustee with superior technical knowledge (as it might with an individual issue);
rather it is substituting its values for those of the people.

We measure public opinion using survey questions asking about the trade-off between
government spending and taxes. To model the dynamics of how policy responds to public
opinion, we need a measure of public opinion that is comparable year to year. Much of the
existing literature relies on extremely indirect measures of public opinion or uses only a few
data points. However, if we use national data instead of the large cross-national data sets, there
is enough data to directly estimate public opinion annually, at least in the case of the United
Kingdom and the Netherlands. The only difficulty is that the same questions are not necessarily
asked every year. We use a recently developed technique from McGann (2014) to address this
problem. There are a few studies that attempt to model responsiveness in larger number of
countries using cross-national datasets (e.g., Soroka & Wlezien, 2015; Wlezien & Soroka, 2012).
Unfortunately, these suffer from extremely sparse data (at best four observations of public
opinion per country over a 20 year period, and in most cases only two). It is impossible to draw
conclusions about the dynamics of policy responsiveness over time with such data. As a result,
we follow a strategy similar to Soroka and Wlezien (2010), intensely analysing a small number
of cases where sufficient data is available.

We also need to distinguish our work on responsiveness from the literature on the
congruence between public opinion and government outcomes under different electoral
systems (Blais & Bodet, 2006; Golder & Stramski, 2010; Powell, 2000, 2011; Rasmussen
et al., 2018). Responsiveness measures the degree to which changes in public opinion produce
changes in policy, while congruence is concerned with the degree to which policy matches
public opinion at any given time. The congruence literature produces mixed results. Some
studies find that PR produces greater congruence, while many find that electoral system makes
no difference. No study finds that first-past-the-post elections provide significantly more
congruence. However, we would be skeptical of these results as they rely on highly indirect
measures of public opinion derived from large cross-national studies.’

Our findings also address a series of ongoing debates in political economy. There is a
considerable literature that claims that countries with multiparty governments have a hard time
controlling public spending, enforcing fiscal discipline and making painful reforms (e.g., Alesina &
Perotti, 1995, 1997; Persson & Tabellini, 2003; von Hagen & Harden, 1995). While countries with
first-past-the-post elections do better in terms of “hard” qualities such as decisiveness and fiscal
discipline, it is argued that proportional elections may provide “softer” qualities, such as inclusive
welfare states, more redistribution and higher government spending (Iversen & Soskice, 2006;
Lijphart, 1999; Persson & Tabellini, 2003). On the other hand, there are also a considerable number
of studies that claim that countries with PR elections and coalition governments are actually more
capable of taking difficult policy choices like cutting expenditure and reforming welfare states
(Hauptmeier et al., 2006; Lindvall, 2017; McGann & Latner, 2013).

Of course, it is important not to overstate what can be shown by two case studies. We have
simply modeled the process of adjustment in two countries, and found rather somewhat
surprising dynamics. Research designs that allow us to consider more cases, such as cross-
sectional time series models, may allow us to draw more general conclusions, but here too we
have to be cautious. The increased generalizability of these designs comes at the cost of making
the assumption that all countries are examples of a single process that is invariant across time



4_|_ ECONOMICS MCGANN ET AL.
WILEY-Renies

and space (Kittel, 2006), with the consequence that results may be extremely sensitive to
changes in model specification (see Achen, 2005). This strategy is particularly risky if we do not
yet have a clear understanding of how the process works in individual countries. Our case
studies show that processes of policy adjustment differ between countries in complex ways. The
different mechanisms, lags and dynamics we observe cannot simply be reduced to country-level
fixed effects or dummy variables for political institutions. Building cross-national models is an
important goal, but understanding the differences between the adjustment dynamics of
individual countries is a vital first step.

2 | THERMOSTATIC ADJUSTMENT UNDER PLURALITY
AND PR

We model the relationship between public opinion in the United Kingdom and the Netherlands
using the thermostatic approach of Wlezien (Soroka & Wlezien, 2010; Wlezien, 1995). The
thermostatic model has two components. First, public opinion reacts “thermostatically” to the
level of taxes and spending. If the level of tax and spending is too high, public opinion moves to
the “right” (signaling that the government should reduce taxes and spending), whereas if the
level of spending is too low, it moves to the “left” (signaling that people are willing to pay for
more government services). Second, government policy responds to these changes in public
opinion, cutting or increasing government spending and taxes accordingly.

The fact that there are a few constraints on parliamentary majorities in either country means
that we would expect simple majority rule dynamics to exist in both parliaments. However, these
dynamics work differently in countries with single-party and multiparty government. In a country
with a coalition government like the Netherlands, we would expect the Black (1948) median voter
result to apply, as McDonald and Budge (2005) argue. We would expect the policy to be that
preferred by the median legislator (or more realistically party, if party discipline applies), and for
policy to rapidly adjust to changes in the position of the median. If parties are representative of the
public (as we might expect in an extremely proportional system), this will correspond to the
position of the median citizen as well. This conclusion does not change much if political
competition is multidimensional (see McGann & Latner, 2013).”

In countries with two-party systems and single-party government, we would expect things to
work very differently. Generally, one party will have a majority of seats and be able to implement
its preferred policies. This will only produce a median result if the policy position of the ruling party
converges to that of the median voter. Thus we can no longer rely on the Black (1948) median voter
theorem, but rather we need the median voter result of Downs (1957). This argues that with two-
party competition, both parties will converge on the position of the median voter to maximize their
chances of winning the election. The problem is that in the United Kingdom, the two parties have
frequently not converged to the center. It is now clear that the assumptions required by the Downs
median voter results are rarely met (see Grofman, 2004). In particular, if voter choice depends on
both the policy positions of the parties and valence (e.g., reputation for economic competence), and
one party has a valence advantage, then we would expect both parties to diverge from the median
voter (Comanor, 1976; Schofield & Sened, 2005). Since the positions of the two parties diverge, we
would expect government policy to bounce back and forth depending on who is in government.
Furthermore, there is a considerable literature on UK elections that concludes that valence issues
(in particular economic competence) are more important to vote choice than policy issues (Clarke
et al., 1996, 2009; Whitely et al., 2013).
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Of course, policy does not only change with elections, but can also change as a result of
changes in public opinion between elections. For example, Soroka and Wlezien (2015) argue
that proportional elections will lead to less policy responsiveness between elections than
plurality elections. They argue this for two reasons: First, the need to renegotiate coalitions
makes it harder to change policy in response to changes in public opinion. Second, plurality
elections create more incentive to adapt to the new median voter, as the potential swing in seats
is greater. We find neither of these arguments convincing. In the first case, there is now
considerable empirical evidence that coalition government actually increases policy mobility
(Lindvall, 2017; McGann & Latner, 2013)—when public opinion changes, parties have to
consider not only future elections, but also what policies will be viable in future coalition
negotiations. In the second case, Soroka and Wlezien's argument depends on the strongly
Downsian assumption that the election result depends on which party is closer to the median
voter. As we will see, empirical evidence in the United Kingdom suggests that valence issues
(such as economic competence) are more important. Nevertheless, as we have annual data, we
are able to test Soroka and Wlezien's proposition in the United Kingdom and the Netherlands.’

3 | METHODS

To model the relationship between economic policy mood and government spending, it is
necessary to have an annual measure of public opinion on government spending. The challenge
in constructing such a measure is that, while there are many survey questions asked on the
subject, question-wording changes over time and the same questions are not asked every year.
We need a technique that can take the survey marginals of whatever questions were asked in
the various years (the proportion of respondents that answered the question a particular way)
and produce a single scale that is comparable across time. Various techniques have been
proposed to do this, including the Kalman filter approach of Beck (1989) and the more widely
used Stimson dyad-ratio algorithm (Stimson, 1991). We use the Bayesian item response model
algorithm of McGann (2014), which takes an item response theory model of how subjects
respond to standardized test questions, and applies it to aggregate public opinion. The
extension to this model from McGann et al. (2019) can handle scales with more than two
values, as opposed to requiring dichotomous data. This is important here because many
questions on tax and spending have a neutral category that is substantively important—for
example, whether respondents want more spending, less spending or about the current level.

We turn now to the econometric techniques used to model the relationship between economic
policy mood and the level of government spending. According to the thermostatic model, an
increase in the level of government spending will lead to an increase in the level of public mood. An
error correction model of the form AY; = by + b1AX,+ a (Y;_, — 8- £X,_1) is appropriate to model
this relationship, as it assumes that there is a long-term equilibrium relationship between the
variables, and that the further out of equilibrium we are the larger the adjustment (the parameter a
represents the speed of this adjustment). On the other hand, when we consider how public opinion
affects policy, we would expect the annual change in government spending to depend on the level of
economic policy mood. Our measure of economic policy mood is based on questions that are
“thermostatic”—that ask about whether spending is too high or low, not about its absolute level. We
can model this using a differenced distributed lag model of the form AY,;= by + b1 X;_; + b>X;_> + b;
X3+ byX,_4. This is similar to the approach used in Soroka and Wlezien (2010), except that we
include four lags instead of just one. We do this because we do not know in advance how long it
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takes for the government to react to changes in public opinion. We can estimate the total effect of a
one unit change in the economic policy mood by simply summing the lagged coefficients.

One significant issue that arises when dealing with time-series data is spurious correlation.
When data is nonstationary (the expected value of the variables move over time, as opposed to
the variable oscillating around a single mean like white noise), it is common to find statistically
significant coefficients even when there is no underlying relationship between the variables.
Indeed, two randomly generated variables with autocorrelation will often produce statistically
significant correlations. For this reason, it is not sufficient to show that our model produces
statistically significant results. It is a standard requirement in time series econometrics to show
the model is cointegrated (Enders, 2004). Intuitively speaking, this means that the predicted
value and the observed value of the dependent variable move up and down in parallel, so that
the model fits equally well over the entire time period.” We check that all our models are
cointegrated using an augmented Dickey-Fuller test of the residuals.

Checking for cointegration is especially important when using error correction models. These
models are only appropriate with nonstationary data if the variables are cointegrated (Engle &
Granger, 1987). We check for cointegration using the tests recommended by Grant and Lebo
(2016). First, we test the stationarity of the residuals using an augmented Dickey-Fuller test.
Second, we use the error correction parameter as a test of cointegration, but use the distribution
derived by MacKinnon (1994) and Ericsson and MacKinnon (2002) for this purpose, instead of the
t-distribution reported by most software packages (see Grant & Lebo, 2016).

In addition to econometrically modeling the relationship between public opinion and
government policy, we engage in process tracing, matching the results of the models to the
history of policy change in the two countries. We do this to provide further assurance that the
results of the models are not a spurious statistical relationship, but the consequence of a
plausible policy-making process. Just as importantly, we want to understand the mechanisms
by which public demands opinion is translated into policy change in the two countries.

4 | DATA AND MEASUREMENT

We measure public opinion using repeated survey questions that ask about the appropriate
level of public spending and taxes, using the methodology described in the previous section. In
the case of the Netherlands these questions are drawn from domestic sources, such as SCP
Cultural Change in the Netherlands (Middendorp, 1975; Sociaal en Cultureel Planbureau [SCP]
& Centraal Bureau voor de Statistiek [CBS], 2008), the Continuous Monitor Citizen Perspectives
series (Sociaal en Cultureel Planbureau [SCP], 2010), and the Dutch Parliamentary Election
Study (Stichting Kiezersonderzoek Nederland [SKON], Centraal Bureau voor de Statistiek
[CBS] et al., 2012), as well as international series such as the European Social Survey (ESS
ERIC, 2002) and the International Social Survey Project (ISSP Research Group, 1986).

In the case of the United Kingdom, sources include British Social Attitudes (NatCen Social
Research, 2017), the British Election Study (Alt et al., 1976) and private polls conducted by
organizations such as Gallup (Social Surveys [Gallup Poll] Limited, 1970). The typical question
asks whether public spending should be increased (even if it means higher taxes), decreased or
should remain about the same. There are also questions that deal whether the government
should act to reduce income inequality from current levels.

Figure 1 graphs our estimates for policy mood on tax and spending levels in the Netherlands
and the United Kingdom. Higher values indicate that mood is more “left-wing”—favouring
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FIGURE 1 Economic policy mood in the Netherlands and the United Kingdom.
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FIGURE 2 Government spending in the Netherlands and the United Kingdom.

higher spending and taxes than at present. The scale is arbitrary, but has been normalized so
that the mean is zero and the standard deviation one.

We use nondefence government spending as a proportion of GDP as our measure of
government policy. We do not include spending on defense and interest, as these reflect
external factors as opposed to current policy choices.’ In the case of the United Kingdom, this is
measured using Office of Budget Responsibility (2016) data for total managed expenditure.® In
the case of the Netherlands we use data from CPB Netherlands Bureau for Economic Policy
Analysis (2016) data for primary gross government spending.” Finally we adjusted non-defense
government spending for each country to take into account the mechanical effect of the level of
unemployment. That is, we adjust for the amount unemployment raises expenditure on
unemployment compensation, sick and disability pay, assuming policy remains the same, but
not for any effect unemployment may have on policy or discretionary spending.” We are
interested in the policy response to changes in public opinion, not the automatic changes in
spending produced by economic conditions. Figure 2 graphs nondefence government
expenditure in the Netherlands and the United Kingdom.
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Given the importance of alternation of government in the United Kingdom, we also model
the relative vote share of the two main parties in terms of economic policy mood and the
public's assessment of the relative competence of the two parties. The measure of the perceived
competence of the two parties is taken from Bartle et al. (2018), and is based on survey
questions asking which party is best at dealing with various issues.”

5 | RESULTS

For both the United Kingdom and the Netherlands, we address two questions. First, does
economic policy influences public mood? Second, does public mood have any effect on
government policy, and if so, how? We test these propositions over a time period where we
have sufficient data to accurately estimate public mood. In the case of the United Kingdom this
is the period 1970-2015. In the case of the Netherlands, we only have sufficient data from 1975,
so we model the period 1975-2015.

5.1 | Does policy influence public mood?
We find that both that public mood in both the United Kingdom and the Netherlands behaves as

we would expect from the thermostatic model. That is, as government spending increases, public
mood moves to the right as the public demand for more spending decreases, and vice versa. Table 1

TABLE 1 Error correction model of economic policy mood in the United Kingdom.

Estimate Std. error t value Pr(>|t|)
Short term
(Intercept) by 0.00 0.08 0.05 0.96
ANondefence expenditure b, -0.23 0.07 -3.38 0.002
AUnemployment b, 0.10 0.09 1.00 0.32
Alnflation bs —-0.04 0.03 —-1.35 0.19
Error correction term a 0.78 0.18 4.32 0.0001

The McKinnon 0.01 critical ¢t value for error correction term a is 4.28

R 0.38

Long term
(Intercept) go 7.49 1.13 6.65 5.1e—8
Nondefence expenditure g; —0.23 0.03 —7.48 3.5e—9
Unemployment g, 0.25 0.03 8.34 2.3e—10
Inflation g; —0.03 0.02 —1.50 0.14
R® 0.81
Augmented Dickey-Fuller —3.49 (lag order 3) 0.05

Note: AEconomic policy mood = b, + b;ANondefence primary government expenditure 4+ b,AUnemployment + b;
Alnflation + a (Economic policy mood - g, - g, Nondefence expenditure - g, Unemployment - g5 Inflation).



MCGANN ET AL. ECONOMICS 9
& POLITICS IAALEAY

gives the results for the error correction model of public mood for the United Kingdom. The model
predicts that public mood moves to its equilibrium value for a particular level of government
spending quickly—the error correction coefficient is 0.78, which means that public mood converges
78% of the way to its new equilibrium in 1 year. The cointegration diagnostics show that the model
is indeed cointegrated, and that the use of an error correction model is appropriate.'’ The long-term
coefficient for the effect of government spending is —0.23, which is both substantively and
statistically significant. If government expenditure increase by one percentage point, then public
mood moves to the right by 0.23 standard deviation units (higher scores for public mood indicate a
more left-wing position).

We observe a similar pattern for the Netherlands (Table 2). The model adjusts rapidly to its
equilibrium value (the error correction term is 0.55, indicating that the model eliminates 55% of
the deviation from equilibrium in 1 year) and the cointegration diagnostics show that the error
correction model is appropriate.'’ As in the case of the United Kingdom, public opinion reacts
to changes in government spending and economic conditions, although the long-term
coefficient for the effect of government spending is rather lower than that for the United
Kingdom (0.08 as opposed to 0.23).

Thus in the United Kingdom when there is a policy change, public opinion moves sharply
against it. In the Netherlands, the negative reaction to a policy change is still noticeable, but far
less drastic. This difference is in line with what we would expect given the different political
systems. In an adversarial system like the United Kingdom, a new government may not feel the
need to build a consensus for a policy change. Rather it may feel it has a mandate to proceed
with the change immediately, while the opposition mobilizes as strongly as it can against it,

TABLE 2 Error correction model of economic policy mood in the Netherlands.

Estimate Std. Error t value Pr(>|t|)
Short term
(Intercept) by —0.002 0.08 —0.02 0.98
APrimary gross expenditure b; 0.02 0.07 0.32 0.75
AUnemployment b, —0.16 0.09 -1.81 0.08
Alnflation bs -0.15 0.07 —-2.08 0.04
Error correction term a 0.55 0.15 3.57 0.001

The McKinnon 0.05 critical ¢t value for error correction term a is 3.39

R’ 0.61
Long term

(Intercept) go 5.93 1.46 4.06 0.0002
Primary gross expenditure g; —0.08 0.04 —2.29 0.03
Unemployment g, —0.25 0.06 —4.41 8.5e-5
Inflation g; —0.18 0.05 —3.85 0.0004
R’ 0.56

Augmented Dickey-Fuller —4.58 (lag order 3) 0.01

Note: AEconomic policy mood = b, + b;ANondefence primary gross expenditure 4+ b,AUnemployment + b;AInflation + a
(Economic policy mood - g, - g, Nondefence primary gross expenditure — g, Unemployment - g; Inflation).
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producing a strong reaction in public opinion. In a coalition system such as the Netherlands,
however, policy change may be the result of a long period of negotiations between parties
(including those not in the government), and thus may already include concessions to those
who would oppose it. There is a second explanation for the milder response to policy change in
the Netherlands. As we will see in the next section, changes in mood are translated into policy
quite rapidly in the Netherlands, which results in a mild swing in mooback in the other
direction. In the United Kingdom this is not always the case. Often governments continue to
change policy in line with their preferences, even after public opinion has moved against them,
which leads to public opinion moving even further in the other direction (compare the graphs
on public mood for the two countries in Figure 1).

5.2 | Does public mood influence policy?

We have very different expectations for the United Kingdom and the Netherlands in terms of
how public mood affects government spending. Following previous work (Bartle et al., 2018;
Soroka & Wlezien, 2010), we expect that government spending will not be very responsive to
public opinion in the United Kingdom. Rather we expect government policy in the United
Kingdom to depend mostly on which party is in government, not what public opinion happens
to be at the time. In the Netherlands, we expect government policy to be very responsive to
economic policy mood, in line with the median voter result. However, we do not expect which
party leads the government in the Netherlands to make much difference.

Table 3 displays the results for the models of government spending in the United Kingdom.
We concentrate on the distributed model with four lags, as we do not have a strong prior
reasons about what the appropriate lag structure is. The coefficient for a Labour Prime Minister
the previous year is 1.52, which is highly statistically significant. Given that the intercept is
—0.89, this means that the model predicts that government spending as a proportion of GDP
falls 0.89% per year when there is a Conservative government and increases 0.63% when there is
a Labour government, assuming that public opinion is neutral. The coefficient for the sum of
lagged policy mood is statistically significant and has a value of 0.44%."” That is, a one standard
deviation change in economic policy mood produce a 0.44% change in government spending
over a 4-year period."” If we want, we can also run a model with just the most significant lag
from the distributed model (1 year). This gives very similar results in terms of the relative
importance of partisan control and policy mood. (We include dummy variables for the years
1974, 1980, and 2009. In each of these years GDP declined more than 2%, and thus government
spending as a proportion of GDP increased by a comparable amount as a direct mathematical
consequence.)

It might be tempting to interpret the statistically significant effect of policy mood as
meaning that the government responds to a movement of public opinion by adjusting policy
accordingly. However, this would be misleading. In fact, a Conservative government will cut
spending, and a Labour government will increase it, whatever the state of public opinion. This
is because the effect of partisan control is far stronger than that of public opinion. Public
opinion effectively only acts as a brake on the tendency of the government to follow its
ideological preferences. Figure 3 demonstrates this. For example, our results predict that a
Conservative government would cut public expenditure around 0.89% per year when public
opinion is neutral. From the results of the previous section, we would expect that this would
lead to public opinion moving to left quite rapidly. However, the Conservative government
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TABLE 3 Distributed lag model of government spending in the United Kingdom.

DV: A unemployment-adjusted nondefence government expenditure

WiILEY-—"

Model 1 Model 2
Std. Pr Std.
Estimate Error (>lt])) Estimate Error Pr(>t)
(Intercept) —0.55 0.25 0.03 —0.89 0.27 0.00
Economic policy 0.32 0.17 0.07 0.77 0.35 0.03
mood,_,
Economic policy —0.07 0.35 0.84
mood,_,
Economic policy —0.25 0.35 0.48
mood,_;
Economic policy 0.00 0.32 1.00
mood,_,
Sum of lags 0.44 0.18 0.008
1974 5.60 1.23 0.00 6.08 1.17 0.00
1980 2.95 1.27 0.02 3.40 1.22 0.01
2009 1.63 1.22 0.19 1.63 1.15 0.17
Labour PM,_; 0.98 0.42 0.03 1.52 0.48 0.00
R’ 0.34 0.53
Augmented —4.23 (lag order 3) 0.01 —3.43 (lag order 3) 0.07

Dickey-Fuller
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FIGURE 3 Policy response under Labour and Conservative governments in the United Kingdom.

would respond to this by reducing expenditure again, admittedly at a lower rate. It is not until
public opinion is two standard deviations left of center that effect of public opinion balances out
the effect of partisan control, and the cuts in expenditure stop. This approximates the situation
in the 1990s, after the Conservatives had been in government for more than 10 years.

This, however, poses another problem. If the government continues to enact policies that
the public does not favor, why does the public not simply vote it out of office at the next
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FIGURE 4 Labour competence advantage and vote share in the United Kingdom.

election? We can find an answer in the literature on electoral choice in the United Kingdom.
Much of this literature argues that valence issues, such as competence and economic
performance, matter more to British voters more than positional issues (Clarke et al., 1996, 2009;
Whitely et al., 2013). People may strongly favor more left-wing policies, but if they think that
the Labour Party is incompetent to manage the economy, they will continue to vote
Conservative (and vice versa). We model the difference between the Labour and Conservative
vote share using a model similar to that in Bartle et al. (2018). This is graphed together with
party vote share in Figure 4.

The results for the error correction model are given in Table 4. We find that economic policy
mood has a modest effect on the relative vote share of the parties, but this can easily be
overwhelmed by a small difference in the assessments of the relative competence of the parties.
The long-run coefficient for economic policy mood is 1.88, meaning that a one standard
deviation movement to the left increases Labour's electoral lead by 1.88 percentage points.
However, the coefficient for relative competence is 1.11. Thus a change in competence of only
1.5 percentage points can offset a one standard deviation change in economic policy mood (the
standard deviation of relative competence was six percentage points). The cointegration
diagnostics show that the model is indeed cointegrated, and thus that the use of an error
correction model is appropriate.'

These results, combined with the results of the policy response to public opinion and
partisan control, imply that it is possible for policy in the United Kingdom to move in the
opposite direction to public opinion for a considerable length of time. Governments
pursue policies that fit their ideological preferences (Labour governments increasing
expenditure and Conservatives reducing it), while public opinion only provides a modest
constraint on this. Furthermore, governments who pursue policies that go against public
opinion are not necessarily punished electorally, at least as long as the opposition party is
viewed as economically incompetent. In contrast to the argument of Soroka and Wlezien
(2015), parties have little incentive to respond to changes in public opinion between
elections, at least as long as the opposition has not regained electoral credibility. In the
next section, we will see that this dynamic fits the United Kingdom for a considerable
period of time.
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TABLE 4 Error correction model of UK election results.

Estimate Std. Error t value Pr(>|t])
Short term
(Intercept) by 0.28 0.46 0.61 0.55
A Economic policy mood b, 0.71 0.78 0.91 0.37
A Competence Lab-Con b, 0.94 0.11 8.32 2.4e—1-
Error correction term a 0.61 0.16 3.96 0.0003

The McKinnon 0.01 critical t-value for error correction term a is 3.33

R 0.68

Long term
(Intercept) g 1.62 0.46 3.51 0.001
Economic policy mood g; 1.88 0.39 4.80 2.2e—5
Competence Lab-Con g, 1.11 0.08 14.38 2e—16
R 0.85
Augmented Dickey-Fuller —3.35 (lag order 3) 0.05

Note: A(Lab-Con) vote share = b, + b; A Economic policy mood + b, A (Lab-Con) Competence + a ((Lab-Con) vote
share - g, — g; Economic policy mood - g, (Lab-Con) Competence).

We expect government spending in the Netherlands to be highly responsive to economic
policy mood, in line with the median voter theorem. We expect this to be the case regardless of
which party leads the government. Table 5 displays the results for the Netherlands.

Our results for the Netherlands are in line with our expectations from the median voter
theorem. Government spending is highly responsive to economic policy mood. In the full
model (Model 2), the sum of the coefficients for the various lags of economic policy mood is
0.96. Not only is this statistically significant, but it is substantively large. This means that if
economic policy mood moves one standard deviation to the left for 1 year, the government
spending will increase a total of 0.96 percentage points over the next 4 years. Thus, if economic
policy mood stays one standard deviation on the left (right) for several years, government
spending as a proportion of GDP will rise (fall) by several percentage points. The effect on
government spending of having economic policy mood one standard deviation on the right in
the Netherlands is approximately the same as having a Conservative government in the United
Kingdom."” Furthermore, this result is not the consequence of spurious correlation resulting
from a common trend in the variables. The model is cointegrated—the values predicted by the
model move up and down in parallel with the observed values.'® However, having a Labor
Prime Minister in the Netherlands does not have a statistically significant effect—the effect is
substantively moderate, but considerably lower than the effect of policy mood. Once again, we
can also run a model with just the most significant lag from the distributed model (this time 3 years),
and it produces very similar results.

It is notable that the lag of economic policy mood that has the strongest effect is the 3-year
lag. This may initially seem surprising, but actually makes a lot of sense given the style of
policy-making in the Netherlands. Major policy change requires an extensive period of
consultation and negotiation, often including parliamentary commissions and discussions with
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TABLE 5 Distributed lag model of government spending in the Netherlands.

DV: A unemployment-adjusted nondefence government expenditure

Model 1 Model 2
Std. Std.
Estimate Error Pr(>|t|) Estimate Error Pr(>|t])
(Intercept) —0.67 0.17 0.001 —0.72 0.20 0.001
Economic policy 0.22 0.26 0.40
mood,_,
Economic policy —-0.14 0.30 0.64
mood,_,
Economic policy 0.82 0.18 0.001 0.73 0.30 0.02
mood,_;
Economic policy 0.16 0.24 0.51
mood,_4
Sum of lags 0.96 0.26 0.0005
Pre-1987 1.05 0.31 0.001 1.20 0.42 0.01
1987 4.04 0.82 0.001 4.14 0.91 9.4e—5
2009 3.25 0.78 0.001 3.27 0.82 0.0004
Labor PM,_, 0.50 0.29 0.09 0.53 0.33 0.12
R? 0.67 0.67
Augmented —3.79 (lag order 3) 0.03 —3.56 (lag order 3) 0.05

Dickey-Fuller

the “social partners” (trades unions and employers' federation). This process may take several
years.

6 | PROCESS TRACING AND DISCUSSION

In the previous section, we constructed econometric models of the relationship between
economic policy mood and government spending. These models imply certain dynamics of
adjustment between the two variables. In this section, we derive these dynamics and compare
them to the actual development of public opinion and government spending, as well as tracing
the policy changes and political decisions that produced them.

Our econometric model of the United Kingdom case implies an “overshooting” dynamic.
Changes in government spending depend most on which party is in power, with public opinion
only providing a modest “brake” on this. However, who is in power depends mostly on which
party the electorate thinks is most competent, with preference over policy only having a minor
effect. When a party is elected to government, we would expect it to move policy in its preferred
direction (Labour increases government spending, while the Conservatives reduce it). As policy
changes, public opinion moves rapidly in the opposite direction. However, if the public believes
the opposition is incompetent, they may continue to elect the government even though they
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now prefer the policies of the opposition. As a result government spending may be reduced or
increased far more than the public wants, moving in the opposite direction to public opinion for
considerable periods of time. Eventually the government becomes sufficiently unpopular that it
is discredited and replaced, and the process repeats itself in the other direction.

Figure 5 shows how dramatically this overshooting dynamic works itself out in the United
Kingdom. Government spending actually moves in the opposite direction to public opinion
for most of the time period. Public opinion moves strongly to the right in the 1970s, reaching
its extreme point at the time of the 1976 Sterling crisis, when the United Kingdom was forced
to take IMF loans. This led to the election of a Conservative government led by Margaret
Thatcher in 1979. This government reduced public spending as a proportion of GDP as it
promised, in spite of an economic contraction in 1980 and 1981 that reduced GDP by 4%.
However, these spending cuts led to public opinion moving rapidly to the left. Nevertheless,
Conservatives governments continued to be elected because the public lacked faith in the
competence of the Labour Party, which was also internally divided and facing competition for
center-left votes from the Liberal-SDP Alliance. As a result, the Conservative government
decreased public spending at an accelerating pace, even though public opinion now favored
increased spending. Furthermore, the role of government was reduced in significant ways—
state owned industries were privatized, public housing was sold off and the state-earning
related pension scheme was largely dismantled before it came to maturity (Gamble, 1988;
Schulze & Moran, 2007).

By 1990 economic policy mood was now two standard deviation units to the left. In this
situation, the model predicts that the effect of left-wing public opinion exactly balances the
effect of having a Conservative government, resulting in no change in government spending.
This is broadly what happened in the 1990s. In 1990 Margaret Thatcher was replaced as
Conservative leader and Prime Minister by John Major. Government spending under Major
increased very slightly during the 1991 recession then moderated. Throughout this period,
however, economic policy mood remained very left-wing.

After the election of the Labour government led by Tony Blair in 1997, the process repeated
itself in the opposite direction. Admittedly the Blair government did not increase government
spending as a proportion of GDP until 2001, having promised to honor the spending plans of
the previous government. However, after 2001, Labour governments consistently increased
spending, and public opinion steadily moved to the right. Nevertheless, a Labour government
was re-elected in 2005, in spite of receiving only 35% of the vote, reflecting the electorate's low
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FIGURE 5 Government spending and economic policy mood in the United Kingdom.
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evaluation of the competence of the Conservative opposition. By 2010 government spending
had returned to similar levels as in the 1970s.

In the case of the Netherlands, the econometric model implies a very different dynamic of
adjustment. In the Netherlands, government policy reacts very strongly to public opinion, but
not to which party is leading the government. If economic policy mood is considerably to the
right (the public demands lower government spending), then the government will cut
spending. This in turn will lead to economic policy mood moving back to the center, as public
demands for reduced spending are satisfied. Unlike the United Kingdom, we would not expect
to see long periods of time when economic policy mood is either extremely left-wing or right-
wing, but the government does not respond (or even moves in the opposite direction) because
of its partisanship.

The pattern we observe in Figure 6 largely corresponds to these expectations. Policy mood
in the Netherlands in the 1970s was generally left of center and there was a substantial increase
in government spending. In the early 1980s there was a sharp movement of public opinion to
the right, corresponding to the economic crisis of this period. In 1982, Ruud Lubbers replaced
Dries van Agt as Prime Minister, although the government was still a coalition of the Christian
Democratic Appeal (CDA) and the Liberals (VVD). Under this government there was a steady
reduction of government spending, using the “salami principle,” making many small
incremental cuts to existing programs (Visser & Hemerijck, 1997, p. 135). As the thermostatic
model would predict, these cuts in expenditure led to public opinion moving back to the center-
left. The reductions in government expenditure came to a halt and in 1986 Lubbers declared
that from now on there would be “peace on the social security front” (Green-Pederson, 2002).

The next episode of cutting government spending takes place in the 1990s. This coincides
with a shift in economic policy mood to the right between 1991 and 1995. In 1991 the
government—since 1989 a coalition of the CDA (still led by Lubbers) and the Labor Party
(PvdA)—Dbegan a process of reforming the sickness and disability pay system. The process of
building a consensus in favor of reform involved an all-parliamentary inquiry (the Buurmeijer
Inquiry), which eventually led to legislation in 1994 that privatized the sickness insurance
system (employers were made responsible for paying it) and substantially reformed long term
disability insurance. By the mid-1990s this produced very large reductions in government
spending. Following this, the economic policy mood moves back to the left, and government
spending stabilizes and then rises in the 2000s, even before the economic crisis. Of course, as in
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the United Kingdom there is a large increase in government spending as a result of the banking
crisis of 2008, and a period of gradual reduction following this.

It is notable that the largest changes in public opinion (1982, 1986, 1991) and the policy
changes that accompanied them occurred between elections. Policy in the Netherlands seems
very responsive to changes in public opinion between election, while policy in the United
Kingdom does not. This is the opposite of the pattern predicted by Soroka and Wlezien (2015).
Of course, we have already seen in the previous section that policy in the Netherlands responds
more to public opinion than the identity of the government.

The corporatist system of interest intermediation in the Netherlands is clearly an important
part of this story, but it cannot explain the pattern of adjustment we see in the absence of
political choices. In the Netherlands corporatism exists very much “in the shadow of
hierarchy,” relying on the support of the government and consensual political system (Visser &
Hemerijck, 1997). Trades unions are relatively weak (in the 1980s only a quarter of the
workforce were unionized, and membership has declined since then) and rely on the
government to pass “extension” laws that apply union contracts to non-unionized workers.
Nevertheless, the story of corporatist adjustment fits the post-1982 retrenchment quite well.
The unions, the employers' federation and the government negotiated the Wassenaar Accord in
1982, agreeing to a package of spending cuts and wage restraint. However, the disability and
sickness pay reforms of the 1990s are harder to explain in corporatist terms. These reforms were
carried out over the opposition of the trades unions and employers' federation. Indeed, the
Buurmeijer Inquiry found that the trades unions and the employers had both abused the
disability insurance system to externalize the cost of unemployment at the taxpayers' expense.
The reforms could better be described as a political consensus to hold both corporatist partners
to account (see Green-Pedersen, 2001; van Wijnbergen, 2002).

The behavior of the PvdA in the 1990s—when it participated in significantly reducing
government spending and reforming the sickness and disability insurance systems—is
especially interesting. This illustrates how a change in public opinion can be translated into
a change in policy, even when there is considerable opposition to it from within the governing
coalition. The reform of the disability and sickness system faced very strong opposition from
within the trades unions and the PvdA (Visser & Hemerijck, 1997). However, the PvdA did not
really have the ability to block changes to the welfare state, despite being part of the
government. The CDA could always go back to a majority coalition with the (free-market
liberal) VVD, so the median voter in parliament favored reform. Unable to block reform, the
PvdA chose to participate in it, so that could at least influence its implementation. In exchange
the PvdA and the labor movement did indeed receive important concessions. For example, the
extension of union contracts to nonunion workers was applied to part-time workers, and social
contributions were applied pro-rata (Visser & Hemerijck, 1997), which became increasingly
important as part-time work became more common in the Netherlands. Inequality in the
Netherlands did not increase in the 1990s (following only modest increases in the 1980s),
even though significant cuts were made to the welfare state. This is in stark contrast with the
United Kingdom, where inequality increased sharply in the 1980s (Atkinson & Salveda, 2005;
Atkinson et al., 2017).

Although we find that government policy in the Netherlands is highly responsive to public
opinion, this does not mean that public opinion determines policy independently of the rest of
the political process. In a democracy, we would expect public opinion to be influenced by the
political debate, in which the political parties play a leading role. We can see this in the welfare
state reforms of the 1990s and the rightward movement in public opinion that accompanied it.
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While the movement of public opinion to the right in the 1980s can be explained by the
economic crisis, in the years 1991-1995 there was merely slow growth. However, the fact that
all three main parties (including the strongly prowelfare state PvdA) argued that reform of the
disability insurance system was necessary almost certainly had a role in moving public opinion
in this period. As Cox (2001) argues, one reason welfare state reform happened in the
Netherlands and not elsewhere was that elites were able to skilfully frame it as being
unavoidable. Nevertheless, it is notable that it was necessary to build and maintain public
support for welfare state reform to pass in the Netherlands, whereas in the United Kingdom it
was possible to continue making radical changes even after public support had declined.

7 | CONCLUSION

We find very different patterns of policy adjustment to changes in public opinion in the
Netherlands and the United Kingdom. In the Netherlands, there is a strong policy response to
changes in public opinion, albeit with a few years lag. It appears that proportional elections,
coalition bargaining and parliamentary negotiation provides a reliable transmission belt from
public opinion to policy, as we would expect from Black's median voter theorem. However,
changes in policy are not driven by who happens to be in government. In the United Kingdom
we find a far more complex dynamic, even though elections usually determine who is in
government directly without the need for coalition negotiations. Changes of government do
indeed produce changes in policy, but who is in government depends less on the electorate's
policy preferences than on their assessment of government competence. If the opposition is
seen as incompetent, this can produce an “overshooting” dynamic where policy diverges from
public opinion for long periods of time. The conditions of Downs' median voter theory are not
met—vote choice does not depend only on the parties’ policy positions, so the two parties do
not converge on the position of the median voter—and a quite different dynamic is the result.

These results force us to rethink the mechanisms that produce responsive government. It is
often assumed (at least in Anglo-Saxon countries) that democratic responsiveness means that
the electorate has to “control” the government through elections. However, this is not the case
in the Netherlands, except very indirectly. Elections determine who is in parliament, but who is
in government depends on coalition negotiations. Nevertheless, the result of this process is
responsive government. This is not at all surprising when we think through the logic of the
bargaining process. The parliament in the Netherlands operates under majority rule with few
checks and balances, so we would expect bargaining to produce a median voter result (or a
multidimensional equivalent such as the uncovered set). As public opinion moves to the left or
right, then so should the median in parliament, and with it government policy.

In the case of the United Kingdom, decisive elections and the alternation of power does not
lead to responsive government. In fact, they positively seem to get in the way of it. Having a
Labour government in power locks in increasing government spending, while Conservative
government locks in public spending cuts, regardless of how public opinion changes in the
meantime. This frequently generates an “overshooting” dynamic. A party can stay in power for
several terms even after public opinion has moved against it, because the opposition has not yet
rebuilt the credibility it lost in its last stint in office. During this period government policy may
move a long way from what the public wants, leading to subsequent over-correction in the
opposite direction. The argument that alternation of government produces accountability—the
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usual justification for the Westminster system—Iloses a lot of its force if voters do not see
the opposition as a competent, alternative government.

There is considerable literature in political economy that argues that countries with PR
elections and coalition governments have a hard time enforcing fiscal discipline and enacting
difficult reform because of collective action problems. Of course, our case study of the
Netherlands is incompatible with this literature, but there is already plenty of comparative
evidence showing that multiparty governments are in general quite capable of fiscal reform.
Our study of the Netherlands points to a broader problem with this literature—it ignores
public opinion. For example, it is argued that PR elections lead to higher government
spending. However, political institutions like electoral systems cannot directly determine
outcomes like the level of government spending. Rather they can only channel the demands
of the public. We find that the political system in the Netherlands is broadly responsive,
which mean that it can lead to either public spending going up or going down, depending on
what the public wants.
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ENDNOTES

! Most of this literature relies on the left-right self-placement of respondents or measures inferred from the
manifesto positions of the political parties. Rasmussen et al. (2018) is an exception to this, comparing public
opinion on 20 policy measures to whether the measures were enacted. However, this study only has two cases
with first-past-the-post elections (United Kingdom and France) and covers mainly social issues.

¥}

It used to be argued that mathematical social choice theory showed that multidimensional competition
produced chaotic results (notably Riker, 1982). However, more recent advances in social choice theory has
shown that the bargained solution is likely to fall in the “uncovered set” (Miller, 1980), and that this will tend
to be a relatively small, centrally located region (Bianco et al., 2004). While legislators may have some leeway
to negotiate different outcomes, we would still expect large changes in public opinion to be translated into
public policy.

w

Given that the time between observations in public opinion data in Soroka and Wlezien (2015) is at best 5
years—greater than the time between elections—it is not possible for them to test these propositions.

More precisely, cointegration requires that the residuals are stationary.

Interest payments reflect past tax and spending decisions, and the interest rate faced by the country. Defense
spending reflects external factors such as the international threat level, as opposed to internal political factors.
Furthermore, preferences for defense spending follow a different political logic to other spending, in that
political conservatives prefer often prefer higher defense spending.

Total managed expenditure includes departmental expenditure limits (DELs) that have been allocated to
Departments and Annually Managed Expenditure (AME) that is not controlled by government departments.
See the Glossary in the Public Finances Data Bank: http://budgetresponsibility.org.uk/docs/dlm_uploads/
PSF_aggregates_databank_September_2016.xls.
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7 We calculated nondefence primary gross government spending by subtracting defense spending and interest
payments from gross government expenditure. (CPB Netherlands Bureau for Economic Policy Analysis, 2016
Appendix 08). We standardized all figures to the new EU methodology adopted in 1995, which resulted in a
6.6% increase in the GDP of the Netherlands. As a result, all quantities before 1995 measured as a proportion
of GDP were divided by 1.0665. In addition, in 1995 annual subsidies to housing associations were bought out
by a one-time transfer of 4.9% of GDP. We subtracted this sum from the spending for that year.

We calculated unemployment adjusted government spending using the following methodology. First, we
regressed unemployment on the level of unemployment-sensitive benefits. In the United Kingdom we
measured this using data on working age benefits (Department of Work and Pensions, 2018). In the
Netherlands, we used data on unemployment compensation, disability pay and other social security payments
(but not pensions or survivor benefits) (CPB Netherlands Bureau for Economic Policy Analysis, 2016
Appendix 08). In the case of the Netherlands, we also included a dummy variable for post-1994 years and an
interaction term, because of the major reforms to the disability pay system in the early 1990s. We then
calculated unemployment adjusted government spending as follows: Unemployment-adjusted government
spending = government spending — fitted value (unemployment sensitive benefits)+ predicted value
(unemployment sensitive benefitslunemployment at mean level). The regression equation for unemployment
sensitive benefits for the United Kingdom was: Benefits = 2.5(0.15) + 0.13 (0.02) unemployment (standard
errors in parentheses, R?=.45). The equation for the Netherlands was: Benefits = 6.4 (0.36) + 0.6 (0.05)
unemployment - 1.6 (0.84) post-1994 — 0.25 (0.13) unemployment X post-1994 (R* = 0.90).

[}

Bartle et al. (2018) use the Stimson dyad-ratio algorithm to create a competence scale for each party from the
various survey questions. A similar approach is also used by Green and Jennings (2012). We also use Bartle
et al.'s measure of relative vote share, which also uses the dyad-ratio algorithm to correct for “house effects”
(the tendency of different polling organizations to find different levels of support) in the data for voting
intentions.

1 The augmented Dickey-Fuller statistic is —3.49 (significant at 0.05 level) and the t value of the error
correction term is 4.32, which exceeds the McKinnon 0.01 critical value of 4.28.

' The augmented Dickey-Fuller statistic is —3.94 (significant at 0.02 level) and the t value of the error

correction term is 4.28, which exceeds the McKinnon 0.05 critical value of 3.43.

12 This differs somewhat to the results in Bartle et al. (2018), which find that economic policy mood has no

direct effect on policy. There are various modeling differences, but the most significant is that we only model
from 1970, while Bartle et al.'s data goes back further. If we extend our data back to 1948, we can replicate
Bartle et al.'s result of policy mood having no significant effect.

13 The cointegration diagnostic of the model (Augmented Dickey-Fuller) is statistically significant, although

only marginally so (p = 0.07).

4 The augmented Dickey Fuller statistic is —3.35 (significant at 0.05 level) and the t value of the error

correction term is 3.96, which exceeds the McKinnon 0.01 critical value of 3.33.

15 The coefficient for the sum of lags of economic policy mood in the Netherlands is 0.96, while the intercept for

Model 2 in the United Kingdom (Table 4) is —0.89.

16 The augmented Dickey-Fuller statistic is —3.56 (significant at 0.05 level).
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