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A note from the author 

This is not the paper that I intended to present and I apologize for that. I was to 

present a paper on the relationship between polity size and electoral participation 

(voter turnout) but I had to abandon the project due to validity problems with the data. 

Instead, I have submitted a paper on the relationship between an incumbent’s 

probability of electoral defeat and fiscal policy (which is a revision of a paper that I 

presented at Norkom in 2013). 
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Abstract  

This paper empirically tests Alesina and Tabellini’s (1990) argument that fiscal policy 

is affected by an incumbent’s probability of electoral defeat – on a case where the 

outcomes of local elections are known with certainty. Using data from public registers 

on Danish municipalities over a period of time where large-scale municipal 

consolidations were implemented, I find supporting evidence for Alesina and 

Tabellini’s proposition that incumbents who face electoral defeat try to influence their 

successor’s policies, adapted to the case of public spending: I firstly find that overruns 

of municipal budgets on current spending conform to a local political budget cycle, as 

also found in previous studies. However, the cycle is then disturbed when an 

extraneous event, municipal consolidations, creates a situation where local 

incumbents become certain of the outcomes of local elections: First within each group 

of consolidating municipalities public spending, measured as the budget overrun, 

tends to be lower in the municipality which the new mayor originates from, compared 

to the remaining municipalities in the consolidation. Second the budget overrun in the 

consolidating municipalities tends to decrease with the percentage of councilors 

elected to the new council for the consolidated municipality. These findings indicate 

that incumbents who face electoral defeat try to influence their successor’s policies, 

by committing them to a higher level of public spending than the present incumbent 

actually prefers. 
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1. Introduction 

How do incumbents behave when they stand to be defeated – or remain in office? 

Incumbency effects on fiscal policy, and other aspect of government, have been 

widely researched in political science (e.g., Alesina and Tabellini, 1990; Persson and 

Svensson, 1989; Gelman and King, 1990). However, a major difficulty in testing 

propositions on incumbency effects is how to find a precise measure for the 

probability of electoral defeat, and scholars have resorted to different proxies such as 

ex post electoral outcomes (Goeminne and Smolders, 2010; Pettersson-Lidbom, 

2001). The problem is hard to avoid as incumbents who are defeated obviously leave 

office shortly after, which makes it difficult to measure the fiscal effects of electoral 

defeat precisely. 

 

Once in a while, however, a unique opportunity presents itself which allows 

measurement of what under normal circumstances is unmeasurable – and a recent 

round of large-scale municipal consolidations in Denmark is such a unique 

opportunity. The uniqueness of this case stems from an extension of a municipal 

election period, running from 2002 to 2005, with an extra year after elections were 

held. In the extra fiscal year of 2006, local politicians elected to the councils of the 

consolidating municipalities knew with certainty the composition of the new council 

for the consolidated municipality. At the same time, they retained some decision-

making power which afforded them with the opportunity to act on this knowledge. 

 

I use this case to examine Alesina and Tabellini’s (1990) proposition that incumbents 

who face electoral defeat will try to influence their successor’s policies, adapted to the 

case of public spending rather than debt. So how did local incumbents act when 

facing certain victory or defeat? Using economic and election data from public 

registers on 217 consolidating municipalities over the period from 1998 to 2006, I 

find supporting evidence for the proposition: First I find that prior to the 2005 

municipal elections, public spending (measured as the budget overrun) conforms to a 

local political budget cycle. In 2006, the extra fiscal year after the elections, however, 

a clear deviation from the cycle emerges: First within each group of consolidating 

municipalities the average budget overrun is lower in the municipality which the new 
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mayor originates from, compared to the remaining municipalities in the consolidation. 

Second the average budget overrun in the consolidating municipalities decreases with 

the percentage of councilors elected to the new council for the consolidated 

municipality. Consistent results are found for two different operational definitions of 

incumbents, and the results are robust to controlling for potentially confounding 

observable characteristics and unobserved fixed omitted variables (using municipal 

fixed effects). All in all, the findings therefore indicate that incumbents who face 

electoral defeat try to influence their successor’s policies, by committing them to a 

higher level of public spending than the present incumbent actually prefers. 

 

The paper proceeds with a description of the state of the art (section 2), followed by a 

description of the case and operational definitions (sections 3 and 4), empirical 

specification (section 5), the empirical analysis (section 6), and conclusions (section 

7). 

 

2. The influence of elections and election outcomes on fiscal 

policy 

The influence of elections on fiscal policy is a well-researched topic, which has been 

researched and debated for decades (Nordhaus, 1975). As Nordhaus (1975: 187) notes 

in his classic study, incumbents can act strategically and try to improve their chances 

of re-election by following relatively austere policies early in the election period, and 

shifting to more expansionary policies late in the period, close to the next elections. 

Although the existence of such cycles has been debated for decades (at least since 

Hibbs, 1977), numerous studies have confirmed the empirical existence of such 

political business (or budget) cycles – not only in the fiscal policies of national 

governments but also in the local governments of various countries (e.g., Geys, 2007; 

Mouritzen, 1989; and 1991: Chapter 14; Rosenberg, 1992; Veiga and Veiga; 2006). 

One of these countries is Denmark where studies have found evidence of cycles in 

both revenue policies and expenditure policies (Mouritzen, 1989; and 1991: Chapter 

14), including budget overruns on current expenditures (Houlberg, 1999; Serritzlew, 

2005). The breadth of these latter findings shows that elections are important for fiscal 

policy in general in Danish local government. 
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Scholars have also examined how the outcomes of elections influence fiscal policy. In 

the literature on the strategic use of debt, it is argued that incumbents who expect to 

be voted out of office can act strategically and try to influence their successor’s 

policies in a direction preferred by the present incumbent (Alesina and Tabellini, 

1990; Persson and Svensson, 1989). The idea is that such ‘second-best’ policies give 

an incumbent influence over policy beyond the incumbent’s term in office, by using 

debt to alter the state of the world inherited by the successor. 

 

In the model proposed by Alesina and Tabellini’s (1990), it is argued that 

governments have different preferences over the composition of public spending. 

Because of these differences, an incumbent who expects to be voted out of office will 

spend more on public services that it prefers, because the incumbent expects its 

successor to cut spending on these services. This leads to the proposition that 

incumbents will follow more expansionary policies prior to elections by increasing 

debt, and that the level of debt will increase with the probability of electoral defeat. 

This is quite similar to the expectation in political budget cycles as an incumbent is 

expected to follow expansionary policies prior to elections. At the same time, the 

expectation is more nuanced as an incumbent who is more certain of electoral defeat 

is expected to follow more expansionary policies. 

 

Before proceeding, one major difference between these two literatures should be 

discussed: Whereas studies of political budget cycles examine fiscal policy broadly, 

including public spending, the latter literature had focused more narrowly on debt 

policy. The case of debt policy as a commitment device is quite clear as future 

incumbents per definition inherit any debts created by their predecessor(s). Implicitly 

stated in the argument is that this does not extend to other areas of fiscal policy such 

as current expenditures, because such policies are more susceptible to alteration by a 

successor incumbent. However, it is not necessarily as simple as that: The state of the 

world inherited by a successor incumbent not only consists of a certain level of debt 

which must be serviced, but also certain levels of public spending. In other words, 

successors not only inherit debt but also inherit responsibility and accountability for 

the provision of public services; and once public services are provided it can be very 

politically costly to reduce service levels or stop delivery of the services altogether. 
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For this reason, an incumbent that stands to be ousted can try to influence the future 

policies of its successor not only through debt policy, but also by committing the 

successor to certain levels of public spending.  

 

Such inflexibility in service provision has, among other things, been attributed to 

inconsistent fiscal preferences among voters (Citrin 1979), which are particularly 

salient when decision-making processes on spending are atomized (Kristensen 1980, 

1987). As for former, previous studies have documented that a considerable share of 

the Danish electorate have inconsistent fiscal preferences (Mouritzen 1991: 179ff; 

Winter and Mouritzen 2001); and as for the latter, spending decisions are clearly 

atomized in Denmark, which is highly fiscally decentralized country where public 

service delivery (and financing) to a great extent is left to the municipalities. 

 

In this paper, Alesina and Tabellini’s proposition is tested on data from recent large-

scale municipal consolidations in Denmark. Each group of consolidating 

municipalities consists of a number of local incumbents who represent the interests of 

distinct geographical constituencies. The fact that the local incumbents represent 

different constituencies creates a situation where each incumbent has different 

preferences over the composition of public spending – as each prefers spending which 

benefits their own constituency. Furthermore, the future, successor incumbent for the 

consolidated municipality represents the interests of all the geographical 

constituencies, and therefore has different preferences over the composition of 

spending. Taken together, this produces a situation which is consistent Alesina and 

Tabellini’s theoretical model. 

 

Alesina and Tabellini’s proposition is evaluated empirically for local public spending 

in the context of local political budget cycles: I firstly examine whether local public 

spending conforms to a political budget cycle, the expectation being that spending 

increases prior to elections and decreases after. Secondly, I examine whether 

incumbents deviate from this cycle depending on the outcome of local elections held 

in November 2005. The expectation is here that an incumbent who remains in office 

will decrease spending in 2006, the extra fiscal year after elections has been held, in 

line with the political budget cycle. However, an incumbent who is defeated is not 
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expected to decrease spending in 2006 – but will rather try to commit the successor 

incumbent to a higher level of spending than the present incumbent actually prefers. 

 

3. Danish local government and the consolidations in 2007 

Existing empirical studies of how election outcomes influence fiscal policy have 

tended to test their propositions on country-level data (e.g., Grilli, Masciandaro, and 

Tabellini, 1991)1, the US federal level (Persson and Svensson, 1989) or the US state 

level (Crain and Tollison, 1993). However, recent studies have turned to local 

government (e.g., Pettersson-Lidbom, 2001; Goeminne and Smolders, 2010), the 

reason being that there are advantages to study political phenomena using data on 

subnational government. Specifically, studying lower tiers of government can 

alleviate the problem of too few cases and too many variables (Goggin, 1986; Boyne, 

1996: 11): Researchers firstly have access to a larger number of analytical units than 

usually available in studies of national governments, which secondly are subject to the 

same overall legal and political framework. With respect to the former, the larger 

number of degrees of freedom allows for testing more refined theories and ruling out 

alternative plausible explanations, and hence for making stronger causal claims. With 

respect to the latter, macroeconomic and other exogenous events, which existing 

studies have found also affect fiscal policies (Lambertini cited in Goeminne and 

Smolders, 2010: 6), can be held constant, just as can the institutional setting. 

 

These advantages are certainly present in Danish local government where 

municipalities are subjected to the same legal and political institutional framework, 

but at the same time differ in various important respects: Politically, economically and 

socially (Christensen, 1998: 340). In terms of economy, the Danish public sector is 

comparatively large and among the most fiscally decentralised in the OECD (Thieβen, 

2003), both with respect to public spending and financing: Final consumption 

expenditures for the Danish public sector equalled 439 billion DKK in 2007, or 26 

percent of the gross national product. Consumption in the municipal sector alone is 

306 billion DKK, or 70 percent of total government consumption. Among the OECD 

countries, only local government in Sweden has a higher share of government 

expenditures at 74 percent (OECD 2010). With respect to revenue, the municipalities 

have the right to levy taxes on income and property as well as impose reimbursement 



8 

 

duties. In 2007, total government taxation equalled 499 billion DKK of which more 

than a third accrued to the municipal sector (181 billion DKK). 

 

As for the political organization of Danish municipalities, almost all are organized 

according to the committee-leader system where executive power is shared by the 

mayor and a number of standing committees (Mouritzen and Svara, 2002: 60), as laid 

down in the Local Government Act (Consolidated act 968/2003): Each city council is 

required to appoint a mayor, a finance committee and at least one additional standing 

committee. Councilors are elected for a four-year period, the councils were – in the 

time period considered – free to set their size between 9 and 31 councilors, and 

decision making is based on majority voting. No ‘government’ is as such appointed 

but the role of government is personified by the mayor (Berg, 2004: 27) who is 

indirectly elected by simple majority in a positive vote of investiture in the council 

after each election (see Pedersen, 1997; Serritzlew et al., 2011). Furthermore, the 

mayor holds a privileged position: Besides chairing the city council and the finance 

committee, s/he convenes the city council, sets the agenda, is responsible for all 

decisions made by the council, a committee or the administration, is the daily leader 

of the administration and in most cases the only politician employed fulltime, and is 

near-impossible to remove between elections (Christensen and Espersen, 1983: 43). 

Finally, the mayor in many cases represents the largest party in the municipal council 

(Berg & Kjær, 2005: 34). 

 

With regard to the organization of the Danish municipal sector, it consisted of 270–

275 municipalities until 2007, where a new administrative structure entered into 

effect. This new structure was the product of a local government reform, and first talk 

of this reform began in the summer of 2002. Later that year a commission was 

appointed to assess the existing structure of the public sector. In early 2004 the 

commission concluded that there were a number of weaknesses (Commission on 

Administrative Structure, 2004) and some months thereafter, in June, a political 

agreement was reached which called for large-scale municipal consolidations, a new 

division of tasks between levels of government, and a reform of the inter-municipal 

equalisation system. The municipalities were given until 1st January 2005 to find other 

municipalities with whom to consolidate, under the provision that they should aim for 
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a population of minimum 30,000 inhabitants. Municipalities with less than 20,000 

inhabitants were more or less forced to consolidate, although a loophole condition 

stipulated that this could be avoided by entering into binding partnerships with other 

municipalities. However, access to this option was limited and was in practice only 

open to a number of smaller island municipalities (Blom-Hansen et al., 2006: 18). As 

it turned out, 33 municipalities did not consolidate with other municipalities while the 

remaining 237 were consolidated into 65 new municipalities, yielding a total of 98 

new municipalities per 1st January 2007 (for a more detailed account, see Mouritzen, 

2010).2 

 

In November 2005 elections to the new, consolidated municipalities where held, and a 

novelty was here introduced as a consequence of the municipal consolidations: The 

election period was extended by a year for the consolidating municipalities. The 

election period began on 1st January 2002 and was to end on 31st December 2005, 

with elections 1½ month earlier on 15th November. However, for consolidating 

municipalities the period was extended to 31st December 2006, which meant that the 

election period was extended by an extra fiscal year after elections had been held. In 

this extra fiscal year, 2006, so-called ‘integration committees’ were set up for each 

group of consolidating municipalities, which had responsibility for planning the 

consolidation process. The committees were composed of the local councilors elected 

to the new municipal councils (Law 540/2005) and each committee was chaired by 

the new mayor. The government gave these committees considerable powers of 

approval over the consolidating municipalities, on capital expenditures (Departmental 

orders 1462/2005; changed in 236/2006) and supplementary appropriations on current 

expenditures (for a more detailed account of restrictions imposed in the years leading 

up to the reform, see Blom-Hansen, 2010; Hansen, 2011). Having said this, local 

politicians in the consolidating municipalities still retained some decision-making 

power and several studies have found evidence of strategic behavior in 2006 (Blom-

Hansen, 2010; Hansen, 2011; 2012; for similar studies of other Scandinavian 

countries, see Hinnerich, 2009; Jordahl & Liang, 2010). 
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4. Measuring local spending and local incumbents 

The question is how to measure public spending? This concerns what opportunities 

the local incumbents had to act strategically, and hence in what ways the government 

restricted municipal fiscal policy in the years leading up to the implementation of the 

consolidations. From 2003 onwards, comprehensive restrictions were imposed on 

debt, assets and capital expenditures. However, the municipalities’ current 

expenditures were subjected to fewer restrictions, and were therefore more susceptible 

to strategic behavior. Current expenditures, however, can be measured in different 

ways: Using data from budgets, accounts or both. As for the budgets, they attract 

considerable attention from both the government and local media, and are per 

definition laid down prior to each fiscal year so any strategic behavior through the 

budgets would in fact be government approved, as Blom-Hansen (2007: 30) notes. 

The final accounts, however, receive less attention and are not known on beforehand, 

which makes then more susceptible to strategic behavior. For these reasons it seems 

most likely that a local incumbent’s best opportunity for strategic behavior is to enact 

addendums during the fiscal year. Public spending is therefore measured as the budget 

overrun (accounts less budgets) on current expenditures. 

 

The next question is how to define local incumbents and when an incumbent remains 

in office or is defeated. I use information on the mayor and councilors, the former as 

s/he holds a privileged position cf. section 3; and the latter because although the 

mayor is on a strong position, decision-making power nonetheless rests with the 

council. Whether an incumbent is defeated or not is measured by comparing the 

councils in the consolidating municipalities with the new council in the consolidated 

municipality, as elected in the November 2005 elections. Specifically, I use 

information on the place of residence of the mayor and the other councilors in the new 

council. Two definitions are used: In the first definition, the incumbent in a 

consolidating municipality is defined as defeated if the new mayor does not reside in 

the municipality, but rather in one of the other municipalities in the consolidation. 

Conversely, an incumbent is defined as remaining in office if the new mayor does 

reside in the municipality. The second definition used is quite analogous but is instead 

a continuous measure defined as the percentage of councilors in a consolidating 
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municipality that is elected to the new council in the consolidated municipality.3 The 

distribution of mayors and councilors is illustrated in Figure 1.  

 

<insert Figure 1 here> 

 

5. Empirical specification 

The empirical analysis is based on a balanced panel of 217 consolidating 

municipalities observed yearly over the time period 1998 to 2006.4 The primary 

model is restricted to the time period 2002-2006 with the budget overrun as the 

dependent variable and the following independent variables: A set of year dummies 

(with 2002 as reference year); a measure of whether the incumbent is defeated (a 

dummy for whether or not the mayor resides in the municipality; or the percentage of 

councilors elected to the new council); and a set of interactions between this measure 

and each year dummy. The model is estimated using ordinary least squares 

estimation, standard errors clustered at the municipal level cf. Williams (2000), and 

with and without a number of potential confounders, specifically upwards pressure on 

expenditures, the state of the local economy, and differences in taxable wealth: First 

expenditure needs reflects local spending pressures (Blom-Hansen, 2002) and is a 

composite measure used in the municipal grants and equalisation schemes. Second the 

unemployment rate is included as an indicator of state of the local economy. Finally 

the taxation base is a measure of taxable local income and property (Blom-Hansen, 

2002: 94). These controls have been included in various studies of municipal 

adherence to budgets (Blom-Hansen, 2007; 2010; Hansen, 2011; Houlberg, 1999; 

Serritzlew, 2005), and it is expected that adherence to the budget is poorer the higher 

the expenditures pressures, the poorer the state of the local economy, and the lower 

the taxable wealth. Descriptive statistics on all variables are provided in Table 3 in the 

Appendix. 

 

I also estimate the empirical model using fixed effects estimation, to control for 

unobserved, fixed omitted variables (e.g., see Wooldridge, 2009: 481ff). One 

important persistent unobservable characteristic of municipal fiscal policy is a fiscal 

‘culture’, which refers to a long-term propensity to lay tight budgets or incorporate 
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buffers, and which in turn affects the budget balance consistently over time (Blom-

Hansen, 2007; 2010; Hansen, 2011; Houlberg, 1999). 

 

6. So how did local incumbents act after the 2005 elections? 

The first question to examine is whether municipal public spending conforms to a 

local political budget cycle, with spending measured as the budget overrun. Figure 

2.A illustrates the average yearly budget overrun for the two municipal election 

periods running from 1998 to 2001 and from 2002 to 2006, respectively: A cyclical 

trend is clearly seen over each election period with relatively smaller average budget 

overruns just after elections have been held (1998-1999 and 2002), and relatively 

larger overruns in the years that follow. In the first election period, the average 

overrun peaks in the election year (2001, where the average overrun is quite large) 

whereas it peaks a year earlier in the second period (2004). The latter does not, strictly 

speaking, conform to the expectations of a political budget cycle, but a similar pattern 

has been observed in previous studies (Houlberg, 1999; Serritzlew, 2005). All in all, 

the trend in budget overruns over the two election periods is consistent with a local 

political budget cycle.5 The results are also consistent with the findings in the 

previous studies by Houlberg (1999) and Serritzlew (2005) who examines budget 

overruns in the period 1993 to 1997 and 1991 to 2003, respectively; and Mouritzen 

(1989; 1991: Chapter 14) who examines several measures of municipal revenues and 

expenditures (though not budget overruns) over the time period 1978 to 1986. 

 

< Figure 2 here> 

 

The second question is whether the local incumbents deviated from the local political 

budget cycle depending on the outcome of the 2005 municipal elections: Did 

incumbents who remained in office decrease spending in 2006, as expected by the 

budget cycle, while defeated incumbents did not? As described in section 4, two 

definitions of incumbents are used: First an incumbent in a consolidating municipality 

is defined as remaining in office if the new mayor resides in the municipality; and is 

defined as defeated if the new mayor resides in one of the other municipalities in the 

consolidation. The second definition instead relies on a continuous measure: The 
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percentage of councilors in a consolidating municipality elected to the new council in 

the consolidated municipality. 

 

I proceed in two steps by firstly examining whether incumbents differed 

systematically prior to the 2005 elections, to address the issue of possible selection 

bias. Then I examine whether public spending differed systematically in 2006 for 

incumbents who remained in office relative to incumbents who were defeated. 

 

A difference or effect observed for incumbents in 2006 is not necessarily attributable 

to the 2005 municipal elections. It is obviously for this reason that a number of 

potential confounders are controlled for in the empirical analysis (expenditure needs, 

taxation base and unemployment rate). However, it is also possible to empirically 

assess whether any systematic differences in spending between incumbents existed 

already before the 2005 elections. Ruling out such selection bias– and more 

importantly, accounting for any initial difference in public spending – makes it more 

credible that an observed difference or effect in 2006 indeed is attributable to the 2005 

elections. (Indeed, the use of interaction terms with 2002 as reference year allows me 

to account for an initial difference, as elaborated later.) 

 

Figure 2.B and C show that prior to 2006 the trend in budget overrun is quite similar 

for both definitions of incumbents, although 2004 again is a small anomaly. To assess 

possible selection bias more closely, public spending was regressed on whether an 

incumbent remained in office or was defeated (using each of the two definitions), a 

set of year dummies for the period 2002 to 2005, a set of interactions between the two 

last-mentioned, and the control variables (estimated using OLS with standard errors 

clustered at the municipal level). The results show firstly that when using the mayoral 

definition of incumbents there is only in 2004 a marginally significant difference (a 

difference of 150 DKK per capita, with p = 0.061); and secondly that only in 2003 is 

there a marginally significant effect of the percentage of councilors elected to the new 

council (b = 4.5 with p = 0,056). In each case, a collective F-test of the interaction 

terms is clearly statistically insignificant (with p = 0,48 and 0,51). Using fixed effects 

estimation or estimating the models for 1998 to 2006 does not yield substantively 
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different results. All in all, there are only negligible differences between incumbents 

who remained in office or were defeated prior to 2006. 

 

As clearly seen in Figure 2.B and C, however, a sizeable difference emerges in 2006: 

In municipalities which the new mayor originates from the average budget overrun 

decreases considerably, roughly by the same amount as in 2002 after the 2001 

municipal elections, consistent with a local political budget cycle. For the remaining 

municipalities in each consolidation, however, the average budget overrun remains 

roughly unchanged, unlike after the 2001 elections. This indicates a clear deviation 

from the budget cycle and supports the hypothesis that defeated incumbents try to 

influence their successor’s policies, by committing them to a higher level of service 

provision than the present incumbent actually prefers. 

 

In order to examine the effects more closely, Table 1 and Table 2 report the results 

from the primary model described in section 5. The estimates of primary interest are 

the interaction effects: When incumbents are defined using mayors, the interaction 

effects are estimates of the average difference in budget overrun between incumbents 

who remain in office and those that are defeated, in each year 2003 to 2006 relative to 

2002; and when using councilors to define incumbents, the interaction effects are 

estimates of the marginal effect of a one-percentage increase in the number of 

councilors elected to new council, in each year 2003 to 2006 relative to 2002. The 

estimate of primary interest is the interaction effect for 2006, and because 2002 is 

used as reference year this estimate can be interpreted as the average deviation from 

the local political budget cycle: The change in difference or marginal effect in 2006 

(the first year after the 2005 elections) compared to 2002 (the first year after the 2001 

elections). 

 

Turning to the results of the models, we first of all see that only a small part of the 

variance in budget overrun is explained by the models. However, the interaction 

effects conform to expectations: Estimates are small in size and statistically 

insignificant in 2003 to 2006, but the estimates for 2006 are sizeable, negative and 

statistically significant (though only weakly so when using the mayoral definition). 

The yearly marginal effects for councilors are illustrated in Figure 3. 
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First the difference in average overrun between municipalities that the mayor does 

and does not originate from, increases by 246-248 DKK per capita. In relative terms, 

this corresponds to three-quarters of a percent of budgeted spending. Second the 

marginal effect of a one-percentage increase in councilors elected to the new council 

increases by 12 DKK per capita. In relative terms, a ten percent increases corresponds 

to a third of a percent of budgeted spending. These effect sizes may seem small when 

expressed in terms of percentages but one should here keep in mind the absolute level 

of public spending in the Danish municipal sector, which is among the highest in the 

OECD countries.6 

 

<Table 1 here> 

 

<Table 2 here> 

 

<Figure 3> 
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7. Election outcomes affect fiscal policy 

This paper has tested Alesina and Tabellini’s (1990) proposition that incumbents 

facing electoral defeat try to influence their successor’s policies; adapted to the case 

of public spending and tested using data from public registers on Danish 

municipalities over a time period where large-scale municipal consolidations were 

implemented. A novelty of these consolidations was that the municipal election period 

was extended by a year after elections were held. This meant that local politicians 

elected to the councils of the consolidating municipalities knew with certainty the 

composition of the new council for the consolidated municipality; while they at the 

same time retained some decision-making power. 

 

The findings show firstly that budget overruns on current spending conform to a local 

political budget cycle. However, a deviation from the cycle occurs in 2006, the extra 

fiscal year added after the municipal elections in 2005. In this year, within each group 

of consolidating municipalities the budget overrun tends to be smaller in the 

municipality which the new mayor originates from, compared to the remaining 

municipalities in the consolidation. Furthermore, the budget overrun in the 

consolidating municipalities tends to decrease with the percentage of councilors 

elected to the new council for the consolidated municipality. All in all, these findings 

indicate that budget overruns do conform to a local political budget cycle prior to the 

2005 municipal elections, and that a clear deviation from this cycle occurs after the 

elections. This deviation is consistent with Alesina and Tabellini’s (1990) proposition 

that incumbents who face electoral defeat try to influence their successor’s policies, 

by committing them to a higher level of public spending than the present incumbent 

actually prefers. 

 

With respect to the internal validity of the findings, there are no strong indications of 

selection bias, consistent results are found for two different operational definitions of 

incumbents, and the results are not sensitive to controlling for potentially confounding 

observable characteristics (expenditure pressure, state of the local economy and 

taxable wealth), nor for the inclusion of municipal fixed effects to control for 

unobserved fixed omitted variables. With respect to the generalizability of the 

findings, it seems reasonable to expect that the results to apply to fiscally 
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decentralised welfare states such as the Nordic countries where local government is 

organized in quite a similar manner. However, whether the findings extend to other 

institutional contexts, including other levels of government, are topics for future 

research. Finally, it must be kept in mind that the operational definition of whether an 

incumbent remains in office or is defeated, is based on comparing the place of 

residence of mayors and councilors in the councils of the consolidating municipalities 

and the new council for the consolidated municipality. This is a rather special 

situation which does not directly extend to ordinary circumstances where an 

incumbent is re-elected or defeated following an election. 

 

One important policy implication of the findings is that national policy makers should 

tread carefully when designing transitional processes in connection with local 

government consolidations. Such situations are bound to arise in the future, 

particularly given the increasing frequency of local government reforms (Baldersheim 

and Rose, 2010). One design aspect concerns the imposition of restrictions by third 

parties: The Danish government did impose severe restrictions which laid restrictions 

on the fiscal policies of the municipal councils leading up to the implementation of 

the consolidations. However, the findings in this paper (and those of other studies 

referenced in section 3) suggest that even these quite severe restrictions were not 

sufficient to rule out strategic behavior. A second design aspect concerns making 

modifications to the local electoral cycle: Adding an extra year to the election period 

after elections have been held may, on the one hand, be necessary to provide 

municipalities with sufficient time to plan and carry out the consolidations. On the 

other hand, it also gives local incumbents the opportunity to act opportunistically on 

the basis of the election outcomes. 
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Figure 1 Bar graph of histogram for mayors and councilors elected to new councils 
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A. Yearly averages  
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B. Yearly averages by origin of mayor C. Yearly averages by elected councilors 
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Note: n = 217. Vertical line marks municipal elections in November of the year. 

Figure 2 Yearly averages of current expenditures and budget overruns, 2002-2006 
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Figure 3 Marginal effects for councilors elected to new council 
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Table 1 Regressions results for mayors, 2002-2006 

Model no. (1) (2) (3) (4) 

Fixed effects No No Yes Yes 

Controls included? No Yes No Yes 

New mayor from municipality -70 -47   

 (90) (88)   

2002 Ref. Ref. Ref. Ref. 

     

2003 123*** 78 123*** 65 

 (47) (50) (47) (65) 

2004 189*** 150*** 189*** 215** 

 (55) (57) (55) (90) 

2005 121** 128* 121** 263** 

 (61) (67) (61) (108) 

2006 80 170** 80 410*** 

 (69) (86) (69) (142) 

New mayor * 2002 Ref. Ref. Ref. Ref. 

     

New mayor * 2003 15 9 15 7 

 (95) (95) (95) (96) 

New mayor * 2004 -82 -93 -82 -98 

 (110) (111) (110) (113) 

New mayor * 2005 15 14 15 18 

 (120) (119) (120) (120) 

New mayor * 2006 -246* -248* -246* -246* 

 (140) (139) (140) (138) 

Expenditure needs  -20  -135* 

  (25)  (72) 

Taxation base  -1  6 

  (2)  (6) 

Unemployment rate  60***  92* 

  (20)  (48) 

Constant 339*** 682 320*** 2,985 

 (44) (677) (31) (2,056) 

Observations 1,085 1,085 1,085 1,085 

R-squared 0.023 0.041 0.027 0.037 

Note: Reported are unstandardised coefficients and standard errors in parentheses from regressions 

with and without control variables and/or municipal fixed effects. Standard errors are clustered at the 

municipal level. 

*: Significant at the 10 per cent level. 

**: Significant at the 5 per cent level. 

***: Significant at the 1 per cent level. 
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Table 2 Regressions results for councilors, 2002-2006 

Model no. (5) (6) (7) (8) 

Fixed effects No No Yes Yes 

Controls included? No Yes No Yes 

% councilors elected to new council 1 2   

 (2) (3)   

2002 Ref. Ref. Ref. Ref. 

     

2003 45 -0 45 -15 

 (73) (76) (73) (85) 

2004 148 111 148 150 

 (92) (94) (92) (115) 

2005 120 132 120 220* 

 (99) (104) (99) (129) 

2006 346*** 445*** 346*** 618*** 

 (112) (126) (112) (168) 

% councilors * 2002 Ref. Ref. Ref. Ref. 

     

% councilors * 2003 3 3 3 3 

 (2) (2) (2) (2) 

% councilors * 2004 1 1 1 1 

 (3) (3) (3) (3) 

% councilors * 2005 0 0 0 0 

 (3) (3) (3) (3) 

% councilors * 2006 -12*** -12*** -12*** -12*** 

 (3) (3) (3) (3) 

Expenditure needs  -26  -106 

  (25)  (73) 

Taxation base  -1  6 

  (2)  (6) 

Unemployment rate  62***  90* 

  (20)  (47) 

Constant 301*** 833 320*** 2,163 

 (75) (677) (31) (2,088) 

Observations 1,085 1,085 1,085 1,085 

R-squared 0.031 0.049 0.053 0.061 

Note: Reported are unstandardised coefficients and standard errors in parentheses from regressions 

with and without control variables and/or municipal fixed effects. Standard errors are clustered at the 

municipal level.  

*: Significant at the 10 per cent level. 

**: Significant at the 5 per cent level. 

***: Significant at the 1 per cent level. 
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Appendix: Variable definitions and sources 

Table 3 Means and standard deviations for continuous variables 

Variable 2002 2003 2004 2004 2006 

Budget overrun 319.96 

(567.96) 

446.95 

(597.92) 

487.09 

(612.94) 

445.5 

(596.2) 

334.34 

(820.59) 

New mayor from municipality 0.27 

(0.44) 

(same in alle years) 

% councilors elected to new council 27.42 

(16.86) 

(same in alle years) 

Expenditure needs 27.90 

(1.29) 

28.11 

(1.23) 

28.66 

(1.24) 

29.11 

(1.27) 

29.56 

(1.27) 

Unemployment rate 5.11 

(1.56) 

5.98 

(1.61) 

6.06 

(1.62) 

5.42 

(1.51) 

4.15 

(1.31) 

Taxation base 111.48 

(17.93) 

113.05 

(18.02) 

110.53 

(17.17) 

110.48 

(17.12) 

108.61 

(16.56) 

Note: n = 217 in each year. Economic data is deflated using 2000 as base year and the 

following deflators: 2000-2001: 3.5 %; 2001-2002: 2.6 %; 2002-2003; 3.5 %; 2003-2004; 

3.3 %; 2004-2005: 2.6 %; 2005-2006: 2.9 %. Sources: Ministry of the Interior and Health 

(2006: Appendix 11) and Ministry of Welfare (2008: Appendix 1). 

 

Budget overrun: Actual tax-financed current net operating expenditures minus budgeted 

tax-financed current expenditures, expressed in DKK (2000 prices) per capita. Tax-

financed current expenditures are defined as total current expenditures minus user-

financed expenditures (function nos. 0.50-0.53, 0.60-0.65, 1.01-1.04, 1.06, 5.30). 

Sources: StatBank Denmark Tables BUD1 and BUD32. 

 

% councilors elected to new council: Number of councilors elected from the old 

municipality to the new municipal council at the 2005 Municipal Elections, in per 

cent of the number of councilors (with known municipality) in the new council. 

The natural log of this variable is used in regressions. 

 

Expenditure needs: Changes in expenditure needs are in 1,000s DKK (2000 prices) per 

capita. Source: Ministry of the Interior and Health, http://www.noegletal.dk/. 
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New mayor from municipality: Binary variable of whether the mayor in the new, 

consolidated council is from a given old municipality (coded as one) or not (zero). 

 

Taxation base: Changes in budgeted taxation bases are in 1,000s DKK (2000 prices) per 

capita. Source: Ministry of the Interior and Health, http://www.noegletal.dk/. 

 

Unemployment rate: Changes in unemployment rates are in per cent. Source: StatBank 

Denmark Table AARD. 
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Notes 

 

                                                 
1 Also an unpublished paper by Luisa Lambertini (2003). Are Budget Deficits Used Strategically?, working 

paper, Boston College. 

2 Other studies such as Elklit and Kjær (2009: 426) report slightly different numbers, as they include the 

consolidation of Ærøskøbing and Marstal Municipalities implemented per 1st January 2006. This paper 

considers this consolidation as independent as there had been talk of consolidating prior to when talk of a 

local government reform began. 

3 In connection with the municipal elections in 2005, Parliament made statutory provisions stipulating that 

the local origin of the politicians could be stated on the ballet paper. Candidates were allowed to state “the 

name of the municipality which partially or wholly is situated in the new municipality, or the geographical 

locality, where the candidate in question resides” (author’s translation from departmental order 657/2005). 

The information on the place of residence of councilors (including mayors) is primarily based on this 

information: Of the 2,522 councilors elected at the 2005 municipal elections, 1,837 councilors were elected 

to councils in the consolidating municipalities. The residential municipality was identified for 1,804 of 

these councilors, more than 98 per cent, with the number of unknowns not exceeding three councilors in 

any of the new councils. The residential municipality was identified using several sources: First, 1,035 

councilors were identified from area names stated on the ballot paper, linked to municipalities using data 

from the National Survey and Cadastre (2008). A large share of these data was available from Danish 

Municipalities Magazine (2007). Other sources were used for the remaining 769 councilors: 489 were 

elected to a municipal council in the 2001 Municipal Elections and their residential municipality was 

identified on this basis. Assuming that the councilors have not moved to another municipality between the 

2001 and 2005 elections is permissible given the residential requirement for members of the municipal 

councils (cf. § 1 of the Act on Danish Municipal and Regional Elections). The residential municipality of 

the remaining 280 councilors was identified using official municipal websites and online address registers. 

4 Twenty consolidating municipalities are excluded from analysis as they are less comparable to the other 

municipalities for the following reasons: If a has been part of a consolidation not directly associated with 

the consolidations in 2007 (cf. endnote 2), or has been put under administration during or leading up to the 

time period examined. 

5 Furthermore, regressing budget overruns on a set of year dummies for the period 1998 to 2006 (using 

OLS and clustering standard errors at the municipal level) shows that the average overrun in the last year of 

the election period is statistically significant higher compared to the first year (2001 cp. to 1998 and 2005 

cp. to 2002); whereas the average overrun is statistically significant lower in the first year of a period 

compared to the last year of the preceding period (2002 cp. to 2001 and 2006 cp. to 20005). Results are 

quite similar when controlling for expenditure needs, taxation base and the unemployment rate, and/or 

when using fixed effects estimation. One noteworthy difference is that including the controls reduces the 
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decrease in average overrun from 2005 to 2006 is reduced from -111 DKK per capita to a statistically 

insignificant -26 DKK. 

6 First of all, the results are quite similar when controls are includes, and/or when including municipal fixed 

effects. The robustness of the results was also examined by re-estimating the models with White 

heteroscedasticity-consistent standard errors, which makes the interaction effect for 2006 turn insignificant 

in models 1 and 2 (with p = 0,115 and 0,104). Furthermore, estimating OLS models using robust regression 

instrad yields estimates of the interaction effect for 2006 of -213 and -224 DKK in models 1 and 2 (p = 

0,105 and 0,087); and an estimate of -9 DKK in models 5-6 (p = 0,008 and 0,009). Finally, using the log of 

the percentage of councilors elected to the new council yields similar results with the estimates of the 

interaction effect for 2006 remaining statistically significant (b = -282 to -289 with p = 0,002 to 0,003). 


