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Abstract: Building on the well-established relationship between economic dynamics and political
processes, we focus on the most important element of the political process, namely, general (or
national) elections, and look into their effects on public finance and total economic output. In this
vein, the present study has three objectives: (i) to investigate political budget cycles in Greece during
the period known as the ‘Third Hellenic Republic’ (in Greek, ‘Metapolitefsi’, hereafter THR) since 1974;
(ii) to assess whether national elections affect total economic activity in a stabilizing or destabilizing
way; and (iii) to examine the possible effects of the external sector of the economy on the budget
balance. The empirical findings of our analysis document how the Greek economy was characterized
by sharp political budget cycles in correspondence with the THR, exerting a destabilizing effect on
the total output of the economy. Performances of the external sector of the economy have significantly
affected budget balances in Greece.

Keywords: political budget cycles; electoral cycles; economic destabilization; international trade

JEL Classification: D72; E62; H62

1. Introduction

Over the last decade, Greece has repeatedly faced bankruptcy risk as a result of its
public debt crisis. Bankruptcy is still plausible nowadays, since the Greek government’s
consolidated gross debt has surpassed 200% of GDP!, topping all European Union (EU)
member states and amounting to more than twice the EU average. In this study, we
document how the political process has been instrumental in the Greek debt crisis—mainly
through the emergence of severe political budget cycles—and we explore the generating
mechanism of these cycles and their impact on the stability of the aggregate economy and
international trade.

Political budget cycles (or electoral fiscal cycles) occur when governments in pre-
election periods pursue expansionary fiscal policies (e.g., public spending increases, tax
cuts, budget deficit increases) followed by restrictive fiscal policies in post-election periods.
In fact, excessive public spending and tax reductions are basic mechanisms generating
political budget cycles. Each one is associated with different social welfare implications
(Alesina 1987). Reducing taxes tends to be of practical concern to relatively wealthier
people, while policies leveraging public spending—usually materializing through increases
in transfer payments—favor the less well-off (Alesina 1988). Earlier studies support the
hypothesis that budget cycles are stronger on the expenditure side (e.g., Rogoff 1990; Alt
and Rose 2007), although there is some evidence on the existence of budget cycles on the
revenue side (e.g., Katsimi and Sarantides 2012). The final outcome of this political and

Economies 2022, 10, 198. https:/ /doi.org/10.3390/economies10080198

https:/ /www.mdpi.com/journal /economies


https://doi.org/10.3390/economies10080198
https://doi.org/10.3390/economies10080198
https://creativecommons.org/
https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://www.mdpi.com/journal/economies
https://www.mdpi.com
https://orcid.org/0000-0002-5884-0614
https://orcid.org/0000-0001-7616-5846
https://orcid.org/0000-0002-9860-3162
https://orcid.org/0000-0002-8287-4750
https://doi.org/10.3390/economies10080198
https://www.mdpi.com/journal/economies
https://www.mdpi.com/article/10.3390/economies10080198?type=check_update&version=2

Economies 2022, 10, 198

20f13

economic behavior is the creation of budget cycles which are neither due to exogenous
shocks nor due to policy failures. Instead, they are deliberately generated in the context
of governments’ opportunistic efforts to maximize their re-election chances (Philips 2016).
The success of this practice hinges on the voters’ myopic perspective and the ability of
incumbent politicians to exploit their temporary information advantage’.

Political budget cycles have been the subject of empirical research documenting how
the ability of governments to create political-economic cycles becomes limited as (i) the level
of socioeconomic development rises (Block 2002; Shi and Svensson 2006; Klomp and de
Haan 2013), (ii) the quality of institutions improves, and (iii) the transparency of its political
process increases (Persson and Tabellini 2005; De Haan and Klomp 2013; Veiga et al. 2017).
In other words, this happens when the quality and duration (or maturity) of democracy
in a given country increase (Shi and Svensson 2003; Brender and Drazen 2005; De Haan
2013). In particular, the quality of institutions, and especially the existence of effective
mechanisms controlling the financial decisions of governments (checks, balances, and fiscal
rules), seem to be the most important means of limiting the extent of political budget cycles,
as institutions shape the choices of the electorate and determine the incentives as well as
the opportunities for incumbents to resort to these cycles (Chang 2008; Streb and Torrens
2013; Gootjes et al. 2021)3.

Therefore, the main conclusion of the existing works is that political budget cycles
are more evident in developing economies (Brender and Drazen 2005), being negligible
(or very limited) in wealthier countries (Andrikopoulos et al. 2004; Shi and Svensson
2006; Mandon and Cazals 2019). Our analysis focuses on Greece, a European country
representing a remarkable deviation from the aforementioned rule. Chortareas et al. (2018)
have documented the occurrence of opportunistic budgetary policies in this country, despite
mixed evidence on their effectiveness in maximizing re-election prospects (Brender and
Drazen 2008; Aidt et al. 2011; De Haan and Klomp 2013). In a more recent work, we
have documented the significance, direction and size of political budget cycles in Greece
(Petrakos et al. 2021a). This process is justified with the limited quality of the country’s
institutions (Afonso et al. 2015) and lack of internal /external controls (Trantidis 2016), as
well as with the fact that its governments often pursue clientele policies (Mitsopoulos and
Pelagidis 2011) and resort to populism (Christodoulakis 2019).

This paper serves three main objectives. The first is to investigate the existence of
political budget cycles in Greece in the Third Hellenic Republic (in Greek, ‘Metapolitefsi’,
hereafter THR) since 1974. For this purpose, we specified econometric models in which
the actual budget balance (as the percent share of Gross Domestic product, GDP) is used
as the dependent variable, with the aim of quantifying the effects of the electoral cycle on
the formation of budget balances in Greece. The second objective is to examine whether
general (or parliamentary) elections affect a country’s GDP, and whether the effects are
stabilizing or destabilizing. More specifically, the question is whether general elections
have statistically significant (stabilizing or destabilizing) effects on GDP. The third objective
is to examine the possible impact of the external sector of the economy (i.e., external trade)
on budget deficits. Based on these objectives, the structure of the paper is organized as
follows. Section 2 introduces empirical data and presents the empirical methodology.
Section 3 illustrates our findings in full detail and discusses the main results of this study,
and Section 4 concludes the paper with some remarks for future research.

2. Methodology
2.1. Study Area

Considering Greece, a Southern European country, as the study area, our empirical
analysis tests the intensity of political economic cycles and, particularly, political budget
cycles over the THR since 1974, and more specifically, during a time interval encompass-
ing more than four decades (1974-2020). This relatively long time horizon is considered
representative of sequential economic downturns (Salvia et al. 2020), from the democratic
recovery after the colonel’s dictatorship (1967-1973) in the hand of the center-right ‘Nea
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Dimokratia” party of K. Karamanlis and G. Rallis (1974-1981), to intense economic develop-
ment under the government of the socialist party of A. Papandreou (1981-1989). After a
relatively short dominance of a center-right government with K. Mitsotakis (1990-1993),
the socialist party of A. Papandreou won the 1993 elections, taking the lead continuously
up to 2004 with three governments of K. Simitis (1996-2004), after the premature death of A.
Papandreou (1996). A moderate economic growth—mostly characterized by rising expendi-
ture in public infrastructure expanding the public debt significantly—was the main trait of
this political phase. The subsequent center-right government of K. Karamanlis (2004-2009)
consolidated the intense economic expansion following the 2004 Olympic Games celebrated
in Athens, introducing some reforms and trying to manage the early signs of the imminent
financial crisis (Vinci et al. 2022). The short center-left government of G. Papandreou
(2009-2010) was unable to manage the drastic impact of the recession on Greek society
(Tomao et al. 2021), and a more evident instability characterized the political life of the
country for some years (2011-2012). Alternated center-right (A. Samaras) and center-left
(A. Tsipras) governments was representative of the 2010s political course of Greece. While
reducing the impact of the crisis, the center-right government—answering the pressing
requests of the European Commission and International Monetary Fund—was forced to
cut salaries and pensions (Salvati 2016), and introduced a sort of austerity regime in public
expenditures causing urban poverty, among others (Gkartzios 2013; Rontos et al. 2016;
Panori et al. 2019). The subsequent center-left government tried to alleviate the economic
consequences of Troika’s austerity, while fueling social spending, public infrastructure, and
tourism (Salvati 2019).

2.2. Logical Framework and Scope of the Study

The existence of political budget cycles has been documented for the Greek econ-
omy, with specific reference to a shorter time period, namely, 1980-2017 (Petrakos et al.
2021a). We have also demonstrated how these cycles have been generated primarily on
the expenditure side and not on the revenue side (Petrakos et al. 2021c). The present
analysis differs substantially from the existing research in many aspects. For the first time
in the literature, the effects of the external sector of the economy (exports, imports, trade
balance) were examined as explanatory variables of the public budget deficit in the context
of political budget cycles and prove to be significant. These outcomes support the ‘twin
deficit hypothesis’ (Miller and Russek 1989; Cavallo 2005; Corsetti and Miiller 2006; Kim
and Roubini 2008; Algieri 2013; Badinger et al. 2017; Afonso et al. 2022). Relating budget
deficits to trade deficits, these outcomes had important policy implications for economic
competitiveness (e.g., Rontos et al. 2016; Di Feliciantonio et al. 2018; Benassi et al. 2022).
Moreover, we explicitly examined the effects of unemployment on the evolution of public
budget deficits, regarded as a significant policy issue (Salvati and Benassi 2021). We studied
a relatively long time series, incorporating predictors that may evaluate the influence of
several election rounds from 1974 to 2019.

Our second goal was to ascertain the possible existence of a relationship between
election years and total real output (hereafter ‘real GDP’). In other words, we investigated
whether the rate of change of total real GDP (hereafter ‘DTYGR1’) during the election years
differs from the corresponding rate of change of non-election years (Petrakos et al. 2021b).
Our final objective is to examine the possible effects of the external trade (exports of goods
and services, imports of goods and services, and balance of goods and services) on the state
budget balance, testing in this way the hypothesis of a direct linkage of budget balances
with economic competitiveness at large.

2.3. Variables and Indicators

To achieve our objectives, we constructed five econometric models using the following
dependent (1) and explanatory (2-10) variables:

(1) The actual budget balance (ABB) of a general government as a percent of GDP, as
defined and measured by Eurostat. The minus (—) sign corresponds to a deficit, while the
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plus (+) sign corresponds to a surplus. We consider the actual budget balance as a percent
share of GDP (instead of computing absolute monetary terms) for three main reasons:
because (i) percent metrics provide a more reliable indicator of the relative magnitude of
the actual budget balance; (ii) percentages remove the long-term effect of inflation on fiscal
aggregates; (iii) the main fiscal policy condition of the EU member states, in order to avoid
entering the Excessive Deficit Procedure (EDP) of the Stability and Growth Pact, is not to
exceed 3% of their GDP.

(2) The one-year lag of the actual budget balance (ABB-1) of a general government
as a percent of GDP, since the public balance might be ‘compounded’ in the sense that
the budget deficit of the previous year might affect, to some extent, the deficit of the
current year. In effect, the one-year lag of the dependent variable is used to control for the
autoregressive, AR(1), component of the actual budget balance (Petrakos et al. 2021a).

(3) The two-year lag of the actual budget balance (ABB-2) of a general government as a
percent of GDP, since not only the budget deficit of the previous year but also the deficit of
the year before might affect the deficit of the current year. In effect, the two year lag of the
dependent variable is used to capture the autoregressive, AR(2), component of the actual
budget balance. We also considered the impact of a three-year lag of the actual budget, but
our preliminary analysis suggests that this variable is largely insignificant.

(4) The growth rate of real total GDP (TYGR), as estimated by the World Bank.

(5) The change in the growth rate of total real GDP (DTYGR1), i.e., the difference
between the growth rate of total real GDP of the current year and the previous one, i.e.,
DTYGR1; = TYGR1; — TYGRI;_;. This variable is introduced as it might not be the rates of
change in total real GDP that cause pressures for expansionary fiscal policy as much as it is
the variations (or fluctuations) of these rates from year to year.

(6) The unemployment rate (UNR) as it is measured by Eurostat and the Hellenic
Statistical Authority (ELSTAT).

(7) Exports of goods and services as a percent of GDP (EXPO) as they are estimated by
the World Bank (World Development Indicators).

(8) Imports of goods and services as a percent of GDP (IMPO) as they are estimated by
the World Bank (World Development Indicators).

(9) Balance of goods and services as a percent of GDP (BAGS), estimated as the
difference between exports of goods and services and imports of goods and services as a
percent of GDP (BAGS = EXPO — IMPO).

(10) Election (ELE), a binary variable taking the value of 1 for (general) election years
and 0 otherwise.

2.4. Statistical Analysis

We have specified five linear regression models with the actual budget balance as the
dependent variable. In what follows (Section 3), results of these models were presented
and commented in the order they are listed in Table 1, reporting the regression coefficients
of each model in separated tables. All models were checked against the basic assumptions
of Ordinary Least Square (OLS) model fitting, i.e., testing for linearity, homoscedasticity,
independence, and normality assumptions (Ciommi et al. 2019). Results of statistical checks
were presented in a graphical form (Lamonica et al. 2020).

Table 1. Specification of econometric models used in our analysis (Acronyms in Section 2.3).

Model Dependent Variable Predictors
1 Actual Budget Balance ABB-1, TYGR, UNR, ELE
2 Actual Budget Balance ABB-1, TYGR, EXPO, IMPO, ELE
3 Actual Budget Balance ABB-1, ABB-2, TYGR, EXPO, IMPO, ELE
4 Actual Budget Balance ABB-1, ABB-2, TYGR, BAGS, ELE
5 Actual Budget Balance ABB-1, ABB-2, TYGR, BAGS, UNR, ELE
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3. Results and Discussion
3.1. Outcomes of Model 1

Model 1 provided the simplest specification of the variability in the actual budget bal-
ances of Greece (1974-2020) using only four variables. Since the lagged dependent variable
is included in the explanatory variables, residuals are independently distributed (Salvati
2022). Plotting the residuals versus the fit, we verify that the linearity and homoscedasticity
assumptions hold (Figure 1). Finally, a QQ plot and histogram of the residuals reveal no
serious departures from normality (Ciommi et al. 2018). ABB-1 and UNR are significant
at o = 0.01, ELE is significant at o = 0.05, and TYGR is significant at = 0.1. Low Vari-
ance Inflation Factors (VIF) values indicate no evidence of multicollinearity (Table 2). The
proportion of explained variance is relatively high (adjusted-R? = 0.70).
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Figure 1. Residual plots for Model 1 with Actual Budget Balance as dependent variable.

Table 2. Regression coefficients of Model 1 (see Table 1 and Section 2 for model’s description).

Variable Coefficient Standard Error t-Value  p-Value  VIF
Constant —3.18 1.170 —2.71 0.010 -

Budget Balance, previous year 0.75 0.098 8.02 0.000 1.22
GDP growth 0.22 0.122 1.81 0.078 1.52
Unemployment 0.16 0.057 2.83 0.007 1.26
Election year —1.84 0.755 —2.44 0.019 1.02

3.2. Outcomes of Model 2

EXPO and IMPO were introduced in Model 2 together with the predictors already
considered in Model 1. Residual plots in Figure 2 document how results of Model 2 fully
adhere to linearity, homoscedasticity, independence, and normality assumptions. ABB-1,
TYGR, and EXPO are significant at « = 0.01, while ELE and IMPO are significant at o« = 0.05.
VIF values indicate evidence of a residual multi-collinearity in Model 2, mainly attributable
to IMPO and EXPO variables (Table 3). The proportion of explained variance is rather high
(adjusted-R? = 0.74).
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Figure 2. Residual plots for Model 2 with Actual Budget Balance as the dependent variable.

Table 3. Regression coefficients of Model 2 (see Table 1 and Section 2 for the model description).

Variable Coefficient Standard Error t-Value  p-Value  VIF
Constant —3.710 2.360 —1.57 0.125 -

Budget Balance, previous year 0.531 0.108 493 0.000 1.86
GDP growth 0.335 0.122 2.74 0.009 1.77
Exports 0.444 0.122 3.63 0.001 5.97
Imports —0.312 0.140 —2.24 0.031 4.66
Election year —1.733 0.708 —2.45 0.019 1.03

3.3. Outcomes of Model 3

The lagged variable ABB-2 was introduced as a predictor in Model 3 and accounted for
a particularly high proportion of the explained variance (adjusted-R? = 0.75). The residual
plots in Figure 3 indicate no deviations from the basic regression assumptions. EXPO was
significant at « = 0.01, ELE, IMPO, TYGR, and ABB-1 were all significant at o« = 0.05, and
ABB-2 was significant at o« = 0.1 (Table 4). A weak multi-collinearity issue (VIF > 5) was a
distinctive characteristic of the estimation of Model 3, in line with what has been observed
for the results of Model 2.
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Figure 3. Residual plots for Model 3 with Actual Budget Balance as the dependent variable.
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Table 4. Regression coefficients of Model 3 (see Table 1 and Section 2 for the model description).

Variable Coefficient Standard Error  ¢-Value p-Value VIF
Constant —3.100 2.410 —1.28 0.207 -

Budget Balance, previous year 0.365 0.144 2.53 0.016 3.29
Budget Balance, two years before 0.228 0.130 1.76 0.087 2.52
GDP growth 0.313 0.121 2.58 0.014 1.71
Exports 0.458 0.121 3.78 0.001 5.88
Imports —0.326 0.138 —2.36 0.023 4.51
Election year —1.767 0.701 —2.52 0.016 1.03

3.4. Outcomes of Model 4

To cope with the weak multi-collinearity observed in Model 3, the variables IMPO and
EXPO were replaced with their difference, named BAGS, in Model 4. The residual plots
in Figure 4 indicate that the basic assumptions were not violated with this specification.
The proportion of explained variance remained satisfactory (adjusted-R? = 0.73). ABB-1
and BAGS are significant at « = 0.01, ELE is significant at & = 0.05, TYGR is marginally
significant at o« = 0.05, and ABB-2 is marginally significant at « = 0.1 (Table 5). Low VIF

values indicate no evidence of multicollinearity.
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Figure 4. Residual plots for Model 4 with Actual Budget Balance as the dependent variable.

Table 5. Regression coefficients of Model 4 (see Table 1 and Section 2 for the model description).

Variable Coefficient Standard Error  t-Value p-Value VIF
Constant 1.003 0.979 1.02 0.312 -

Budget Balance, previous year 0.426 0.145 2.93 0.006 3.12
Budget Balance, two years before 0.224 0.134 1.68 0.102 2.52
GDP growth 0.236 0.118 2.01 0.052 1.51
Balance of goods and services 0.449 0.125 3.60 0.001 1.52
Election year —1.724 0.723 —2.39 0.022 1.03

3.5. Outcomes of Model 5
Unemployment rate (UNR) was introduced as an additional predictor in Model 5. The

proportion of explained variance was satisfactory (adjusted-R? = 0.75). Plots of residuals
(Figure 5) indicate no violation of the basic econometric assumptions for Model 5. ABB-1 is
significant at « = 0.01, ELE, ABB-2, TYGR, BAGS, are all significant at o« = 0.05, and UNR is
significant at « = 0.1. Low VIF values indicate no evidence of multicollinearity (Table 6).
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Figure 5. Residual plots for Model 5 with Actual Budget Balance as the dependent variable.
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Table 6. Regression coefficients of Model 5 (see Table 1 and Section 2 for the model description).

Variable Coefficient Standard Error  t-Value p-Value VIF
Constant —0.920 1.450 —0.63 0.532 -

Budget Balance, previous year 0.417 0.141 2.95 0.005 3.12
Budget Balance, two years before 0.290 0.136 2.14 0.039 2.73
GDP growth 0.274 0.117 2.35 0.024 1.56
Balance of goods and services 0.304 0.147 2.06 0.046 2.23
Unemployment rate 0.117 0.067 1.75 0.089 1.96
Election year —-1.744 0.704 —2.48 0.018 1.03

DTYGR1

In order to investigate possible differences in the mean growth rate (%) of total (real)
GDP between the two ELE groups (i.e., election and non-election years), the null hy-
pothesis Hp: p; — pp = 0 was tested against the alternative Hy: py — pp # 0, where
w1 = E(DTYGR1 | ELE = 0) and pp = E(DTYGR1 | ELE = 1). Hy is rejected at « = 0.05, and the
differences in the means of GDP growth are significant. The results of our analysis were
presented in Table 7 and Figure 6.

ELE

Figure 6. Interval Plot (95% Confidence Interval around the mean) of changes over time in the growth

rate (%) of total (real) Gross Domestic Product (DTYGR1) against election year (1) or non-election

year (0); pooled standard deviation (3.20) was used to calculate the intervals.
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Table 7. Descriptive statistics of the growth rate (%) of total (real) Gross Domestic Product (DTYGR1)
by election year.

Year No. Years Mean Standard Deviation 95% Confidence Interval
No election 31 0.823 3.620 (—0.338; 1.983)
Election 14 —1.229 1.929 (—2.956; 0.499)

3.6. Discussing the Outcomes of Econometric Models (1 to 5)

The models illustrated above have a good fit as the adjusted R? was systematically
above 0.7. In all of them, the actual budget balances (which correspond to public deficits in
the case of Greece) were strongly correlated to their one-year lagged values (the coefficient
of ABB-1is 0.75 and 0.53, respectively, in Models 1 and 2). The impact of ABB-1 was reduced
slightly when considering the two-year lagged variable ABB-2 (ABB-1 coefficient ranged
between 0.37 in Model 3 and 0.43 in Model 4, while ABB-2 coefficient ranged between 0.22
in Model 4 and 0.29 in Model 5). Hence, we conclude that public deficits were persistent in
Greece, adjusting slowly over longer periods of time that could last up to two years.

Regarding the impact of the external sector of the economy (EXPO, IMPO, BAGS),
exports of goods and services tend to reduce the budget deficit, while imports seem to
increase it (Models 2 and 3). Moreover, the balance of goods and services (BAGS = EXPO —
IMPO) tends to reduce the budget deficit (Models 4 and 5). This result is a strong indication
for the presence of ‘twin deficits” in the case of the Greek economy. In particular, according
to the ‘twin deficits hypothesis’, large and growing budget deficits are reflected in the
widening of the current account deficit, leading to declining economic policy credibility,
macroeconomic imbalances, and a slowdown in economic growth. Although making
use of different approaches, these findings are in line with earlier literature testing this
hypothesis for Greece (Vamvoukas 1999; Pantelidis et al. 2009; Kalou and Paleologou 2012;
Magazzino 2012; Piersanti 2000; Forte and Magazzino 2013; Panousis and Koukouritakis
2020; Katrakilidis and Trachanas 2011; Paparas et al. 2016; Kosteletou 2013). Few additional
studies ended up with more mixed, and sometimes contrasting, results (Algieri 2013;
Papadogonas and Stournaras 2006).

The results of all econometric models presented in our study demonstrate how the
growth rate of real GDP positively affects the actual budget balance, reducing budget
deficits. The coefficient of GDP growth rate varied between 0.335 (Model 2) and 0.221
(Model 1). This finding implies that during times of economic slowdown, Greek govern-
ments tend to respond with expansionary fiscal policies. Unemployment also affected the
dependent variable in a positive way, although with a relatively low coefficient (0.162 in
Model 1 and 0.117 in Model 5). This correlation appears counterintuitive at first (sensu
Rontos et al. 2019). However, economic dynamics in the 2010s may justify this outcome in
the case of Greece, since the country was under budgetary supervision by the European
Institutions (“Troika memoranda’). In that decade, budget deficits were strictly controlled,
and unemployment skyrocketed to unprecedented levels, fueling income inequalities and
rising social segregation, especially in urban areas (Gavalas et al. 2014; Di Feliciantonio and
Salvati 2015; Panori et al. 2019; Rontos et al. 2016; Salvati 2016, 2018).

Election years (ELE) were found statistically significant in all econometric models. In
other words, the political cycle (general parliamentary elections) in Greece was demon-
strated to significantly affect the actual budget balance as a percent share of GDP. In all
models, the ELE coefficient was higher than —1.5, ranging between —1.72 (Model 4) to
—1.77 (Model 3). That is, in the years of general (or national) elections, budget deficits
increased by more than 1.5% of GDP. More precisely, the increase was as high as 1.84% of
GDP according to Model 1, 1.73%, 1.77%, 1.72% and 1.74% of GDP, respectively, according
to Models 2, 3, 4, and 5. This effect is disproportionately high in comparison with other
developed economies, where the effects of budget cycles have been estimated to be well
below 1% of GDP (Andrikopoulos et al. 2004) and, in most cases, insignificant (Mandon
and Cazals 2019).
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Notes

We finally investigated the relationship between general elections (ELE) and changes
over time in the growth rate of real GDP (DTYGR1) between 1974 and 2019. Descriptive
statistics indicate that in non-election years, economic growth rates amounted to 0.82%,
on average. On the contrary, in election years, the value of economic output decreased at
a rate of 1.23% on average. This evidence suggests how the electoral cycle in Greece has
serious destabilizing effects on total real output.

4. Concluding Remarks

The empirical results of our study demonstrate how severe political budget cycles have
characterized Greece since 1974. These persistent political budget (or fiscal) cycles have
contributed to the country’s public debt. Moreover, the political budget cycles in Greece
have played a destabilizing or pro-cyclical role, in terms of their effects on the country’s real
GDP. This is mainly due to the fact that the cycles materialize through an “unproductive’
public expenditures’ increase, especially a rise in social transfers, during the election years
(Petrakos et al. 2021d). It is therefore crucial to restrict political budget cycles, basically to
improve the country’s public finances and to stabilize the Greek economy—considering
that the country had lost 30% of its real GDP between 2007 and 2020. Moreover, at the end
of 2021, the gross debt of the general government in Greece had skyrocketed to 209% of
its GDP, a magnitude more than two times higher than the corresponding average of the
Eurozone (102% of GDP).

In addition, the existence of large political budget cycles suggests that certain socio-
political characteristics in Greece—such as low-quality political institutions and insufficient
control mechanisms or ineffective checks and balances—strongly resemble those of devel-
oping countries. These characteristics are basically the result of low-quality governance.
Consequently, the effects of the electoral cycles cannot be ignored by any systematic scrutiny
of the reforms needed to boost economic growth and to reduce budget deficits and public
debt. Short-term performances of the external sector of the economy, namely, the balance
of goods and services, were finally documented to affect the budget balance in Greece.
Reduced external sector deficits and, more generally, a reduction in the balance of payments
deficits, may contribute to the handling of budget deficits. Since the improvement of the
trade balance is the result of the rising competitiveness of a given economic system, this
should be a long-term objective of economic policy pursued through the implementation
of specific strategies. Such issues are arguably among the most serious structural problems
of the Greek economy and, as such, call for an effective and immediate policy response.
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1 See Eurostat, online data code: GOV_10DD_EDPT1, update: 22 February 2022.

2 See Downs (1957); Nordhaus (1975); Rogoff and Sibert (1988); Rogoff (1990); Alesina and Perotti (1995); Persson and Tabellini
(2000); Eslava (2011); De Haan (2013); Bonfiglioli and Gancia (2013). More recent contributions include the empirical studies by
Dubois (2016); Mandon and Cazals (2019); Bohn (2019); Garcia and Hayo (2021); Gootjes et al. (2021).

Another factor that may influence the occurrence of political budget cycles is uncertainty regarding the outcome of the forthcoming

elections, given that if governments are very confident of their re-election possibilities, they have limited motivation or no
motivation at all to resort to them (Schultz 1995; Alt and Rose 2007; Hanusch and Magleby 2014; Eibl and Lynge-Mangueira 2017).
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