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Abstract

If voters use information about the economy to assess the competence of incumbents, a
connection between economic conditions and incumbent success should only be discernablein
settings where public policy might plaugibly affect the economy, and where the assgnment of
government respongbility is reaively sraightforward. Applying thislogic to United States
gubernatoria eections, we test the following hypothesis: the connection between economic
conditions and incumbents  vote sharesis mediated by the structure of the state economy. This
hypothessis premised on the idea that voters understand that raw macroeconomic aggregates —
when driven by factors like weather, commodity prices, and federd policy — are poor signals of
incumbent performance.  Using data from gubernatoria e ections held between 1950 and 1998,
we show that the connection between macroeconomic indicators and incumbent success is weak
in states dominated by natural resources and farming but quite strong esewhere. Thisfinding
helps explain why earlier sudies found no connection between state-level economic conditions

and gubernatoria eections.



Mogt politicians and pundits teke it for granted that the state of the economy playsa
decisverolein eectoral outcomes. Invariably, they see a strong economy as a boon for an
incumbent’ s reelection hopes and aweak economy as a curse on them. These beliefs draw
support from numerous studies that demonstrate a connection between national macroeconomic
conditions in the United States and aggregate nationd eection results (e.g., Kramer 1971; Fair
1978; Tufte 1978; Rosenstone 1983; Hibbs 1987; Erikson 1989; Holbrook 1991). However,
researchers have been less successful in efforts to detect an andogous relationship between state-
level economic conditions and state-level eections. In particular, severa andyses of
gubernatorid dections held prior to the mid 1980s find that gubernatorid vote shares are
essentialy impervious to fluctuations in state economic conditions (Kenney 1983; Pdltzman
1987; Chubb 1988). Thisfinding seems especidly perplexing in an erawhen most governors
devote tremendous resources to the economic well-being and development of their states. Why
would governors focus so much attention on economicsif not for the electora rewards such
attention presumably bestows?

In trying to resolve this empirica puzzle, we adso address a generd theoretical question.
In what situations do economic conditions affect election outcomes? While aggregate evidence
of economic voting a the nationda level in the United States is strong, the cross-nationd
empiricd literatureismixed. A recent review concludes that “in different samples different
economic variables sometimes maiter for political outcomes, but the findings are far from
robust” (Cheibub and Przeworski 1999, 230). This should not be surprising, given that voters
possess different information and incentives in different political syssems. For ingtance, Powell
and Whitten (1993) demondtrate that the effect of economic performance on voting iswesk in
countries in which “policymaking responsibility is blurred between government and oppostion,”
and quite strong in countries where “ responsibility is more sharply focused” (410). Following a

! Anderson (2000) provides areview of similar findings, along with further evidence of the relationship between
“clarity of responsibility” and economic voting.



amilar logic, Leyden and Borrdli (1995) and Lewis-Beck and Nadeau (2000) suggest that
economic voting is stronger during periods of unified party control of government as compared
to divided government.

Voters might consider awide range of information when making assessments about
incumbents and challengers. Whether they see and fed it directly or rely on mediareports,
voters seem to use information about the economy to assess the qudlity, or “type” (Fearon 1999)
of incumbent politicians. However, such information is likely to be useful only if voters can
reasonably attribute economic outcomes to the actions of incumbent individuals or parties® The
studies cited above suggest thet it is difficult for voters to establish a causa link between actions
and outcomes under codition or divided government. More generdly, these results suggest that
if voters are rationa (or even quas-rationd) and reasonably discerning, economic voting should
not be auniversa phenomenon. Rather, we should expect to see evidence of ardationship
between economic data and eectora results primarily in places and at times where sgnas can
be distinguished from noise — that is, where economic information is relatively easy to interpret
and can be plausibly connected with incumbent performance.

This paper uses evidence from the U.S. ates to take this argument in anew direction.
Specificdly, we condder the chalenges votersin multi-tiered systems of government facein
attempting to apportion policy-making responsibility for economic conditions. We argue thet
even if dl subnationd governmentsin a multi-tiered sysem have identically extensve fiscd and
regulatory tools at their digposal, the ussfulness of loca economic information for voters might
vary agreat deal from one State to another depending on the character of the subnationd
economy. Apportioning responsibility for local economic conditions to subnationa officiasin
multi-tiered systemsis quite difficult in generd, but the possibility of doing so is heavily
conditioned by economic geography.

2 Business cycles add noise to such information, but voters might deal with this by simply expecting greater
economic growth during good times and slower growth during bad times (Manin, et al. 1999).



The smple hypothess explored in this paper is that subnationa economic voting is more
likdly to arisein jurisdictions with modern, diversfied economies than in those with agricultura
or extractive economies. The economic well-being of the population in the former may be
closly linked to the presence of mobile investment capitd, a good investment environment, and
askilled workforce—factors over which state governments may have some influence—whilein
the latter it islikely driven by the vaue of fixed assets and naturd resources. In diversified
modern jurisdictions, aggregate information on income growth or unemployment might contain a
reasonably high ratio of performance sgnd to noise given the role local politicians can play in
meking their jurisdictions attractive places for capital and workers. In the latter, however, the
noise may dominate the sgna because the jurisdiction’s economic fortunes are largely
determined by factors obvioudy beyond the control of loca politicians, such as price fluctuations
in international commodity markets and other uncontrollable forces such as the westher and
federa subsdies. Wetest this hypothesis by introducing industrid structure data to a sandard
mode of incumbent vote sharein U.S. state gubernatoria eections.

Section one introduces the problem of information, economic outcomes, and voting in
multi-tiered systems, and section two lays out the economic geography argument. Section three
presents a basic modd — ingpired by previous work on gubernatorid elections — that estimates
the dectoral effects of economic conditions from 1950 to 1998. Section four adapts the basic
mode to explore the conditiond effect of state economic sructure. Section five discusses the

results and concludes.

|. Economics and Elections at the Subnational L evel

The presence of strong subnational governments introduces some of the same challenges
to accountability presented by codition or divided government. If two levels of government
(henceforth “federd” and “ gtat€’) have authority over certain aspects of macroeconomic and

economic development policy, or at least attempt to claim credit for fostering economic growth,



voters may not know how to interpret information about the regiond economy. While itis
aways difficult to differentiate between favorable cyclical or internationd circumstances and
wise policy choices, the task is even more difficult if two levels of government are
smultaneoudy daiming credit for success or shifting blame for failure. Votersin the states have
at least four ways of responding to the credit-caming attempts of state-leve offidas

(1) Evauate the performance of date officiads by consdering state-level economic
information only (i.e,, evauaing date officids independently).

(2) Evauate the performance of date officiads by consdering state-level economic
information relative to nationa economic information (i.e,, evduating sete officids
by whether the state economy is better or worse than the overal national economy).

(3) Useinformation about the national economy to punish and reward the party of the
federa executive a dl levels of government.

(4) Eschew the use of economic information to evaluate Sate officias.

We posit that the strategy employed by voters will be shaped in predictable ways by the nature of
the political and economic system. Of course, the idea that voters consder subnational
economic conditionsin any way (the first two drategies) is only plausible (and measurable) in
countries where economic outcomes actudly vary substantially across regions. For this reason,
we might expect local dectionsin Liechtenstein to follow the third or fourth paitern, while the
first two patterns might be present in India, Brazil, or the United States.

The usefulness of information about the regiona economy might aso be affected by the
fiscal and policy autonomy of the subnational government sector. Congder arange of
subnationa sectors around the world. At one end of a continuum one might place the municipa
government sector in Norway, where the taxing, spending, and regulatory activities of loca
governments are grictly regulated by the centra government (Rattsa 2003). It would be
surprising to find that voters employ ether of the first two srategiesin Norway. One might
place the German L&nder (states) in the middle of such a continuum. On the one hand, they have

cons derable expenditure autonomy and at least some state governments do attempt to claim



credit for economic development policies. But on the other hand, they have very little autonomy
in setting the tax rate or base, and much of their revenue is dedicated to the implementation of
federd legidation. Empirica work by Lohmann, Brady, and Rivers (1997) shows that votersin
the German states employ the third strategy — using nationd-level economic information to
punish and reward the party of the federal chancdllor in state dections®

At the opposite end of a* subnationa autonomy” continuum one might placethe U.S.
states, dong with the Canadian provinces and Swiss Cantons—arguably the most fiscally and
politically autonomous subnationd entities in the world. In each case, many of the constituent
units predate the federal congtitution that subsequently provided strong legd and indtitutiond
protections of the units' autonomy. In each case, subnationa governments engage in Sgnificant
autonomous economic development activities, and while they do not control monetary policy,
they have wide-ranging control over fiscal and regulatory policy.

Recognition that subnationa governmental units throughout the world vary in ther
€conomic autonomy is evident from assessments made by credit rating agencies. In most
decentralized public sectors, intergovernmental transfers blur the link between central and local
government accountability. Asaresult, loca credit ratings often merdly reflect assessments of
the creditworthiness of the public sector asawhole. In contrast, the congtituent unitsin the
American, Canadian, and Swiss federations rely primarily on taxes thet they legidate and collect
themsdves. Consequently, credit rating agencies clearly make independent assessments of the
fiscal performance of each condtituent unit in the American, Canadian, and Swiss federations. In
other words, creditors view the subnationas asfiscal “sovereigns.”

While the average voter may not be asinformed as a Standard and Poor’ s analys, there is
no reason why voters should not aso view subnational governments as “ sovereigns’ in these
systems. In other words, the first two drategies, both of which involve assessment of local-leve

officids through the use of local economic information, seem to make sensein highly

3 German voters also have incentives to view Land elections through afederal lens because Land elections
determine the make-up of the upper house of parliament.



autonomous federated states. Y et for many years the accepted scholarly wisdom in the United
States has suggested otherwise. In their studies of aggregate gubernatoria eection results from
the 1940s to the early 1980s, Kenney (1983), Peltzman (1987), and Chubb (1988) all find strong
support for the notion that national economic conditions affect gubernatoria candidates

electord fortunes, but little evidence of an effect from State-level economic conditions.

Moreover, the national effect is directly tied to the president: gubernatoria candidates of the
president’ s politica party benefit when the nationa economy is strong and suffer when it is wesk
(gubernatoria candidates of the party opposite the president’s experience the reverse).* Interms
of the voting strategies outlined above, these gudies find little evidence for strategies one or two,
while— asin the German states — they report strong support for strategy three.

The standard post-analysis explanation for these findings is thet the State of the economy
isanationad metter that isthe responghbility of nationd officids. According to Peltzman, for
ingtance, the lack of a gubernatoria electord effect from state economic conditions indicates that
voters act “asif they understand that nationa rather than loca politics have the dominant effect
on their income” (1987, 296). In other words, these previous studies interpret the economic-
electora connection at subnationd levels as the product of arelatively sophisticated electorate
that sees the economy as a nationa issue but treats subnationd politicians as representatives of
the nationd partiesthat direct it.

We find these results and this concluson surprising. Given the autonomy and strength of
the U.S. dates in comparative perspective, it seems likely that voters do indeed face incentives to
use dtate-level economic information to evauate the performance of date officias. In order to
distinguish loca performance from nation-wide shocks and trends or the effects of federd
policy, srategy two seems especidly dtractive for votersin the U.S. states. State governors

preside over large, sophisticated bureaucracies that they use in attempts to lure mobile domestic

4 Using 1982 survey data onindividual vote choice, Robert Stein (1990) reaches the similar conclusion that voters
generally hold the president (and by extension, the president’s party) responsible for state economic conditions, and
that governors are rewarded or penalized according to their partisan connection to the president.



and internationd investment capitd to their dates. Many of the States are very active in courting
internationd investors, and have opened permanent offices abroad. Attempts to claim credit for
the concomitant job and economic growth seem to dominate state-level dectora politics” and
governors often trumpet the success of their ate vis-a-vis others. Governors certainly appear to
believe that their eectord fortunes are determined by state-level economic growth even if the
empirica evidence from academic studies has not dways supported this conclusion.

The puzzling failure to detect dectora effects from state economic conditions and the
disstisfying “nationd dominance” explanation of economic factors in subnationd eections
advanced by Peltzman and others has partly motivated several more recent anayses of the
gubernatoria vote. Leyden and Borrdli (1995), usng unemployment data as an indicator of
economic conditions, argue that state economic conditions impact gubernatoria ections more
dramaticaly when the governor’s party aso controls the Sate legidature. Bedey and Case
(1995) contend that voters evauations of state-level tax policy appear to be made through
“benchmark” comparisons with neighboring states. Niemi, et d. (1995), and Atkeson and Partin
(1995) find evidence that state economic conditions are an important determinant of the
individual vote choice. Viewed as awhole, these and other studies (e.g., Lowry, et a. 1998)
suggest that earlier conclusions that the state economy playslittle role in state eections may
have been too hasty. Furthermore, they imply that voters are relatively sophisticated users of
economic information, and that the economic- € ection connection — at least at the subnationa
levd — must be understood in more subtle and quaified terms than previoudy thought. Our study
adds to the skepticism about the findings of initid studies of economics and gubernatoria
dections. Specificaly, we identify asmple but strikingly important mediating factor thet

® For instance, Grady reportsthat in 33 of 46 state-of-the-state addresses delivered in 1988, governors “ mentioned
economic development as one of their top three priorities’ (1991, 106). And while thistype of credit-claiming
seems to have grown more prevalent in recent years, by no meansisit an entirely new phenomenon. Southern
economic historians (e.g. Cobb 1982, Wright 1986) have shown that aggressive investment promotion has been
central to gubernatorial reelection strategies since at least the 1940s.



qualifies the connection between state economic conditions and gubernatorid eection

outcomes—the gtructure of the state economy.

[1. Economic Structure and Economic Voting

Voters incentivesto use loca economic information to assess the performance of
incumbents might vary as much within as across countries. The economic geography literature
(e.0. Krugman 1991; Fujita, Krugman, and Venables 1999) documents anatural pattern of
economic development whereby because of trangportation costs and agglomeration economies,
manufacturing and industriaization are concentrated in one or two regions within countries,
leaving the rest of the country as a parsdy populated, largely agriculturd hinterland. This
phenomenon, when combined with afederal system of government, often means that
indudtridization is concentrated in a handful of states, while the economy of the median Sateis
dominated by agriculture, natural resource extraction, and related services. Prominent examples
include the rest of Brazil in relaion to the Sao Paulo region and the Argentine hinterlands vis-&-
vis Buenos Aires.

While less extreme, the United States has experienced a pronounced regiond pattern of
indudtriaization, first concentrated in the Northeastern manufacturing belt and then to alesser
extent dong the Pacific Coadt, and later spreading to parts of the South and Midwest as
trangportation costs fell. Perloff et d. (1960) estimated that the manufacturing belt—a
paraldogram bounded roughly by Green Bay, St. Louis, Batimore, and Portland, Maine—
accounted for 74 percent of U.S. manufacturing employment around the turn of the certury, a
figure that had only decreased to 64 percent by 1957. Manufacturing and (non+agriculturd)
services have spread more evenly throughout the country ever since, and the economies of some
dates, especidly in the Midwest and South, have undergone mgor transformations.

[FIGURE 1 ABOUT HERE]



Using the classifications of the Bureau of Economic Analyss, Figure 1 displays the
portion of each state' s yearly totaly earnings that was derived from farming, agricultura
services, and mining in the 1940s, then again in the1970s and at the end of the century.® Lighter
shades indicate greater dependence on the sale of “primary products.” The difference between
the Northeastern manufacturing belt and the rest of the country is clearly visble in the 1940s and
1970s maps, but by the end of the century, the sale of primary products represented only a
miniscule portion of the state economy in the far West and in every date east of the Missssippi
save West Virginia. Yet even today alarge swath of the country has experienced rdatively little
indudtriaization, and the economies of severd states are still dominated by agricultura products
and natural resources. In fact, the importance of farming and natural resources to the economy in
the middle section of the country is probably underestimated by the index presented in Figure 1,
given the exposure of banks and other service indudtries to fluctuations in income from primary
products. In astate like North or South Dakota, if an entire year’s crop is destroyed by disease,
drought, or flooding, the state’'s overall growth rate takes a dramatic dive.’

Such cross-state and diachronic differences in economic structure have potentialy
important implications for political accountability at the state level. For example, in the late 19
and early 20" centuries, many farmersin the American periphery redlized that their economic
prosperity was largely shaped by events and political decisons well beyond the control of state
governments. Not only were farmers dependent upon the wegther, but they were price-takersin
nationa and internationa-markets who relied on railroad and other transportation networks that
tended to be owned and controlled by out-of-gate firms. As such, the most important political
issuesin the periphery usudly required the action of the federal government rather than the
dates, favorable tariffs and farm prices topped the agenda, dong with policies that would reinin
the bankers and railroad owners of the Eastern capitdist establishment (Sanders 1999).

6 State-level industry datais compiled by the Bureau of Economic Analysis (http://www.bea.doc.gov). The datawe
used comes from the BEA's“ Series SA05.”

’ For example, North Dakota sreal per capitaincomefell by 15 percent in 1980, ayear in which the state suffered a
severe drought.



In a context like this— where the state economy is largely driven by weather and
commodity markets — indicators of state economic conditions such as unemployment, gross state
product, or persond income would seem to transmit very little information about the
performance of state-leve officids. We hypothesize that voters in such states have great
difficulty distinguishing the performance sgna from the noisein regional economic data. When
agriculture, mining, and other primary product exports dominate a state’' s economy, even arather
poorly informed voter is likdy to understand that marginal changes in growth and
unemployment rates — even rdlaive to nationa rates — are not easily traced to the performance of
the stat€’ s governor. Rather, the government policy decisons that most plausibly affect income
levels are in the hands of federd officids — tariffs, price supports, subsidies, energy policy, and
in some casesland use. If mogt productive activity in the state is associated with fixed assets like
agricultura or grazing land, mines, or oil reserves, an incumbent governor may expect to be held
accountable by voters as much for her ability to attract subsidies or price supports from the
federd government as her ability to manage the loca economy and create an attractive business
environment.

In short, while the rationdity of conditioning one's vote choice in subnationa dections
on raw or relative economic aggregates is debatable even in the indudiridized core, it is
extremely suspect in the dependent, price-taking periphery. This condition would explain why a
link between the state economy and the success of gubernatoria incumbents could not be
edtablished in previous studies using panels of state dections that assgned each state equal
weight regardless of economic structure. If state-level economic vating is contingent on
economic geography, the downward bias on the coefficients for state-level macroeconomic
variables would be even more savere in samples dominated by earlier years, when manufacturing
was il relatively concentrated in the northeastern belt and a much larger group of states was
dominated by agriculture and primary products.

The next section estimates asmple mode of gubernatoria incumbent vote sharein

accordance with exidting literature. The following section then interacts macroeconomic

10
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indicators with variables capturing the economic structures of states, demondtrating very clearly

that economic voting is contingent on economic geography.

[11. A Smple Modd of Economic Conditions and the Gubernatorial Vote

Following previous research, we have constructed a smple modd of the aggregate
gubernatorial vote that puts potential economic influences a center stage® Our dependent
vaiable is the incumbent party’ s share of the two-party vote. Like other scholars before us, we
expect voters to associate economic policies and outcomes not merely with the particular
individual in the governor’s office, but with hisor her party aswell. Accordingly, when an
incumbent governor does not run for redlection, the governor’'s party likely will shoulder
responsibility for the governor’s performance over the prior term. When an incumbent does run,
he typicaly enjoys well-known advantages that make races with an incumbent notably different
from open races. Therefore, we include in the model adummy variable to indicate the presence
of an incumbent candidate.

Because states vary in their general tendencies to support Democratic versus Republican
candidates, we aso include a variable for the incumbent party’s “norma vote” A party’s
norma vote in a Sate serves as a measure of the partisan predigposition of the sate, and indicates
the degree of support a party candidate can typicaly expect to receive in the state. We
operationalize the normd vote variable as the average share of the two-party vote received by the
incumbent party in theimmediately prior gubernatorid, senatoria, and presidentid dections.

The year in which agubernatoria eection occurs reléive to the presidentid dection cycleis
a0 likely to affect candidates vote shares. Mogt states currently conduct gubernatoria
electionsin non-presidentia eection years. Such races may reflect the much discussed
“midterm punishmert” phenomenon whereby candidates from the president’ s party typicaly

8 Both our model and the statistical technique we useto estimate it are similar to those used by Peltzman (1987).



suffer because of voter weariness or displeasure with the president. In contrast, gubernatorid
elections held in presdentia election years may be affected by “presdentid coattails” When a
party’s presdential candidate wins, other candidates on the same party ticket usudly benefit. To
control for these influences, we have added midterm punishment and presidentia coattails
variables to our modd.

As discussed above, there are a variety of ways voters might use economic information to
assess the performance of state officials. We have therefore developed two distinct
gpecifications of the basc modd. The first and most Smple specification tests the possibility
that state economic conditions alone affect incumbent success (dtrategy one), while the second
Specification tests the possibilities that economic conditions affect gubernatoria eections
according to the relative strength of the state economy vis-a-vis the national economy (Strategy
two) and/or that it is the president’ s management of the national economy that matters (sirategy
three).

Following previous studies, we use two separate measures of national and state economic
conditions—one-year growth rates of real per capitaincome (RPCI) and unemployment.
Rdiable datafor RPCI are available since World War 11, while state-level unemployment data
are only available since 1977.° Given this discrepancy in available data, we have decided not to
use both economic indicatorsin the same model specification but, rather, estimate two versons
of each specification: one in which economic conditions are measured by RPCI, and onein
which economic conditions are measured by unemployment.  Including economic indicatorsin
thefirst specification is straightforward: a variable for one-year state economic growth (either
RPCI or unemployment) enters the mode directly. Estimation of the second specification is
more complex. To test the proposition that the rdative strength of the state economy affects

election outcomes, we use the difference between the state growth rate and the nationa growth

® We have also estimated models using real gross state product per capita, which is available since 1977. However,
we do not report these results, which are very similar to the results reported below for real per capitaincome,
because the two variables are correlated at above .9.
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rate (either RPCI or unemployment). Again, the reasoning here is that voters may be inclined to
evauate governors not smply on the raw state growth rate (Srategy one and the first
specification), but instead on whether the governor brings about better or worse economic
conditions than are present at the nationd level. To test the proposition that the president’s
management of the national economy affects election outcomes requires an interaction
specification of the effects of the nationa economy. Accordingly, the nationa growth rate enters
the mode! directly (to test for possible direct nationa economic effects on the gubernatorial
vote), and interacted with adummy varigble that indicates whether the incumbent gubernatoria
party isthe same asthe Stting president’s party. A positive coefficient on the interaction termin
the RPCI specifications, or a negative coefficient in the unemployment specifications, suggests
that the electorate does indeed hold representatives of the presdent’ s party responsible for the
president’ s management of the national economy.

To estimate these models, we use the least squares dummy variables technique (fixed
effects estimation), which is a common approach for analyss of pand data (i.e., cross-sectiondly
dominant pooled data). With this gpproach, the regression equation includes not only the
substantive variables aready described but also a set of dummy variables to represent each Sate
(i.e, the cross-sections). These variables control for unit effects (that can contaminate the error
term) by moving them from the error term into the coefficients for the dummy varisbles® The
actua esimates of the unit effects are of little theoretica interest, so we do not report them. Our
dataset covers competitive gubernatoria elections! in 47 states' from 1950 to 1998.1% Table 1

summarizes dl of the varidbles used in the analyss.

10 See Stimson (1985) or Sayrs (1989) for general descriptions of the unit effects problem and the LSDV solution, or
Greene (1997) for amore technical explication.

1 We define an election as “competitive” if both the major parties received at least 20 percent of the two party vote.
In practice, thisrequirement servesto eliminate from the dataset several elections of the mid-century “solid south”
period when Democratic candidates in many southern states routinely won by landslide margins.

12 \We exclude Alaskaand Hawaii. Also, the peculiarities of Louisiana' s nonpartisan primaries and runoff elections
make its electoral results difficult to compare to other states.

13 The voting and incumbency data for 1950 to 1990 come from four ICPSR studies: State-Level Congressional,
Gubernatorial and Senatorial Election Data for the United States, 1824-1972 (ICPSR 0075), State-Level



[TABLE 1 ABOUT HERE]

Full equetions for the specifications are as follows:

Specification 1 (Absolute Sate Conditions), Version A (RPCI )

INCUMBENT VOTE =a + b1 NORMAL VOTE + b2 INCUMBENT CANDIDATE + b3
COATTAILS + b4 MIDTERM PUNISH + b5 STATE ECONOMY _RPCI + [state dummy
vaiables| +e.

Soecification 2 (Relative Sate Conditions), Version A (RPCI)

INCUMBENT VOTE =a + b1 NORMAL VOTE + b2 INCUMBENT CANDIDATE + b3
COATTAILS+ b4 MIDTERM PUNISH + b5 NATIONAL ECONOMY_RPCI + b6
(NATIONAL ECONOMY_RPCI © SAME PARTY) + b7 RELATIVE STATE

ECONOMY _RPCI + [state dummy variables] + e.

Specification 1 (Absolute State Conditions), Version B (Unemployment)

INCUMBENT VOTE =a + b1 NORMAL VOTE + b2 INCUMBENT CANDIDATE + b3
COATTAILS + b4 MIDTERM PUNISH + b5 STATE ECONOMY_UNEMP + [state dummy
variableg +e.

Soecification 2 (Relative State Conditions), Version B (Unemployment)

INCUMBENT VOTE=a + b1 NORMAL VOTE + b2 INCUMBENT CANDIDATE + b3
COATTAILS+ b4 MIDTERM PUNISH + b5 NATIONAL ECONOMY_UNEMP + b6
(NATIONAL ECONOMY_UNEMP”~ SAME PARTY) + b7 RELATIVE STATE
ECONOMY_UNEMP + [state dummy variables] + e.

The results for these specifications of the basic modd are reported in Table 2.
[TABLE 2 ABOUT HERE]
Asindicated by the r-squared values ranging from .30 to .37, each specification has a respectable
overdl fit— afit amilar to previous economic modes of the gubernatorid vote. Moreover, in
each specification the non-economic variables mostly perform as expected. A party’s normal

vote gives potential gubernatoria candidates an idea of how they may fare: the higher an

14

Presidential Election Returns, 1824-1972 (ICPSR 0019), General Election Data for the United States, 1950-1990
(ICPSR 0013), and Candidate and Constituency Statistics of Electionsin the United States, 1788-1990 (ICPSR
7757). Election and incumbency data for the 1990s was obtained from America Votes. Income data comes from the
U.S. Department of Commerce's Bureau of Economic Analysis (available online at http://www.bea.doc.gov), and
unemployment data from the U.S. Department of Labor' s Bureau of Labor Statistics (available online at
http://www.bls.gov).
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incumbent party’s normal vote in astate, the grester the percentage of the two-party vote an
incumbent party candidate can expect to receive™* Also unsurprising is the substantia
incumbency advantage Stting governors enjoy. A governor who runs for redection typically
gets aboost of at least Sx percentage points of the vote. In addition, the timing of a date’'s
gubernatorid eection reative to the presdentid dection cycle provesimportant. When an
electionishdd in anon-presdentia year, candidates who share the president’ s party affiliation
will typicaly suffer amidterm punishment of between two and three percentage points of the
vote. Gubernatoria eections do not, however, appear to be strongly affected by the presidentia
coattails phenomenon.

Nether are gubernatorial eections greetly impacted by state economic conditions — at
least according to the resultsin Table 2. In specification 1 (both verson A and B), the
“absolute’ state economy does not register a Satisticaly sgnificant effect (at the ten percent
level or lower) on incumbent vote share.  In specification 2 (both verson A and B), the estimate
for state economic growth relaive to nationa growth aso fallsto reach statistica sgnificance.
These results are consistent with strategy four, and with previous conclusions by Peltzman and
others that voters do not appear to eva uate state officials based on absol ute state economic
conditions.

Furthermore, Table 2 tells a mixed story about the earlier conclusions that the president’s
management of the nationa economy “dominates’ gubernatorid dections (i.e., voters use
strategy three). For the period from 1950 to 1998, votersin the U.S. states do not appear to
punish and reward governors for the president’ s economic performance. Theseresults are at
odds with those separately reported by Peltzman and Chubb. One possible explanation for this
discrepancy is difference in the datasets: Peltzman and Chubb cover different time periods —
1949 to 1984, and 1940 to 1982, respectively — and andyze a more limited selection of

14 1n all specifications, estimation of the model without an intercept (i.e., the regression lineis forced through the
origin) produces a coefficient of at least .90 for the normal vote. This suggests that a candidate for the incumbent
party can expect to receive at least 90 percent of the party’ s normal vote.
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gubernatorid dections (they both exclude odd-year dections, and Peltzman further omitsal
races in which the governor was elected to a two-year term). However, when unemployment
data are used in specification 2, verson B, the result is consistent with the Petlzman hypothesis.
It appears that other things equal, governors who share the president’ s party label are punished
for increases in unemployment; a one point increase in the nationa unemployment rate costs the
president’ s co-partisan gubernatoria candidates around one tenth of a percentage point in the

vote share.

V. The Conditional Effect of Economic Structure

To test our economic geography hypothesis, we return to the “primary product” index
displayed in Figure 1. For Rhode Idand, for example, the primary product index was quite
stable throughout the period under andys's, hovering around one percent. For North Dakota, on
the other hand, the index rises over 50 percent in some years and averages about 25 percent for
the entire period. Moreover, because of the voldtility of westher and agricultura pricesthere are
gzable fluctuations in the index for states like North Dakota that have the highest reliance on
primary products. For instance, during drought or flood yearsin North Dakota, the primary
product index falsto around zero, making it indistinguishable from Rhode Idand. Since the use
of aprimary product index that fluctuates from year-to-year can lead to occasiona perverse (and
facidly invaid) dassfications, we use afive-year moving average.

We expect that the impact of state RPCI and unemployment on incumbent gubernatoria
vote share will be conditioned by the state’ s economic structure. Specificaly, we hypothesize
that the strength of the connection between income or unemployment and incumbent support is
highest in states that are least dependent on farming, agriculturd services, and mining.

Therefore, we add to each specification of our basc modd amultiplicative interaction term. In
gpecification 3, verson A the absolute growth rate of state RPCI is interacted with the (moving

average) primary product index, and in specification 4, verson A the growth in state RPCI



relativeto nationd RPCI isinteracted with the (moving average) primary product index.
Specification 3, verson B and specification 4, verson B do the same for unemployment.
[TABLE 3 ABOUT HERE]

The results are presented in Table 3. Again, there islittle evidence that absol ute state
economic conditions play arolein gubernatoria eections. In Specification 3, verson A, neither
the state economy nor the interaction of the state economy and the primary product index are
remotely close to Satistical sgnificance. However, in Specification 4, verson A, thereis strong
indication thet r el ative state economic conditions impact eection outcomes. The point estimates
for the relative state economy and the interaction between the relative state economy and the
primary product index are .64 and -.02 respectively, and are datisticaly sgnificant at the five
percent leve, both done and jointly. Subgtantively, the magnitude of the relative state economy
effect can be interpreted as follows. For every point increase in the percent of the state economy
attributable to primary products, the dope of the state economy on the incumbent vote decreases
by .02. The conditional effects of state economic structure on economic voting are displayed
visudly in Figure 2, which plots on the horizontal axis the primary product index throughout the
sample range, and on the vertical axis the effect on incumbent vote share of state RCPI growth
one point greeter than national RCPl growth. The solid lineisthe conditiona effect estimated in
specification 4, verson A, while the dotted lines depict lower and upper bounds of the 95 percent
confidenceinterva. The effect of relaive income growth on incumbent vote shareis positive
and sgnificant when states do not rely heavily on primary products. In a state with minimal
reliance on primary products — say Rhode Idland today at 1 percent — a state RPCI one point
gregter than the nationa RPCI will give the incumbent about six tenths of an additiona
percentage point of the two-party vote. The effect weakens as states become more dependent on
primary products. Once around 20 percent of the stat€' s economy is directly related to primary
products — like Nebraska or lowain the 1960s or North and South Dakotain the early 80s—the
conditiona coefficient can no longer be distinguished from zero. Note that the nationd average

was around 20 percent in the 1950s and severa states were well above 40 percent, while by 1998
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the nationa average was down to around 3 percent, with only three states above 10 percent, and
only one (Wyoming) approaching 20. The results suggest that for the vast mgjority of Sates
snce the 1970s, a state growth rate two or three percentage points above the nationa average
was easily enough to swing aclose dection in favor of the incumbent.

[FIGURES 2 AND 3 ABOUT HERE]

The unemployment regressonstdl asmilar dbeit less sriking story usng amuch
gmdler sample. In specification 3, verson B, the absolute state unemployment rate interacted
with the primary product index does not have a strong effect on incumbent success. The
coefficient for unemployment (alone) is only sgnificant at the 10 percent leved, and
unemployment and the interaction term do not achieve joint Sgnificance. However, the result in
specification 4, verson B issmilar to that in specification 4, verson A. Only states that have
made the trangtion away from primary products demonstrate pronounced relative economic
voting. Figure 3 plots out the conditional coefficients. Note that since the unemployment deta
were only available since 1977, the sample range displayed for the primary product index has a
maximum of 20 (with amean around 5). Figure 3 shows that using relaive unemployment data,
state-level economic voting can only be discerned in the states with very little—in fact less than
3 percent—of the economy devoted to primary products. However, by the 1980sthis
encompasses over hdf of the sates—every state in the northeast and along the pacific coast,
most southern states, and even a good number of Midwestern and Western states. In Rhode
Idand (or virtudly any other Northeastern state), an increase in the unemployment rate thet is
one percentage point greater than the nationa average increase will cost an incumbent party
around one tenth of a percent of the two-party vote.

V. Discussion and Conclusion

Our resultsindicate that the relationship between economics and elections at the Sate

level is mediated by the state’s economic structure. Specificaly, Sgns of economic vaoting are
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most clearly discernable in satesthat rely least on farming and naturd resources. This suggests
that state-level economic voting only becomes common as states develop modern, diverse
economies. Previous studies reporting no relationship between state economic conditions and
gubernatorid eection results were likely driven in part by a handful of sparsdy populated Sates.
Thisfinding should raise considerable doubt about previous notions that state-level economic
prosperity does not impact state election outcomes. Like other recent studies focusing on
partisanship, inditutions, and the darity of responshility, our study demondirates that the
economic-electora connection is subtle and conditiona. Economic voting isnot auniversal
phenomenon. As such, studies of the economic-electoral connection — especidly in multi-tiered
governmental systems — need to take care in identifying the conditions under which voters might
use economic and other types of information to evauate the performance of incumbent
politicians.

Voters who wish to assess the competence of incumbent politicians face a difficult task —
namely, finding objective, trustworthy information about government performance. Although it
isnoisy and difficult to interpret, economic information may under some conditions be the best
dternative. Under other conditions, however, economic information islikely to prove less
hedpful. A low growth rate vis-&-vis other sates might convey useful information about
governmenta performance to voters in Connecticut or Michigan, but smilar data are probably of
little use to votersin North Dakota or Montana

A god for future research might be to examine other agpects of economic and politica
geography that would explain smilar patterns. Since governors do not control monetary or trade
palicy, their efforts to claim credit for economic expansion focus primarily on attracting trade
and invesment. A key ingght of the economic geography literature is that because of
trangportation costs and agglomeration economies, their ability to do so depends heavily on the
date’ s proximity to mgjor markets and ports (though perhaps decreasingly so as transportation
cogtsfdl). Inother words, our “primary product” index might be afunction not only of

abundant natura resources and fertile soil, but aso trangportation costs and a Sat€' s distance



from the maor urban markets of North Americaand the world. Perhgps economic voting is only
areasonable strategy for votersin states that have geographic festures alowing them to compete
in the game of competitive federdism. Future work might examine such a hypothesis using data
on inter-state and inter- nationd trade and investment patterns. 1t might also be useful to
disaggregate further and use counties or metropolitan aress as units of analysis. In any case, the
basic explanation for different patterns of economic voting across states would remain the same:
economic geography shapes the meaning and usefulness of macroeconomic datain holding
subnationa government officias accountable for their actions.

While suggesting that the link between economics and accountability might vary over
time and space, the results presented in this paper do not prove that governors are less
accountable to the eectorate in primary product- dependent states, or even that votersin such
datesignore the economy when evaluating their leaders. Perhaps voters in such states have
devel oped context-dependent strategies for filtering Sgnas from noise. Future sudies might
focus on these states and examine whether state-level macroeconomic variables are indeed
associated with incumbent success in models that control for factors like commodity prices,
wegther, and crop yields. It would aso be useful to examine the gpportionment of credit and
blame across levels of government for fluctuations in farm subsidies and price supports, given
the importance of these in determining income levelsin some regions.

Our results can dso be interpreted in light of ongoing debates about the naiveté or
rationdity of voters. Wefind little evidence that voters base their decisons on raw sate-leve
macroeconomic aggregates. Rather, they appear to filter out the potentia noise introduced by
nation-wide shocks and federa policy by comparing state-level unemployment and growth rates
to the national average® More importantly, economic information is most tightly linked to
incumbent successin the states where such information most plausibly contains useful

performance Sgnals

15 Wolfers (2002) presents asimilar finding, which he assertsis evidence that voters collect and process information
in rational ways. He goes on to show, however, that voters nonethel ess make systematic attribution errors, for
instance when they improperly blame or reward incumbents in the aftermath of oil shocks.
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In addition to further study of economic geography and accountability in the United
States, our approach aso points the way towards an intriguing research agendain comparative
politics. Firdt, future cross-national studies of economic voting might take into account the
gructure of nationa economies. Second, studies of economic voting might shed light on vexing
questions about the accountability of government to citizens, especiadly in federd and multi-
tiered political sysems. If voters use economic information to hold subnationd officids
accountable, they may do o ether by implicitly — and exdusively — tying them to the
performance of the national executive, asin Germany; or, asin the U.S. manufacturing core, they
may view subnationa governments as relaively “ sovereign” and hold dected officids separately
accountable for local outcomes. This paper has introduced the possibility that voters develop
different accountability Strategies in different regons within the same country. Future research
might attempt to establish the politica, economic, and fiscal conditions under which these

drategies are compatible with voters' incentives and information.
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Tablel.
Description of Variables

Variable Description
INCUMBENT VOTE = the incumbent gubernatorial party’s percentage share of the two-party vote
NORMAL VOTE = the average share of the two-party vote received by the incumbent party in

theimmediately prior gubernatorial, senatorial, and presidential elections

INCUMBENT CANDIDATE

1 if theincumbent party fields an incumbent candidate
0 otherwise

COATTAILS 1 inpresidential election years when the incumbent party candidate
shares a party affiliation with the winner of the concurrent presidential

-1 in presidentia election years when the incumbent party candidate does
NOT share party affiliation with the winner of the concurrent
presidential election

0 in non-presidential election years

MIDTERM PUNISH

1 innon-presidential election years when the incumbent party candidate
shares party affiliation with the sitting president

-1 in non-presidential election years when the incumbent party candidate
does NOT share party affiliation with the sitting president

0 in presidential election years

SAME PARTY = 1 if theincumbent gubernatorial party is the same as the president’s party
= -1 if different

NATIONAL ECONOMY _RPCI = the percentage growth in national real per capitaincome

STATE ECONOMY_RPCI = the percentage growth in state real per capitaincome

RELATIVE STATEECONOMY_RPCI = the percentage growth in state real per capitaincome minus the percentage

growth in national real per capitaincome
NATIONAL ECONOMY_UNEMP = the percentage increase in the national unemployment rate
STATE ECONOMY_UNEMP = the percentage increase in the state unemployment rate

RELATIVE STATE ECONOMY _UNEMP = the percentage increase in the state unemployment rate minus the
percentage increase in the national unemployment rate

PRIMARY PRODUCT INDEX = the proportion of the state's yearly total industry earnings derived from
farming, agricultural services, and mining (5 year moving average)

[state dummy variables] 1 when the Republicans are the incumbent gubernatorial party in the state

-1 when the Democrats are the incumbent gubernatoria party in the state




Table 2.

Gubernatorial Election Outcomes

Dependent variable: Incumbent party's share of the two-party vote

Specification 1, Version A

Specification 2, Version A

Specification 1, Version B

Specification 2, Version B

Independent Variables Coefficients  t-values | Coefficients  t-values | Coefficients t-values Coefficients  t-values

Constant 324 325 38.4 38.7
NORMAL VOTE 0.32 6.2 *** 0.32 6.2 *** 0.20 19+ 0.19 19*
INCUMBENT CANDIDATE 6.48 10.0 *** 6.47 10.0 *** 9.22 8.3 *** 9.26 84 ***
MIDTERM-PUNISH -3.02 -7.7 *** -3.04 -6.8 *** -2.32 -3.7 *** -2.39 -3.9 ***
COATTAILS 0.79 15 0.81 14 112 10 -0.57 -04
STATE ECONOMY _RPCI 0.04 05 Ya Y Ya
NATIONAL ECONOMY _RPCI Ya -0.02 -0.2 Ya Ya
NATIONAL ECONOMY _RPCI Ya 0.001 0.0 Ya Y

" SAME PARTY
RELATIVE STATE ECONOMY RPCI Ya 0.08 0.8 Ya Y
STATE ECONOMY_UNEMP Ya Ya -0.03 -1.0 Y
NATIONAL ECONOMY_UNEMP Ya Ya a -0.02 -05
NATI ONAL ECONOMY_UNEMP Ya Y Ya -0.12 -2.2 **

SAME PARTY

RELATIVE STATE ECONOMY_UNEMP Ya Ya Y -0.04 -0.8

Years. 1950-1998
R-squared=.30
N=673

Years: 1950-1998
R-squared=.30
N=673

Years. 1977-1998
R-squared=.37
N=283

Years. 1977-1998
R-sguared=.38
N=283

*** gignificant at .01; ** significant at .05; * significant at .10.

Note: The model also includes 47 state dummy variables (estimates not reported).



Table 3.

Gubernatorial Election Outcomes:. The Impact of State Economic Structure

Dependent variable: |ncumbent party's share of the two-party vote

Soecification 3, Version A

Specification 4, Version A

Specification 3, Version B

Specification 4, Version B

Independent Variables Coefficients t-values Coefficients t-values Coefficients t-values Coefficients t-values
Constant 324 32.6 37.6 37.6
NORMAL VOTE 0.33 6.2 *x* 0.33 6.2 *x* 0.21 2.0 ** 0.21 2.0 **
INCUMBENT CANDIDATE 6.47 10.0 *** 6.43 9.9 *¥* 9.08 8.2 *xx 9.27 8.4 *xx
MIDTERM-PUNISH -3.04 277 *x* -3.01 6.7 *x* -2.23 -3.6 *** 221 -3.6 ***
COATTAILS 0.77 1.4 0.75 1.4 1.19 11 -0.33 -0.2
STATE ECONOMY _RPCI 0.12 0.9 Ya Ya Ya
STATE ECONOMY _RPCI -0.004 -0.8 Ya Ya Ya
" PRIMARY PRODUCT INDEX

NATIONAL ECONOMY _RPCI ¥a -0.04 -0.3 2 2
NATIONAL ECONOMY _RPCI Ya -0.04 -0.3 Ya Ya

SAME PARTY
RELATIVE STATE ECONOMY _RPCI Ya 0.64 2.7 *** Ya Ya
RI%LATIVE STATE ECONOMY RPCI Ya -0.02 -2.7 *** Ya Ya

PRIMARY PRODUCT INDEX
STATE ECONOMY_UNEMP Ya Ya -0.08 -1.8 * Ya
ST,ATE ECONOMY_UNEMP Ya Ya 0.008 1.6 Ya

PRIMARY PRODUCT INDEX
NATIONAL ECONOMY UNEMP Ya Y A -0.02 04
NP'\TIONAL ECONOMY UNEMP Ya Ya Ya -0.12 2.1 **

SAME PARTY
RELATIVE STATE ECONOMY_UNEMF Ya Ya Ya -0.13 -2.0 **
RELATIVE STATE ECONOMY_UNEMF Ya Ya Ya 0.02 2.1 **

" PRIMARY PRODUCT INDEX

Years: 1950-1998
R-squared=.30
N=673

Years. 1950-1998
R-squared=.31
N=673

Years: 1977-1998
R-squared=.38
N=283

Years: 1977-1998
R-squared=.40
N=283

*** gignificant at .01; ** significant at .05; * significant at .10.

Note: The model also includes 47 state dummy variables (estimates not reported).



Figure 1. Average earnings from farming, agricultural services, and mining as share of
total state earnings, selected years
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Figure 2: Conditional effect of state per capitaincome growth (relative
Conditional to national) on incumbent vote share
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Figure 3: Conditional effect of state unemployment growth (relative to
Conditional national) on incumbent vote share
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