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INTRODUCTION

Politicians are generally believed to be driven by office seekintives. Thus, as election periods approach, incumbents are
more apt to manipulating fiscal and other related economic policiexctease their chances of being re-elected (Tarawalie,
2011). According to the public choice theory, the interest @liigian in public office is likened to the interest of a businessman
in the market who aims at maximizing profit. The incumbentgsrseeks re-election, sometimes by any means necessary. And
the incumbent not only has certain controls over the economygthqmlicies and programs but also controls certain vital state
institutions as well (Schuknecht, 1996).

It is against this background that over the past thirty-five years pbEtcaomist have embarked on several ‘journeys' to link
election successes of incumbents (sometimes) to policy manipulationmifidleoutburst of formal theoretical and empirical
work on political business cycles, that is, on political determinaintsacroeconomic cycles was Kramer (197hjluential
study of economic determinants of U.S. congressional voting (Dra@éd). This was followed by the work of Tufte (1975
1978) and Fair (1978)

Perhaps the most notable formal study of economic determinants aj wathat of Nordhaus (1975), a professor at the Yale
University. His book, "Political Business Cycle" was published exdbtitty-nine years ago, pioneering formal model of the
political business cycle (PBC) due to opportunistic pre-electoral oiatign (Drazen, 2001). Soon aftétibbs (1977)
presented a model of partisan policymakers (that is, policymakersghdiffarent macroeconomic goals) in an environment
similar to that of the Nordhaus (1975), but where these partisamediffes were the key driving force. And subsequently to
these, there has been a large amount of further work all avevatid aiming to establish a link between voting and economic
manipulations by incumbents (Drazen, 2001).

Perhaps as influential in stimulating research was the 1972 Presigdeti@dn in the United States, in which the incumbent,
Richard Nixon was justifiably viewed as engaging insignificant pre-electoral matigm. Nixon was believed to have won the
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1972 election through various economic ‘gimmick’, notable afiadl his bill to congress to approve his control of interest rate a
year before the presidential elections (Drazen, 2001)

Akin to the Nixon's case are various examples all over the world. Howejarnitynaf these studies have no significant empirical
evidence to prove the existence of political cycle.

The basic assumption of electoral business cycle common to atidtiels is that incumbents seek re-election and therefore
would ensure they do whatever necessary to secure the electastgesThus, it follows that incumbents tend to either make
economic conditions favourable close to election year through temgnexpansion (lowering of interest rates), or fiscal
manipulation: tax cuts, increase in public goods, increase in empibgeeration programs, increase in subsidized goods, etc -
- in the case of opportunistic business cycle as propoundibiahaus (1975)- or manipulating policy initiatives to prove its
ideological commitment and competence; in the case partisan busjymdssaccording to Hibbs (1977), Frey and Schneider
(1978) and Alesina (1992).

In the developing world, manipulation of economic variables by il&mnts for election success is very huge (Schuknecht,
1996). This is because there is not only massive poverty to dns@eample the effectiveness of transfer payments, increase in
subsidized goods, increase in public goods as tools for campaigtisesobut also the existence of weak institutions, easily
manipulated by incumbents. Schuknecht (1996), from a sam@& ofeveloping nations, argues that there should be more room
for manipulation in developing countries, as checks and tedasme weaker and the incumbent has more power over
monetary and fiscal policy. He argues that in developinmtcies expenditure policies (such as distribution of free or
subsidized goods or employment generation via public workgragms) are probably more effective than tax cuts in
affecting voter behavior. Several studies have found significant prevaledtareases in public spending in India before
elections. Block (2000) presents evidence of a political business cymt¢hirfiscal and monetary policy in a cross section of 44
sub-Saharan African countries. In Ghana as in other developingries; as well as in some countries of the Organization for
Economic Cooperation and Development (OECD countries), there are anecddtadtanetical evidence of fiscal and monetary
manipulation in Ghana by incumbents. This is evident in the pre-gléat@pansionary policies in forms of subsidies,
infrastructural improvement or increase in public good (targeted especiallgdmwery deciding electorate), increase in money
supply (M1), lower inflation rate, increase in employment programs tdiomea few, a year or two before elections; which is
quickly followed by contractionary policies after elections. But as totlnethis "economic/policy gimmick" is empirically
evident and significant enough to cause any macroeconomic imeama@Ghana is what this study aims to establish.

According to Nordhaus (1975) the post electoral effect of patiepipulations on the economy includes higher inflation and
higher unemployment which affects the utility of the electorate. Thisdeg by using the famous Philips curve trade off. His
claim was further supported by some political economists. For exanigena et al. (1992) and Alisena et al. (1997) tested for
a political cycle in inflation in 14 EOCD countries (measured as a growghofahe CPI over a quarter period). Defining a
political dummy variable of 1 in an election quarter and 0 otherwisetf@r quarters, they found a highly significant positive
coefficient to support a political cycle effect on inflation in Germasgw Zealand, UK, Denmark, Italy and France. Theyp als
found a GNP growth rate which was seasonally adjusted especiallgdtothe end of the president's term in office in USA.
Kramer (1971) regressed votes received by the incumbent party.S. congressional elections on two measures of
performance in the year of the election: the growth rateabfper capita income and the rate of inflation in that year, and
found they were both significant determinants of vote totals. Fair \183&juoted by Drazen (2001), looked at presidential
elections from 1916 through 1976. He found that the changeal economic activity in the year of the election, as
measured either by the change in real per capita GNI@ cchthnge in unemployment in the election year, appeas/&o

an important effect on votes for president, with a finding popaii% increase in the growth rate increases the incumbent's
vote total by about 1%. Having highlighted the theory, the bégtipn is whether the findings are consistent with Ghana as a
case study. Is there evidence to prove Political Business Cycle ma@Wiad what effects does such cycle have on the economy
of Ghana?

PROBLEM STATEMENT

The abuse of incumbency has become a global norm sincanimemorial. In the developing world, especially the sub-Saharan
Africa, the prevalence of such abuses is very glaring and worrisomm €oouption to intimidation of citizens (usually
opposition) through state machinery; and to perpetuation of ponanypmeans necessary, the incumbent does it with outmost
impunity. Glaring examples can be found in countries like ZimlealiWigeria, Mali, Gambia to mention a few, where such
abuses are international knowledge (BBC Africa's report).

To perpetuate power, incumbents in Africa as aforementioned, in ext&ses, could intimidate voters, twist the system or even
postpone date of elections. However, in less extreme cases, manipafgpiolicies (mainly monetary and/or fiscal policies)
close to election periods to increases the chances of re-election iy tiszialption.

The theory of Political Business Cycle has it that, in the quagitore-election, incumbents usually manipulate public policies
to influence macroeconomic variables close to election period inm twdaresent a favourable economy to voters (Nordhaus,
1975). These manipulations include policies like tax cuts, increaseabisidies, increase in public good or infrastructural
development, increase in money supply (to reduce interest rate andsénaggregate demand) and emergence of new
employment programs, a year or two before election period (Sathikridi®96). However, such expansionary policies disappear
a year or two after election, leaving the economy, most often, ligther inflation, higher unemployment and ultimately
decrease in GDP.
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It is the serious negative macroeconomic consequences of such latzmgualready established by various studies) that have
necessitated the research on the topic “Political Business Cycle in Ghana and its effects on the economy”. Although some signs,
which are consistent with existing theory and some anecdotal findiggestuthat manipulation of macroeconomic variable
exists in Ghana; including the findings of Tarawalie (2011), tlsieanreh aims at proving empirically (using a different approach
and adding to the already meager literature available in Gluarcarning PBC) whether PBC exist in Ghana by testing some of
the macroeconomic variables used as tools of manipulation by incundhtsstablishing their effects on the economy.
Therefore, the begging questions are; Does Political Business Cycle @XB®) in Ghana? What specific macroeconomic
effects does PBC have on the Ghanaian economy?

OBJECTIVES

The following are the objectives of this study:

To determine whether government consumption expenditure expamdsmelection years;
To determine whether fiscal balance deteriorates more in election years and

To determine if Real Gross Domestic Product (fBexpands more in election years

HYPOTHESISSTATEMENT

Ho: Government Consumption expenditure is not higher in electias ye&hana
H;: Government Consumption expenditure is higher in election yeansanaG
Ho: Fiscal Deficit does not deteriorate more in election years in Ghana.

H,: Fiscal Deficit deteriorates more in election years in Ghana.

Ho: RGDP is not higher in election years in Ghana

H,: RGDP is higher in election years in Ghana

LITERATURE REVIEW

THEORIES OF POLITICAL BUSINESSCYCLE
THE OPPORTUNITISTIC MODEL
Non-Rational Opportunistic M odel

The opportunistic business cycle model, first propounded by Hasdf1975) has it that incumbent government in an attempt to
seek re-election creates votes gaining incentives characterized adysexmry economic policies close to election period.
According to Nordhaus (1975), inflation tends to rise and unemm@oyfall close to election periods; an action which places
most electorate in a better economic position, thereby necessitatirgrahextion of incumbent (who is viewed as competent).
However, immediately after elections, a contractionary policy is prefdrgeincumbent. The assumption is that as election
approaches, the incumbent studies the economic situations to eigis chances of re-election. An unfavourable economic
situation mainly characterized by high unemployment is quickly dede@t least) by increasing government expenditure and
money supply (to lower/through lowering interest rates) up to a poirhiewe a fairly balanced short term Philips curve trade-
off. The tradesff relationship is of the form, n = n (U) + an®where =« is the inflation rate; U is the unemployment rate and € is
inflation expectations. According to Nordhaus (19#f) incumbent would focus on the combination 7 and U that maximizes
number of votes. Thus levels of monetary expansion (inflation) amiployment are those which maximize voter’s satisfaction

in the period of elections. In the next election cycle, the sanavimeh is repeated, with contractionary monetary policy to bring
down inflation during periods leading to elections and expansioneindgpy and money supply during election periods (Sackey
and Campah-Keyeke, 2012). In other words, incumbent aims at exgaheiaconomy.

Rational Opportunistic M odel

Rogoff and Siebert (1988) and later Rogoff (1990) expandedpperinistic model, and called it the Rational Opportunistic
Model. However they focused on fiscal manipulation by the incumBecording to them, the greater the incumbent is able to
increase public good close to or during election periods the gitsatdrances to win over the electorate. Specifically, Rogoff
(1990) has it that voters look to maximize their consumptigoubfic and private good, g. The public good productiorction

is of the formg, + k;_,= T:+€where g is the public consumption good, k is the public investmeod,T is the lump-sum
taxes and; is stochastic "competence" shock. But rather than assumptiarten$ wnaivety, the model assumed voters are
rational enough to understand repeated cycle of economic metiopsl| but given the fact that voter have imperfect knowledge
relating to government operations, they view any economic achievertteough observing, andk, (but nok;_;) at such
time as a result of the government competence. Implying thus thputilic investment decided at time t only becomes visible
and productive at time t+1. The argument is that the lower thre siianformation that voters have, the less they are able to
distinguish between pre-electoral manipulations and incumbents compé@Rogef, 1990).The rational opportunistic model
was further supported and expanded by Persson and Tabeli®d)(1Just like Rogoff and Siebert (1988) and later Rogoff
(1990), they said the electorates are assumed to be rational oratigreat making optimal forecasts based on full information,
while the government is opportunistic with control over policy instrumeich deliver policy effectiveness. The model predict
that there will be short-run manipulations of policy instruments immediaggtré elections, which result in increase in deficits,
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inflation, money growth in the two-three quarters before each eletititening of monetary and fiscal policies after elections;
no systematic, multi-years effects on growth and unemploymeepefor some minor effects immediately before the election
(Tarawalie, 2011)

THE PARTISAN MODEL
Non-Rational Partisan Model

Generally, for the partisan models, the idea is that electoralscgreinduced based on the political parties' interests (goals) and
ideologies. However, the voter is non-rational, backward lookingnaive. Propounded by Hibbs (1977) and further supported
by Frey (1978) the main assumption is that unemployment tendsleeveeand inflation higher during the term of a left-wing
(socialist) government whereas it is the opposite during the term of a righ{esipigalist) government. By implication, the key
actors or agents of change within this framework may not necedsaniglitical candidates, but the electorates or other pressure
groups that identify preferences according to party platforms (Bdiev2011). Thus, political business cycles often signify the
ecoromy‘s fluctuation around its long run behaviour being created by political pressures and interest groups (Paldman,1997) as
quoted by Tarawalie (2011). However unlike Hibbs (1977), Frey§)Ltheorized that there is a trade-off between ideology and
opportunism at a point. In other words, an incumbent woulchdwe ideological if its popularity doesn't suffer close to election
period. However if an incumbent suffers a "Popularity Lead Deficit"frtbee opportunistic it will be.

Rational Partisan M odel

The partisan model was further expanded by Alisena (1987)jntroaluced a rational partisan model. According to him, voters
are not just rational in their expectations but are also aware @hatiye difference and vote for the party that offers them the
outcomes that coincides with their preferences. According to Taraf@alld), generally, in rational partisan models, the ruling
party pursues its ideology and the electorates are assumed to bal ratiosuper-rational with forecasts based on full
information. The ruling party is competent and has control ovecypoistruments that are deployed to achieve policy targets.
Shocks to the economy are from internal and/ or external sourcesnddlel predict that there will be no politically induced
cycles since popularity follows a random walk, and like the ntora model, the short-run partisan effects after elections won
by the right wing includes temporarily lower-than-normal unemploymaes and temporarily higher-than-normal growth rates
for about two years. The opposite outcomes result when the left aiaghe electoral victors. Inflation is permanently higher
when the left (socialists) is in office than when the right (capitalists) isizedqffarawalie, 2011).

CONCEPTUAL CRITIQUING

Although Nordhaus assumptions might provide a fertile ground foortymistic cycle, especially in the developing world, a few
objections can be raised.

First, Nordhaus (1975) makes the assumptions that voters are s¢imailgmal) as not to recognize the repeated electoral cycle.
This claim seems rather too unrealistic. However, it should be put that voters are discerning and may realize that “election-year
economic/policy gimmick” may be used to influence their votes, hence may be skeptical of an economic upturn in months before
election (Sackey Gyimah and George, 2012). Therefore,ra awzeptable or realistic view should be that voters have less than
perfect information about the causes of economic fluctuationscanldl view favourable economic performance to indicate
incumbent's competence which is consistent with the Rational Opportunisted.m

Secondly, the monetary expansion by incumbent as assumed blyaNer@l975) model suggests that incumbent has a direct
control of the central bank and therefore can manipulate interest kilé @his is not realistic in the real world. However, one
could relate to the assumption that central banks, as indepdmmibes, in order not to be accused of partisan politics asagell
ensure a stable economy tends to accommodate monetary shocks createzhbyg ingovernment expenditure close to election,
S0 as to prevent a sharp rise of interest rates (Drazen, 2001)

With the Partisan model assuming that politician seek re-electidoe table to apply ideological policies, with opposite
preferences reflecting party colours, which have no post-elecfertgfsuggest existence of pure partisan politicking. However,
rarely is there pure partisanship in world politics. Again, voting istipdone based on personality rather than party colours.

EMPIRICAL LITERATURE REVIEW

The empirics in political business cycle is one that has, over thrs, yl@éien different dimensions with some support and
rejection of PBCs' existence.

Nordhaus (1975), the first formal empirical work done on oppdstiec political business cycle, found the existence of PBC in
some OECD countries. He concluded that, with active monetary expagsamipulating interest rate), inflation and
unemployment trended according to election periods given their fliarigabefore and after elections, there exist PBC
(especially significant In addition, Nordhaus (1975) findings ipted a political cycle in economic activity (growth), resulting
from manipulation of inflation, unemployment (employment) and Mforeeand after elections.

Mccallum (1978), however rejected the existence of PBC in the @driNordhaus' model in the USA. Using a different
methodology anchored on the Lucas-sergeant hypothesis anthgleflection dummies at different quarter cycle as well as
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using the unemployment variable, concluded that the departureeafployment rate from its natural rate does not indicate
electoral cycle, a claim consistent with findings of Alt and Chrystal (1983

Defining a political dummy of 1 in an election year and zeremwtlse and including a central bank independency variable,
Wallner (2012) tested for election cycle on inflation using samples arthenworld in order to see the global perspective of
electoral cycle. His findings suggest a non existence of PBC on a glokal fron

Alesina (1997) using a different approach and defining a palligmmy of 1 in election year and T-1 years before electiotis a
0 otherwise in a pool cross-section time series regressions, foundaviafeno significance of political business cycle in GNP
growth or unemployment growth in the USA.

Similarly, outside the USA, Alesina (1997) found no opportunistitecin GNP growth for a sample of 18 OECD countries over
the period of 1960-1993. However, a post-electoral increase in infl@fdhe form of Nordhaus theory) was found significant
in some countries (using the same OECD sample). Defining a political ylominin election quarter (year) and T-1 (3 quarters
following election) and 0 otherwise, in a measurement of the groat¢hof the CPI in 4 quarter, found a highly significant
positive sign coefficient to support a PBC trend in inflation in most of the O&Tidtries with countries like Germany, ltaly,
Denmark, France and New Zealand showing a very obvious resultlyfFeconometric test on monetary surprise before
elections shows significant result reflected in that of inflation after elections.

In a separate work, Alesina (1992) using the same political durarthes did with GNP and inflation test (Later) in a pooled
cross-section, time-series regressions, found a strong significant pelfffeifor the annual growth rates in M1 in their sample
of the OECD countries (mentioned earlier) with a very few countries shdegagignificance.

Kramer (1971) regressed votes received by the incumbent party.Sincongressional elections on two measures of
performance in the year of the election: the growth rateabfper capita income and the rate of inflation in that year, and
found they were both significant opportunistic determinants of wtdést

Fair (1978) looked at the US presidential elections from 1916%6.1% found that the change in real economic activity in the
year of the election, as measured either by the chiangal per capita GNP or the change in unemploynierthe
election year, appears to have an important effect on votgerésident, with a finding proving a 1% increase in the GNP
growth rate increases the incumbent's vote total by about 1%.

Taking a fiscal stance, Schuknecht (1996) found out fromrgplsaof 35 developing countries that fiscal policies such as tax
cuts, increase in government expenditure, transfer payments, subsidiesygpeevalent in these countries as a tool for politico-
economic manipulation given that there are wide spread of poveltyeak institutions available for incumbent to use.
Schuknecht (1998), in another study of the impact of eldatycde on exchange rate in 25 developing countries, foundrthat
countries with fixed exchange rate, monetary policies are rasely, but there are significant opportunistic fiscal budget cycle.
Shi and Svensson (2006), from a sample of 85 countries inaesti®BC using fiscal approach and found out that there is, on
the average, almost a 1% increase in budget deficit in electiostegiradeveloping countries; and a 0.6 increase in deficit in
developed nations.

Rogoff (1990), using a discounted utility function for the voteinticate a model showing fiscal manipulation, found that PBC
exist when voters have higher utility.

Expanding the Rogoff model, Gonzales (1999), added two p&emecost of removing an incumbent from office (degree of
democracy) and the possible information availability to the pybmsparency of the society). In her findings, she concluded
that when there is a higher level of democracy, budget cycle is.|élegvever, at mid-level democracy, mostly common in
developing world, there was a very level of political budget cycle.

Brender and Allan (2005) also taking a fiscal dimension, investigagedahaviours of fiscal balance, government expenditure
and revenue from a sample of some OECD and developing nationfgusnada positively significant coefficient that suggested
political fiscal cycle in few countries especially the developing caestilowever, they claimed that cycle existed because such
nations are new democracies and claimed that maturity in electoral paiticserode cycle.

Block (2003) in a research that tested the extent of PBCs in maacdzcies in what they called "founding election" as well as
the effect multiparty competitiveness to PBC, in a sample of 44 Sudr&8aAfrican nations, found evidence of electorally time
interventions in fiscal, monetary and exchange rate policy exclusivatases of competitive election. Defining dummies of
presidential election dates and electoral contestability in separate measuBi3Pofrowth, M1 growth, exchange rate
devaluation and government consumption as a share of GDPfotlhey amongst others, specifically, a 13% point increase in
rate of real money growth during competitive elections. Howevergimélww democracies (founding elections), there were little
significant evidence of PBCs, much less than their expectation - congigteBiock (1999)

Tarawalie (2011) in a study to establish the existence of PBCs Weke African Monetary Zone ( WAMZ ) countries, using
Ghana and Nigeria as case studies, found evidence to suggest exa$tBfes in both countries. Using the Autoregressive
Integrated Moving Average (ARIMA) method on a model they so-@dhgbrid of non-rational opportunistic and non-rational
partisan”; and defining dummies for both elections and partisansiep, ftund trends that indicated electoral fiscal and
monetary cycle in both opportunistic and partisan sense. SpecifikHllynd fiscal outcomes showed trend of PBCs looking
with an opportunistic lens in both countries; and GDP growth shéawead of PBC but only in partisan perspective in Ghana.
However, inflation did not show any trend of PBC in Ghana.

Sackey and Campah-Keyeke (2012) regressed GDP on inflatiorgddérnment expenditure and external debt of the state, in
an attempt to establish the existence of PBC in Ghana. Using a shatgplieom 1992 to 2010 and defining an election dummy
of 1 and zero otherwise, they found a non-significant positiefficent to suggest PBC in Ghana.
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From the review of the findings of PBC done by this study, it @ndied that only two (2) literature of PBCs concernirgy th
Ghanaian economy can be found. Thus the choice of this &udyt out of place since it would contribute to the already
insufficient literature on Political Business Cycle with the Ghanaian ecoirofogus.

THE GHANAIAN POLITICAL TERRAIN AND ELECTIONS

Perhaps the understanding of PBCs in Ghana could be moraupoabif one knows the political terrain and the electoralecycl
in Ghana. Ghana practices a unitary system of government whiobires both parliamentary and presidential style of
government. With a unicameral legislature, the presidential and parte@myefections are held every four years in a nationwide
contest. Ghana is classified as a new democracy having had sigsssueaemocratic elections so far, after almost 3 decades of
military rule. The last election was in 2012 which saw the ruling Nati@emocratic Congress (NDC) retained in the
presidency. However, the journey to democracy as reminiscent ofAfrmstn nations is something worthy of note. After the
struggle to gain independence in 1957, Ghana became a savstatg in 1960 (republic) with Dr. Kwame Nkrumah as the
president (from being a prime minister since 1957). The political terraBhana then was such that there were no democrati
elections, since the then president had succeeded in declaring urasalent for life and making Ghana a one-party state with
his party, CPP as the supreme party.

With opposition crushed and no elections, Nkrumah continued aséegidl966 when the military toppled his administration.
From 1966 to late 1968, political activities and for that mattectiens ceased due to military rule. Political activities returned
with the 1969 elections, the first competitive nationwide politicaitest since 1956 between the two major political parties,
Progress Party (PP) and the National Alliance of Liberals (NAL). Hee $970 saw the emergence of Dr. Busia as Prime
Minister and Justice Edward Akuffo-Addo as President. However, after tgemgn months, the Busia Administration was
toppled by a military coup.

Military rule continued from 1972 through to 1979, when theltrepublic began but ended almost immediately. And the junta
continued again from 1981 to 1992 (Wikipedia).

Perhaps the discussion of PBC in Ghana should begin from 1@9%&ah Ghana restarted democratic rule and has since then had
six successive elections. Hence, one could say that the presemeeagiacy in Ghana has eroded the perpetuation of pawer o
incumbency by means of force and intimidation. However, tbdem day incumbents have found a new way to remain inrpowe
through the manipulation macroeconomic variables such employment @&, inflation and so on through fiscal and
monetary policies close to election or during election time.

In Ghana, it is not uncommon to see for instance a fall in interestgakeetion draws closer. The theory is that incumbent
initiate policies that increases M1, including buying of bond, themedking borrowing cheaper and businesses well off.
Consider the trend of money supply in figure 1 below. Figure Wbshows that money supply in Ghana has been unstable; with
cycles that peaks especially in the years 1992 and 1997, 1@2@hhto 2000, 2003, 2007 through to 2009 and 2012trersk
years are either election years or close to election years. And theds@mrresponding falling trend in M1 after these years.
Could this be as a result of election? According to Tarawalielj2@ionetary expansion is more active in election years more
than any other years. From a sample of years 1990 - 2008ggtadhfished that in Ghana, money supply (M1) has consistently
peaked in election years.
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Money supply (M1) Trend Since 1990
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Figure 1.Money Supply since 1992 - 2013

Since 1992, the political contest in Ghana is one that iglitavith common features. One can identify very well with inseea

in public goods, increase petrol and liquefied petroleum gas (lde@3idies, direct distribution of goodies, increase in
employment programs, tax cuts and improvement in electricity stabilibge to/during election periods. However these
“gestures” gradually fizzle away just a year or two after elections. For instance in the campaign towards the 2008 elections, the

then candidate, John Evans Atta Mills of the National Democratic CondNB€3) used fuel price reduction as one his campaign
messages. Surprisingly, a year after he won the 2008 election, rfues pather went up. Again, today, Ghana Youth
Employment and Entrepreneurial Development Agency (GYEEDA), SavaAonedlerated Development Authority Ghana
(SADA) and National Youth Employment Program (NYEP) are gradualljiriig away.

Furthermore, in Ghana, election years are usually associated wéhsese use of public resources by the incumbents. Fiscal
spending on the average has continuously expanded espiecilligtion years, raising the suspicion of the opportunistic nature
of incumbents in Ghana to win votes. For instance, in a 20@ttrbp the Center for Democratic Development, the Center
decried the pervasive abuse of public resources by incumbent 20@deelection, in advancing its political gains (Center for
Democratic Development, 2004wakye (2010) stated that government expenditure has consisterlyesigecially in election
with spending on wages and salaries being the highest. Accordingaky&¥2010), "Both the 1992 and 1996 resulted in high
fiscal deficit in 1990s and the same pattern was observed betw@@ra@0 2012. Government concerned about securing the
support of the public service labour union granted substantial wageseeed embarked on an ambitious capital projects many
of them unproductive" ( Kwakye, 2010).

Consider figure 2 below. As can be seen below, the trend of goeatnconsumption expenditure, with peaks in years
1992,1995 to 1996 , 1999 through to 2000, 2005 thraoegk009 and 2011makes one to question the pattern of such trend
especially given that these are either election years or close to ejeaisn
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Government consumption expenditure since 1990
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Figure 2.General Government Consumption Expenditure, 1990-2013

In addition,in Kwakye (2010), a particular sentence is worthy of note, "Both the 4882996 resulted in high fiscal deficit in
1990s and the same pattern was observed between 2000 k#hdG2¥ernment concerned about securing the support of the
public service labour union granted substantial wage increase and ethlmarkan ambitious capital projects many of them
unproductive" (Kwakye,2010 ). Fiscal deficit deterioration in etectyears has also being raised by experts as one of the
indicators of political business cycle in Ghana. Tarawalie (2ftilthd that fiscal deficit has deteriorated more in election years.
Figure 3 below captures the trend of fiscal deficit from 1900 32Bigure 3 clearly shows the cycles in fiscal deficit, especially
with the peaks in the election years; 1992, 1996, 2000, 2008, and 2012 or closer to these years. Again, raising eye brows
the issue political business cycle in Ghana.
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Fiscal Deficit Since 1990

1.2e+010

T
fitted

actual
1le+010 I
8e+009 [ I
6e+009 [ I
4e+009 I
2e+009 [ y
0 L e ! L
1990 1995 2000 2005 2010

Figure 3.Fiscal Deficit from 1992 - 2013

Moreover, in Ghana, there is this general notion that the ecoeapgnds more in the election year. According to experts
(though with no proof), with an expansion in the fiscal spending or what some people term as the incumbent supposedly “sharing

the mory” to ensure re-election, together with those (cash) doled out to electorates by thsitappdhe larger majority become
relatively well-off, creating an increase aggregate demand anetbn®mic boom in/close to election years situation most
electorates usually attribute to incumbents competence.

Consider figure 4 below. The years 1992 and 1995, 1999ghrmu2000, 2003 through to 2004, 2007 through to 20@P2012
interestingly show the peak of RGDP (and these years are either elgefion or close to election years) followed by a
corresponding falling trend in RGDP after these years. Does this trend have@tytlelectoral-economic gimmick"?
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Trend of RGDP Since 1990
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Figure 4.RGDP from 1992 - 2013
According to experts, the resultant effects of all these manipulatftarsetection years are some serious economic problems

such as higher inflation, higher unemployment, unfavourable eggremmd abrupt halt of certain policies that are meant to be
continuous, tax increase, subsidy review and so on.

The Trend of Inflation since 1990

60

T
fitted

actual

40

30

20 -

19;90 19‘95 2C;00 2C;05 20‘10
Figure 5.Inflation trend since 1990 - 2013
Figure 5 shows an unstable inflation trend with years close to election tioreleeriods showing some higher or rising cycles.

The years 1992, between 1995 and 1997, 1999 throughdo, 2003, and 2007 through to 2009; all show rising trend and
corresponding fall or stability in the preceding years. Clearly this raisstianeof whether elections years influence inflation.
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Although evidence of PBC in Ghana has been mostly anecdbtalconcern of many experts is that the trend of some
macroeconomic variables close to/ in election years is a cause for wattyremefore must be checked because the post-election
consequences are very serious to be ignored. Policy think tantkdéik&A, CEPA, IMANI, ISSER and other stakeholders are
constantly calling on politicians to quit playing politics with theraray since such "gimmicks" holds no good for Ghana.

The tables below give a summary of some macroeconomic variablésira@nd their values before and after elections of some
selected election years.

Tablel.
Fiscal Deficit
2 years before election in 2000 Election, year 2000 1 year after the election
158153232 (1998)
204539468 (1999) 268613500 191395270
Table 2.
Government consumption Expenditure
2 years before election in 2012 Election, year 2000 1 year after the election
4767800000 (2010)
9955300000 (2011) 15731800000 1560640000
Table 3.
Government Transfers and Subsidies
2 years before election in 2012 Election, year 2000 1 year after the election
20260550 (1998)
29800800 (1999) 43242200 28960000

Clearly the trends of the macroeconomic variables presented in the graptablas above show some degree of cycles with
peaks especially closer to or in election years. This obviously raises gtonue why there exist such trends especially close t
election years. Is there any association between elections anglé®in macroeconomic variables in Ghana? And what impact
does election have on the performances of these variables? Vgellghestions are better answered with an empirical backing
which is sole aim the following chapters.

RESEARCH METHODOLOGY
THE EMPIRICAL FRAMEWORK SPECIFICATION

The empirics of this study are in four (3) parts.

Model 1: Fiscal Expansion (public and private goods expansion) model

This is an OLS modeled to reflect the Rogoff's theoretical framewatkwith slight difference. This model captures the
opportunistic nature of the incumbents using fiscal variables. TueInis based on fiscal outcome. It's an attempt to establish
that incumbents, as an election winning tool, expand spendiogdar to expand public and private goods. Rogoff (1990)
considers fiscal policy as a tool for "politico-economic gimmick" byimbent, a phenomenon that is more plausible given that
incumbents are more directly involved with fiscal policy. Accordingte greater the incumbent is able to increase pubtcl g
and private good during election periods, through fiscal spendingrehter its chances to win over the electorate. Thus, the first
model is an attempt to establish the existence of electoral budgetrc@tamna in terms of government spending.

The model include:

T.Gov C.Exp;=by + by ELE. DUMM, + b,T.Sub, + e,

where:

T. Gov C.Exp,= the total government consumption expenditure at time t. Totedrgment consumption expenditure is defined
as all government current expenditures for purchases of goodserarides (including compensation of employees as well as
transfers).

ELE.DUMM, = the election dummy at time t, taking the value of one in ybars of election and zero otherwise.
T.Sub,= the total subsidies and/or transfers at time t.

e; = the error term at time t representing all other variables that caarsgeshirT. Gov C.Exp,; but are omitted in the model.

bis expected to be positive and significantly greater than zero to shotetidlagovernment consumption expenditure is higher
in election years.

A priori, transfers increases in election years. Thyis expected to be positive. However, the coefficient sigh 8ftb is not
the focusT. Sub was only introduced as auxiliary variable capable of influencing total govereorsumption expenditure.
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The focus however, is on the sigrbpfThe PBC theory has it thhy should be positive and statistically significant indicating
total government consumption expenditure increases in election yershao any other years.

Model 2: Fiscal Deterioration Model

This model reflects the idea that as incumbent uses "fiscal politiswetd’ policies to expand the public and private goods,
fiscal balance deteriorates. Specifically, Rogoff (1990) has it that vimeksto maximize their consumption of public and
private good. As a result government in an attempt to meet thetatipe of the voter operates a higher deficit in election years.
Thus, this model is an attempt to establish if fiscal deficit worsens in elge@ws more than any other years in Ghana.

The model includes:

FIS.DEF, =by + by Tax.Rev, + b,ELE.DUMM, + e,

where:

FIS.DEF, = the fiscal deficit at time t.

ELE.DUMM, = the election dummy at time t, taking the value of one in¢ae gf election and zero otherwise.

Tax. Rev,= total tax revenue at time t.

e, = the error term at time t representing all other variables that caarsgeshin fiscal balance but are omitted in the model.
b,is expected to be positive and significantly greater than zero to shahd&ftit is higher in election years.

A priori, by is expected to be negative. However, relationship between tax rezedube dependent variable is not the focus.
Tax revenue was only introduced as an auxiliary variable capable of infludistiabdeficit.

The focus however, is on the sigfb,. The PBC theory has it thhp should be positive and statistically significant indicating
that fiscal deficit increases in election periods.

Model 3: GDP Expansion Model

This third model was based on output expansion, as used by A{@8®@). With the incumbent's goal of expanding GDP, the
idea is to test for PBC in Ghana considering the fact the incumbeuits also focus on expanding the economy during election
years as a vote winning tool by making policies that reflects in GDP grétsdimer (1971)Fair (1978) both establishes PBC
trends on GNP per capita in the USA. Tarawalie (2011) ande8acid Campah-Keyeke (2012) also tested for PBCs trends on
GDP growth in Ghana; however the findings of both of them sigdeno evidence of PBC influencing GDP growth in an
opportunistic sense. Hence this model was an attempt to find out iPR@ands in election or close to election years more the
any other years.

Thus,

RGDP,=by+ by ELE. DUMM, + byCap.Exp;+e;

where :

RGDP,;= the Real GDP at time t.

ELE.DUMM, = the election dummy, taking the value of one in the yealeation and zero otherwise.

Cap. Exp,= the capital expenditure at time t.

e; = the error term representing all other variables that influence RGDéebomitted in the model. Wherdgass expected to
be positive on a priori grounds, showing that as capital expeadisas, RGDP rises as well; it must however be statédiim

not focus for prediction of this mod&ap. Exp,is only added as an auxiliary variable that affect RGDP other than alettie

focus however is on the sign bf.lt is expected to be positive and significantly greater than zero to statvihe economy
expands in election years than any other years.

METHODS OF ESTIMATION

Method of Correlation Analysis

The correlation matrix was used to study the associations betweentple stata. The aim of analysis was to establish the
nature of association between the sample variables. The possible outodous anpositive linear relationship, a negative linear
relationship, a curvilinear relationship or no relationship (Enu, 2014).

Regression Analysis

This study used the regression analysis for estimation of data sam@e3rdihary least squares method of estimation was used
to determine the values of the respective parameter estimates. Thed roétbrdinary least squares is attributed to Carl
Friedrichgauss, a German mathematician. According to (Damodar agdefam 4th ed) as quoted by Enu (2014), under certain
assumptions, the method of least squares has some very attractive statcgtimdies that have made it one of the most powerful
and popular methods of regression analysis.

ROBUSTNESSOF THE MODELS

Descriptive Statistics

The summary descriptive statistics of the respective sample varialles aonsideration was run to check how distributed th
data samples are. Generally, attention is usually paid to the statelaation, kurtosis and skewness of the variable in question.
The skewness is a measure of the departure from symmetry. Nodis#fibuted variables are expected to be symmetric; ¢hat i
the skewness should be zero, thus the closer the variables are tthedsetter and fairly normally distributed. Furthermore,
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kurtosis is usually three (3), thus a fairly normally distributed sample variablédshe close to three, (3). And finally, the
smaller the standard deviation for the respective variables the betidaidly normally distributed the sample variables.

Coefficient of Determination (R?)

The coefficient of determination was used to indicate how the explanatoaples included in the models best explain the total
variation in the dependent variables. The closer it is to 1 baitiveoor negative the better. The adjuskédvas used. The main
weakness of the unadjusteft? is that it does not take the degrees of freedom into accoismtydlakness is corrected by using
the adjustek? (Enu, 2014).

The P- Valuefor Each Explanatory Variable

The p-value for each explanatory variable was used to check wieeitte coefficient is significantly different from zero or not.
Its value should be lower than 0.05. If each explanatory varialiteeahodels has a p-value inferior to the 0.05 critical values,
then it confirms that all the explanatory variables have a significapéct upon the dependent variable. To quickly judge
whether the models exhibited the problem of multicollinearity, th@lBes were used. If the parameter estimates prove to be
statistically significant, then it will mean that the problem of multico#initg does not exist (Enu, 2014).

The Global Significance Test

The global significance test was used to test if all the model coefficienéssignificantly different from zero. If the p-value for
the global significance test is lower than the 0.05 critical value,itheeans that all the explanatory variables included in the
model have a statistically significant impact on the dependergble or otherwise. That is, the overall multiple regressio
equation and the parameters estimates are statistically significant aedréssion line performs well (Ewusi, 2013)

Durbin Watson Statistic (DW)
The DW test was used to test for the presence of autocorrelation. Therneddienchmark is 2.0. If DW value lies between 1.5
- 2.5 it means the assumption of non-autocorrelation is not violated.

Durbin Watson (DW) and R-Squared ( R?)

According to Granger and Newbold, as quoted by Enu (201#e ifalue of the R-squared is greater than the value of the DW
(R?> DW), then there is a good rule of thumb to suspect that the estiregtedsion is spurious. TR and the t-statistic from
such a spurious regression are misleading, and the t-statistics are nmtdidtas t distribution and, therefore, cannot be used
for testing hypotheses about the parameters.

Breusch-Godfrey (BG) Test of Autocorrelation

To further test for problem of autocorrelation, this study used the B@testule of thumb is to rejeéf, if the observed LM is
greater than the Critical LM (a Chi approx.). Alternatively, the hyflothesis that there is no autocorrelation is rejected if the p-
value of the observed Chi-square is less than the chosen leveliti€aigre (Damodar and Porter, 2008).

The White Test and Heteroscadasticity

This study used the White’s test to test for problem of Heteroscadasticity. The rule of thumb is to réjgcif the observed LM is
greater than the Critical LM (a Chi approx.). Alternatively, the nytidthesis that there is no heteroscadasticity is rejected if the
p-value of the observed Chi-square is less than the chosen levelifi€aige (Damodar and Porter, 2008).

Multicollinearity and Correlation Coefficient
The simple correlation coefficient was used to check for how the indapterat@bles were associated. The rule of thumb is that
when r > 0.5 then the independent variables tend to be multeailibamodar and Porter, 2008).

Multicollinearity and Variance Inflation Factor (VIF)
To further test for presence of collinearity, the VIF was also uséth. the benchmark of 10, the rule of thumb is to reject the
hypothesis of no multicollinearity if the VIF of the each indeperidiariable is greater than 10.

ECONOMETRIC PACKAGE USED
Gretl was used to run the regression. This is because this statisticajepdidsaa unique and an all-encompassing feature,
especially in result evaluation, that provide output that wouldetigful in decision making.

DATA COLLECTION

Source of Data, Sample Variables and Sample Size

The data used in this research was mainly secondary data. SampRetioh (measured in CPI), money supply (M1), used for
trend analysis; as well as samples of fiscal outcome variables (govermameuinption expenditure, fiscal deficit, subsidies and
transfers, tax revenue and capital expenditure) and GDP; all measumedlly, were used for the estimates. The data samples
were obtained online from World Development Indicator 2014 date.3@e years considered for the data selection were from
1990 to 2013 during which Ghana had had six (6) successneatatic elections. Two years before 1992 (the year of the first
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democratic election in Ghana after many years of military rule) easidered just to create a gap of redection periods close
to the real democratic election. This gives a sample size of 24 wehlels than the generally acceptable size of 30, thus the
possibility that the findings might be affected. Therefore, readerddstake note.

RESULTSAND DISCUSSION

Test of Normality

A test of normality was carried out to see how distributed the datdesaarp.

To determine if the variable sample are normally distributed. The descspdiigics was run and the histogram of the residuals
was plotted.

Descriptive Statistics
Table 4 below shows the summary descriptive statistics of the respeatipie sariable.

Table 4.Summary Statistics, Using the Observations 1990 - 2013

Variable Mean Median Minimum Maximum
RGDP 1.78077e+010 4.34664e+009 1.92079e+008 9.34610e+010
Govcexp 2.66254e+009 4.26270e+008 1.78855e+007 1.57318e+010
TaxRev 2.71066e+009 7.39719e+008 2.16363e+007 1.41337e+010
Transfers 8.78423e+008 7.85214e+007 2.46880e+006 6.50635e+009
ElecDum 0.250000 0.00000 0.00000 1.00000
CapitalExp 1.24331e+009 2.84053e+008 1.35203e+007 6.06999e+009
FiscalDef 1.40073e+009 2.24515e+008 3.84928e+006 1.03440e+010
Variable Std. Dev. C.V. Skewness Ex. kurtosis
RGDP 2.62403e+010 1.47354 1.63467 1.62209
Govcexp 4.60943e+009 1.73122 2.07925 3.09425
TaxRev 4.04488e+009 1.49221 1.73539 1.88422
Transfers 1.61252e+009 1.83570 2.35161 4.96637
ElecDum 0.442326 1.76930 1.15470 -0.666667
CapitalExp 1.70687e+009 1.37285 1.53898 1.34444
FiscalDef 2.62154e+009 1.87155 2.45499 5.14612
Variable 5% Perc. 95% Perc. IQ range Missing obs.
RGDP 2.04748e+008 8.88355e+010 2.75577e+010 0

Govcexp 1.91693e+007 1.57004e+010 3.10937e+009 0

TaxRev 2.36329e+007 1.36975e+010 3.77915e+009 0

Transfers 2.61358e+006 5.99922e+009 1.24689e+009 0

ElecDum 0.00000 1.00000 0.750000 0

CapitalExp 1.49024e+007 5.79532e+009 2.14904e+009 0

FiscalDef 4.08658e+006 9.78450e+009 1.89334e+009 0

Source: Authors Computation, 2015

From table 4 above on the average, the RGDP, government cormumgpienditure, total tax revenue, transfers and subsidies,
capital expenditure; and fiscal deficit are 2.66254e+009, 26&HI®9, 8.78423e+008, 1.24331e+009 and 1.40073e+009
respectively over the years between 1990-2013. Also, as ibeabserved from the table, the deviations of the respective
variables from their means are relatively not too large. Furthermore,obuhd kurtosis of the government consumption
expenditure (which was 3.1) the rest were both platykurtic and leptokuirigllyf- the skewness result shows that all are
positively skewed but not far off zero (0).

Histogram of the Residual

To further test the normality of the sample variables, the histogram ofdluials of the various specified models were plotted
and the results can be seen below in figures 6, 7 and 8 respectively
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Figure 6.Residual Histogram for Model 1

Figure 6 above give a pictorial representation of the residual histogramdel 1. And as it can be seen, the pattern ef th
histogram suggests that if drawn, the shape of the residual frequéygyrpwould be fairly bell-shaped comparatively.
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Figure 7.Residual Histogram for Model 2

Figure 7 above also shows a pictorial representation of the residual histwfgnamdel 2. As it can be seen, the pattern of the
histogram suggests that if drawn, the shape of the residual freqoelygpn would be fairly bell-shaped comparatively. The
peak of the histogram is also worthy of note; suggesting that valuemplieszariables are concentrated around the mean.
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Figure 8.Residual Histogram for Model 3

Figure 8 above also shows a pictorial representation of the residual histdgraoded 3. As it can be seen, the pattern of the
histogram suggests that if drawn, the shape of the residual polygon lveofdully bell-shaped comparatively.

In summary, given as observed, the relatively bell-shapes of theaksilequency polygon (given the patterns of the respective
residual histograms) of the three models, it thus can be concludethéhaamples variables are relatively fairly normally
distributed and hence follows a Guassian distribution; therefore thef @eS as a method of estimation is justified (Damodar
and Porter, 2008).

CORRELATION ANALYSIS
Correlation Matrix
The correlation matrix was used to study the associations between the sampléesable gives the result.

Table 5.Correlation coefficients, using the observations 1:920135% critical value (two-tailed) = 0.4044 for n = 24

RGDP Govcexp TaxRev Transfers FiscalDef
1.0000 0.9738 0.9955 0.9728 0.9479 RGDP
1.0000 0.9873 0.9719 0.9566 Govcexp
1.0000 0.9729 0.9477 TaxRev
1.0000 0.9888 Transfers
1.0000 FiscalDef
CapitalExp ElecDum
0.9967 0.0390 RGDP
0.9655 0.0974 Govcexp
0.9918 0.0647 TaxRev
0.9688 0.0667 Transfers
0.9474 0.1100 FiscalDef
1.0000 0.0708 CapitalExp
1.0000 ElecDum

Source: Authors Computation, 2015

Table 5 above shows a correlation matrix for all the variables used stuthe The aim of the correlation matrix was an attempt
to determine the association between the variables used for estimatibcaAde observed from the table 5, the variables are
associated. In specific terms, the variables are all positively related.

Furthermore, as regards the specific relationships of the variables vis a végithus ynodels used for estimation; ELECNO
DUMMY s positively related to RGDP, Government Consumption Expenditace Riscal Deficit. Also from the above,
transfers, tax revenues and capital expenditure are positively reld@@edéonment Consumption Expenditure, Fiscal Deficit and
RGDP respectively.

Finally, the highest powers of the correlation coefficients as seen ateoak ane (1).
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Thus, given that there is a significant linear relationship betweesathple variables, the use of the ordinary least square (OLS)
method as a method of estimation in this study is hence justified.

Below are the scatter gram showing the correlation of the various samijaleles (the auxiliary variables) considered in the
specified models over time; 1990-2013.

Scatter Grams

capitalExp versus RGDP (with least squares fit)
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Figure 9.Scatter Gram between Capital Expenditure and Real Gross DomestictpiREDP

Figure 9 above shows that a linear positive relationship between R@DPapital expenditure. Showing that, as investment
increases, RGDP will increase.

Transfers versus Govcexp (with least squares fit)
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Figure 10.Scatter Gram of Association between Transfers/ Subsidies and Gove@omsumption Expenditure

Figure 10 shows a positive relationship between government consaoregpenditure and transfers/ subsidies. The association
of these variables thus justifies their inclusion in the specified model.
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TaxRev versus FiscalDef (with least squares fit)
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Figure 11.Scatter Gram of Association between Tax Revenue and Fiscal deficit

Figure 11 shows a positive relationship between total tax revenues amddéicit. The association of these variablessthu
justifies their inclusion in the specified model of estimation.

ESTIMATION ANALYSIS

Table 6.Results for Model 1; Fiscal Expansion (public and private goods expansion) mdlel/§hhg observations 1990-2013
(T = 24)/ Dependent variable: Gov.C.Exp

Coefficient Std. Error t-ratio p-value

Const 1.42382e+08 2.90807e+08 0.4896 0.62949

ELE.DUMM 3.4117e+08 5.31657e+08 0.6417 0.52800

Sub.T 2.77186 0.145837 19.0065 <0.00001
Mean dependent var 2.66e+09 S.D. dependent var 4.61e+09
Sum squared resid 2.66e+19 S.E. of regression 1.13e+09
R-squared 0.945583 Adjusted R-squared 0.940400
F(2, 21) 182.4543 P-value(F) 5.31e14
Log-likelihood —532.6438 Akaike criterion 1071.288
Schwarz criterion 1074.822 Hannan-Quinn 1072.225
Rho —0.117586 Durbin-Watson 1.927581

White's test for Heteroscadasticity

Null hypothesis: Heteroscadasticity not present

Test statistic: LM = 18.4086

with p-value = P(Chi-square(4) > 18.4086) = 0.00102663
Correlation of ELE.DUMM and Sub.T

ELE.DUMM | Sub.T
ELE.DUMM | 1
Sub.T 0.0667 1
r =0.0667

Table 6 above shows an R-squared of 94%, which implies thaio®46tal variation in Government Consumption Expenditure
at times t is explained by the variations in Subsidies/Transfers and Elpetiods. On the overall, the regression equation is
statistically significant given that the P-value (F) is less than 0.05.
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Moreover, DW = 1.927581R%. And 1.927581 lies within 1.5 and 2.5. Therefore there igrablem of autocorrelation; thus the
model is sensible, acceptable and spurious free.

Again, the (White's) Heteroscadasticity test above indicates that the variaheeesfor terms is not same for all independent
variables given that the p-value of the Observed LM (chi-squar&<0ils could be because the sample size is less than 30 (as
stated in the limitations). However, given that at least the standard efrong of the estimates is relatively very small, the
problem of Heteroscadasticity is not much to worry abo(amodar and Porter, 2008) and finally, the simple correlation
coefficient r, of the independent variables, given as 0.0667 shawthtre is no problem of multicollinearity. Thus the high

is not misleading at all.

On the explanatory variables, the coefficient of Subsidies/Trarisfeis,positive as expected; and as expedigds positive as

well.

The above PBC estimation in table 6 indicates that, as exped&ttiois has a positive relationship with Government
Consumption Expenditure. Specifically, ceteris paribus, in an electem gevernment consumption expenditure (Gov.C.Exp)
increased by 3.4117e+08.

However, this impact is not statistically significant at 5% level; thus it camneaid categorically with empirical backing that
there is an effect of election on the expansion of governmeenédiure. Hence, government consumption expenditure shows no
PBC trend in Ghana. In other words, it means that, although ELE.Db#fficient shows the expected relationships with
Gov.C.Exp, it is not enough to suggest as a "politico-electoral mlatigm". This is contrary to the findings of Tarawalie (2011)
for Ghanaian economy between the periods of 1990 to 20idn whey found that in opportunistic perspective, that fiscal
expansion indicates electoral cycle.

Table 7.Results for Model 2; Fiscal Deterioration Model/OLS, using observatior-2993 (T = 24)/Dependent variable:

FIS.DEF

Coefficient Std. Error t-ratio p-value
Const —3.31098e+08 2.33879e+08 -1.4157 0.17153
TaxRev 0.612185 0.044692 13.6979 <0.00001
ELE.DUMM 2.89625e+08 4.08689e+08 0.7087 0.48632
Mean dependent var 1.40e+09 S.D. dependent var 2.62e+09
Sum squared resid 1.57e+19 S.E. of regression 8.65e+08
R-squared 0.900562 Adjusted R-squared 0.891092
F(2, 21) 95.09327 P-value(F) 2.98e11
Log-likelihood —526.3339 Akaike criterion 1058.668
Schwarz criterion 1062.202 Hannan-Quinn 1059.605
Rho 0.103976 Durbin-Watson 1.579270

White's test for Heteroscadasticity

Null hypothesis: Heteroscadasticity not present

Test statistic: LM = 13.0311

with p-value = P(Chi-square(4) > 13.0311) = 0.0111249
Correlation of ELE.DUMM and TaxRev.

ELE.DUMM TaxRev
ELE.DUMM 1
TaxRev 0.0647 1
r =0.0647

Table 7 above shows an R-squared of 90%, which implies thao®®8tal variation in Fiscal Deficit at times t is explained by
the variations in Tax revenue and Election years . On the ovbmlegression equation is statistically significant gitrext the
P-value (F) is less than 0.05.

Moreover, DW = 1.57927@?. Therefore there is no problem of autocorrelation; thus the modehsibles acceptable and
spurious free.

Again, the (White's) Heteroscadasticity test above indicates that the variaheeesfor terms is not same for all independent
variables given that the p-value of the Observed LM<0.05 significaat [&his could also be because the sample size is less
than 30 (as stated in the limitations). However, given that at least therstamta of one of the estimates is relatively very
small, the problem of Heteroscadasticity is not much to worry about (Carea Porter, 2008) and finally, the simple
correlation coefficient r, of the independent variables, given a4 D.§iows that there is no problem of Multicollinearity. Thus
the explanatory variables are not highly associated. Heheznot misleading at all.

On the explanatory variables, the coefficient of TaxRev. (Tax revéruis)positive, contrary to expectation and algas
positive as expected.
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The above PBC estimation in table 7 indicates that, as expected, Hdwi®m positive relationship with the growth in Fiscal
Deficit. Specifically, in any election year, fiscal deficit increadsd2.89625e+08. However, this impact is not statistically
significant at 5% level. Therefore it cannot be said categorically withirmal backing that fiscal deficit deteriorates more in
elections. Thus, Fiscal balance shows no PBC trend in Ghana. In ottds, wlthough ELE.DUMM coefficient shows the
expected relationships with FIS.DEF, it is not enough to suggest thasitisesult of a "politico-electoral manipulation”. This is
contrary to the findings of Tarawalie et al (2011) for Ghanaian eopi@tween the periods of 1990 to 2011, when they found
that in opportunistic perspective, that fiscal expansion indicates electolal cy

Table 8.Results for Model 3: RGDP Expansion Model/ OLS, using observations THS(Z = 24)/ Dependent variable:

RGDP
Coefficient Std. Error t-ratio p-value
Const —8.14362e+08 5.69919e+08 -1.4289 0.16774
ELE.DUMM —1.88426e+09 9.75314e+08 -1.9320 0.06697
Cap.Exp 15.3568 0.252747 60.7593 <0.00001
Mean dependent var 1.78e+10 S.D. dependent var 2.62e+10
Sum squared resid 8.94e+19 S.E. of regression 2.06e+09
R-squared 0.994352 Adjusted R-squared 0.993814
F(2, 21) 1848.673 P-value(F) 2.48e24
Log-likelihood —547.1992 Akaike criterion 1100.398
Schwarz criterion 1103.933 Hannan-Quinn 1101.336
Rho 0.148041 Durbin-Watson 1.687941
White's test for Heteroscadasticity
Null hypothesis: Heteroscadasticity not present
Test statistic: LM = 8.18115
with p-value = P(Chi-square(4) > 8.18115) = 0.0851633
Correlation of ELE.DUMM and Cap.Exp.
ELE.DUMM Cap.Exp,
ELE.DUMM 1
Cap.Exp 0.07083252 1

r =0.07083252

Table 8 above shows an R-squared of 99%, which implies thab®88tal variation in Real GDP is explained by the variations
in Capital Expenditure and Election years.

On the overall, the regression equation is statistically significant giharthe P-value (F) is less than 0.05. Moreover, DW =
1.6879:R2. Therefore there is no problem of autocorrelation. Thus the modelsiblee acceptable and spurious free.

Again, the (White's) heteroscedasticity test above indicates no problemeobdredasticity. Given that the p-value of the
observed LM>0.05 level. Hence the variance of the error term is hodassiceand finally, the simple correlation coefficient r,
of the independent variables, given as 0.0708 shows that therpristiem of multicollinearity.

On the explanatory variables, the coefficient of Cap.Exp. (Capiteneijure)b,, is positive as expected. However, contrary to
expectationp, is not positive.

The above PBC estimation in table 8 indicates that contrary to expectléotions have negative relationship with RGDP;
indicating that election year has a negative impact on RGDP expatSpenifically, in any election year, RGDP falls by
1.88426e+09, ceteris paribus. However, this impact is not statistically signifiCherefore, althouglth, is not statistically
significant at 5% level, this study still fails to reject the null hypothesisRIGDP does not expands in election years explicitly
on the evidence thab;<0; showing that RGDP actually contracts in election years. Thus, RGiW sto PBC trend in Ghana.
This is consistent with the findings of Tarawalie (2011) for Ghanedamomy between the periods of 1990 to 2011, when they
found that in opportunistic perspective, GDP growth does not tedalactoral cycle. Sackey and Campah-Keyeke (2012) also
found no election influence on GDP growth for Ghanaian ecorasmwell; andAlesina (1997) concluded the same for both the
USA and OECD economies.

SUMMARY
This study set out to establish the existence of political business cycleifPBEana and its macroeconomic effects. To achieve

these, three objectives were set to:
1. determine whether government consumption expenditure expandsnebeetion years;

129



Political Business Cycle and its Effects on the Ghanaian Economy

Global Journal of Management Studies and Resear ches, 2(2) 2015

2. determine whether fiscal balance deteriorates more in election years and

3. determine if GDP expands more in election years.
The study focused on the opportunistic political business cygeopsunded by Nordhaus (1975) and Rogoff (1990) models as
a theoretical framework. The examination of the empirical resfilfse study was achieved through the Ordinary Least Square
(OLS) regression method. And the findings of the study are summhagdollows: In Ghana, the expansion of government
consumption expenditure is not significantly influenced by elegtieniods. In other words, government consumption spending
does not follow a PBC trend. However, given that there exist a posii@gonship between election years and government
consumption spending; and given also that the number of yedasaosamples considered is 24, less than the generally accepted
standard of at least 30 samples, suggests strongly the likelihood thatinweittas democracy deepens, the evidence of political
business cycle in Ghana as regards the government consumptiatingpeould be empirically glaring. On the fiscal
deterioration model, the findings suggest no PBC trend. In other Viecd$ balance in Ghana does not deteriorate more in
election years. However, similar to the findings of the governmemgwnption expenditure, fiscal deficit showed a positive
relationship with election years. And given the limitation posed bwtineber of data samples, it is a very likely that with time, it
could be establish that fiscal balance follows PBC trend. Firtalyempirical result suggests that GDP growth does not
follow a PBC trend. The relationship between GDP and election years stmoexplicit negative sign. However, given that the
empirical findings shows a positive relationship between governmesuegmion spending (fiscal expansion) and election
years, there is a strong likelihood that, with time, GDP growth siikdinf PBC trend.

RECOMMENDATIONS

The empirical findings of this study clearly suggest that PBC does mgit iexGhana, given that fiscal expansion, fiscal
deterioration and GDP does not follow PBC trend. However, the resuhg discal expansion and fiscal deterioration models
met the necessary condition that could suggest PBC in Ghana asrdeyrdeepens. In other words, fiscal policy could be a very
strong tool that incumbent can readily exploit for vote winrim@hana. To this end therefore, this study recommendd fisca
discipline through:

1. An intense parliamentary oversight of the government budget. Parfamust ensure that every government budget
presented to it is well scrutinized even if it means contracting the seofiexternal auditor.

2. An adoption of a national development plan. This will reduceramecessary increase in fiscal spending in election
years in the name of infrastructural development.

3. An effective check and control of political parties' financinhdugh a law already exist requiring parties to disclose
its sources of finance, the ante must be upped through regular gumjitan independent body under the auspices of
the judiciary. This way the incumbent’s exploitation options will be limited.

4. An effective monetary policy. The central bank must avoid amy b monetary accommodation due to fiscal
expansion or deficit financing especially in election years.

CONCLUSION

Although this study did not establish political business cycle (PBC) egésten Ghana, PBC has serious macroeconomic
consequences and is quite prevalent in developing countries. |I80(¥899) Schuknecht (19985chuknecht (1996 Brender

and Allan (2005) and Block (2003); all established the existandeeffects of Political Business Cycle (PBC) in developing
countries including Sub-Saharan Africa. From higher inflation to highemployment, lower economic growth, fiscal balance
deterioration and so much more; not to mention the multiplier eféectavell, PBC can be a stumbling block to a nation's
progress. With time, as democracy deepens in Ghana, PBChmuldll pronounced if not checked. The onus thereforeties
any citizen of this great nation who finds himself or herself in gouent or any key institution to think about Ghana first.

Fiscal and monetary authorities must ensure therefore that relevant esitvefpolicies are undertaken. This will ensure that
even as democracy deepens in Ghana, the likelihood of Adiitisiness Cycle raising its ugly head in Ghana is reduced to the
barest minimum.
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