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Abstract: We assess whether the partisanship of local councils affects the level
and composition of local public spending by German municipalities. Our identi-
fication strategy exploits changes in the party with the absolute majority in the
local council, combining an instrumental variable strategy with a matching ap-
proach to address potential selection into treatment. We find evidence for strong
partisan effects: Communities with a left-wing council majority spend more on
‘people-oriented’ public goods and less on infrastructure than communities with
a right-wing dominated council.
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1 Introduction

Do political parties matter? That is, do they offer different policy platforms to vot-
ers and do they, once elected, implement different policies? Seminal models by
Hotelling (1929) and Downs (1957) reject that notion and suggest that parties move
to the center of the policy space and capture the median voter. Later work high-
lights that the median voter theorem relies on a set of non-trivial assumptions
and shows that policy divergence may emerge under alternative assumptions (e. g.
Wittman (1983) Calvert (1985), Cox and McCubbins (1986), Glaeser et al. (2005)).
If politicians, for example, do not only care about being elected — as assumed
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in Downsian models — but also about implemented policies, parties cannot offer
credible platforms that deviate from their representatives’ underlying policy pref-
erences (Alesina (1988)).!

In this study, we empirically test for partisan effects on policy outcomes. The
paper adds to the flourishing empirical literature on the topic 1) by assessing par-
tisan effects on the local level (where existing work is still limited and result pat-
terns tend to vary across studies, see below); 2) by relying on a rich dataset on
local public spending that allows testing for partisan effects in detailed spending
areas; 3) by proposing a new empirical strategy to identify partisan effects on the
local level. Our findings point to strong partisan effects: Communities with a left-
wing council majority tend to spend more on ‘people-oriented’ public goods and
less on infrastructure than communities with a right-wing dominated council.

Our testing ground are German municipalities. In the main analysis, we as-
sess whether the partisanship of local council majorities impacts on the level and
composition of local public spending by German municipalities. For that pur-
pose, we exploit detailed data on municipality spending across different spending
categories between 1994 and 2006, including e. g. spending for child and youth
care, culture and infrastructure. The data is linked to information on the party
composition of local councils, which are the local legislative bodies that decide
on local spending policies and taxes. To avoid that we confound partisan effects
with differences between councils with absolute majorities and coalition majori-
ties (e. g. reflecting common pool problems in council coalitions, see e. g. Persson
etal. (2007), Merildinen (2019)), we focus in the analysis on jurisdictions with a
change in the party with the absolute majority in the local council.

Our empirical analysis is a fixed effect approach that compares changes in
local spending policies when council majorities change from the main left-wing
party SPD to the main right-wing party CDU/CSU or vice versa. To address poten-
tial selection into treatment, we rely on an instrumental variable (IV) strategy that
exploits variation in party support at the federal level for empirical identification
and draws on data from monthly opinion polls on intended voting behavior in
federal elections (‘If next Sunday were to be a federal election day for the German
national parliament, which party would you vote for?’). There are different poten-
tial shifters of intended voting behavior at the federal level, including changes in
the perceived competence and popularity of party representatives at the national
level (e. g., members of the national parliament or the national government) or

1 Note that political parties owe their existence to the benefits they provide to voters and political
candidates. Snyder and Ting (2002), Caillaud and Tirole (2002) and Levy (2004), for example,
stress that parties help reducing information, agency and commitment problems.
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perceived changes in their political positions. Exogenous events may also alter
federal policy preferences; the ‘Fridays for Future’-protests, e. g., were associated
with an increase in the support for the green party in Germany. Less than perfectly
informed voters may rely on signals on party performance and party positions at
the federal level — which are often more salient due to better media coverage — to
proxy for expected party performance and positions at the local level; changes in
federal party support may, therefore, trigger changes in local party support. Our
empirical identification strategy exploits that in some jurisdictions these federal
trends in party support imply that parties gain the majority of council seats, in
others not. Common trends, like shifts in the general policy preferences of the
electorate (that affect both, policy decisions at the federal and the local level ir-
respective of the party affiliation of decision makers) or common socio-economic
shocks — are absorbed by (state-)year fixed effects in the estimation approach.

We, moreover, couple the instrumental variable strategy with an entropy
matching approach (e. g. Hainmueller (2012)) to acknowledge that identification
partly relies on differences in the initial vote shares for parties in council elections
at the outset of our sample period. Specifically, we match localities with compa-
rable spending patterns in the pre-election period and, on top of that, augment
the empirical approach by a rich set of municipal-level control variables to ensure
unbiased results.>

Our findings point to significant partisan effects. Specifically, a council seat
majority of the main left-wing party SPD is associated with more spending for
people-oriented public goods and less spending for infrastructure public goods
relative to councils dominated by the main conservative party CDU/CSU. Quanti-
tatively, the share of spending assigned to ‘people goods’ increases by 3.6 percent-
age points and the spending assigned to infrastructure goods drops by 7.2 percent-
age points respectively, which is quantitatively significant. Our results, in turn,
reject partisan effects on tax setting behavior. In addition, we present a sensitivity
analysis, where we use a RD design to assess whether the partisanship of mu-
nicipalities’ mayors impacts local spending choices. Institutionally, mayors can
influence policy outcomes by drafting and proposing legislation (which then has
to be enacted by a simple majority of votes in the local council). Our RD design
assesses whether spending policies systematically differ between municipalities
where SPD mayoral candidates marginally won or marginally lost an election. The

2 To ensure covariate-balancing (see, e. g., Hainmueller (2012)), we employ entropy-balancing
and match on the first two moments of the distribution of the matching variables as well as on
the mean of federal state dummies.
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findings are broadly consistent with our baseline results: SPD mayors are found
to spend more on ‘people-oriented’ goods and less on infrastructure.

Our paper contributes to a flourishing empirical literature on partisan effects.
The more recent literature predominantly uses regression discontinuity designs
for empirical identification (e. g. Lee etal. (2004), Ferreira and Gyourko (2009),
Albouy (2013) and Curto-Grau etal. (2018)).> Our paper departs from this litera-
ture by using a different identification strategy, which arguably identifies partisan
effects less locally than RD designs.”

Most of the existing work, moreover, tests for partisan effects on the national
or state level (see e. g. Besley and Case (2003), Lee et al. (2004), Potrafke (2011a)
and Potrafke (2011b)). Compared to this well-developed literature, analyses on the
local level are still relatively limited — despite the fact that insights from higher fed-
eral tiers may not carry over to the local level, where interjurisdictional mobility
is high and Tiebout sorting into homogenous local units or competition for mo-
bile tax bases may limit the scope for partisan politics (e. g. Ferreira and Gyourko
(2009)).” Existing work for the local level, moreover, largely focuses on the iden-
tification of partisan effects for policy outcomes other than government spending
(see e. g. Sole-Olle and Viladecans-Marsal (2013), Folke (2014), Freier and Oden-
dahl (2015)). Among those papers that consider public spending, most use total
spending or broad spending categories (Pettersson-Lidbom (2008) and Ferreira
and Gyourko (2009)) so that fine grained compositional spending changes are not
observed. Our paper, in turn, is similar to Fiva et al. (2018) in that we can draw on
detailed information on the level and composition of government expenditures.
Our results show that the use of fine-grained spending data is essential: while
we, similar to Ferreira and Gyourko (2009) and in contrast to Pettersson-Lidbom
(2008), do not observe partisan effects in overall government spending, our find-

3 Note that regression discontinuity design is also used in strands of the literature that test for
other consequences of electoral outcomes, e. g. incumbency effects (Lee (2008) and Fiva and Lie
Rohr (2018)) and private returns from winning an election (Kotakorpi et al. (2017)).

4 RD designs sacrifice external for internal validity by identifying very local treatment effects in
elections with a 50-50 tie between left and right wing vote shares. In our instrumental variable
framework, the effect is identified less locally as we compare localities where tailwind from fed-
eral partisan support is and is not sufficient for contending parties to win the majority of council
seats. Treatment and control communities also comprise municipalities where the contending
party won and lost the local election at larger vote margins. Note, moreover, that there has been
some debate on sorting at the threshold of close elections (see Caughey and Sekhon (2011), Eggers
etal. (2015)).

5 The literature has, moreover, emphasized the political, and legal constraints faced by local
policymakers. In many policy areas, responsibility is, for example, shared with higher federal
tiers, which limits partisan behavior (e. g. Gerber and Hopkins (2011)).
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ings point to partisan effects in detailed spending sub-categories, namely spend-
ing for social services and streets.

Most existing studies for the local level, moreover, either assess effects of may-
oral partisanship on policy outcomes in the context of a majoritarian voting sys-
tem (e. g. Ferreira and Gyourko (2009) and Gerber and Hopkins (2011)) or focus on
the effect of political power of parties in the local council in the context of a propor-
tional representation system (e. g. Folke (2014), Freier and Odendahl (2015), Fiva
etal. (2018)). Our main analysis determines the effect of changing seat majorities
for the main left-wing and right-wing party in German local councils, in turn. Note,
moreover, that estimates for partisan effects at the local level display considerable
heterogeneity. Ferreira and Gyourko (2009), for example, reject quantitatively sig-
nificant partisan effects at the local level, while other work — including this paper
—does find significant effects. This may reflect differences in the aggregation level
of employed data (see above), but also differences in institutional contexts and
testing grounds.®

The remainder of the article is as follows. Section 2 describes the institutional
background and the data. The methodology is outlined in Section 3 and Section 4
presents the results. Finally, Section 5 concludes.

2 Institutional background and data

Our empirical analysis assesses the impact of partisanship of local council majori-
ties on overall local spending and the composition of municipal spending using
West German localities as a testing ground.” In the following, we describe the in-
stitutional background and the data set used for the empirical analysis.

6 To illustrate this, consider the study of Freier and Odendahl (2015) who find that increases in
the voting power of the main left-wing party SPD are associated with lower tax rate choices by
municipalities in the German state of Bavaria. The authors rationalize this finding with specifics
of the Bavarian state, with many CSU dominated local councils and a state government where
the CSU, until recently, held an absolute majority since 1970. This could induce CSU local offi-
cials to shy away from tax competition — a constraint that does not hold the SPD back. In line
with that notion, our results do not confirm the negative SPD-effect on tax choices when also
considering other German states in the analysis. An alternative explanation for the difference in
result patterns is that we study the effect of changes in absolute council majorities, while Freier
and Odendahl (2015) study the effect of changes in parties’ political power in the context of coali-
tions.

7 We focus on West Germany as data for public goods and service spending is available for a
longer time span in these localities compared to their East German counterparts.
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2.1 Institutional background

According to the German constitution, German municipalities have elected leg-
islative bodies and governments and have the right to solve any local matters au-
tonomously (Article 28 of the German constitution). Localities generate income
mainly from three sources. Firstly, a fraction of the personal income tax and the
value added tax revenue administered at the federal and state level are distributed
to German municipalities based on fiscal rules. Second, municipalities receive
general and special grants by higher government tiers. Third, localities have two
(major) own revenue instruments at hand: firstly, they autonomously set the local
business tax rate, levied on business income earned within their borders and sec-
ondly, they choose the local property tax.® The majority of tax revenues from these
two sources remains with the locality, only a minor fraction is redistributed by fis-
cal equalization schemes.’ Note that the own tax revenue instruments generate a
significant fraction of local income (on average about 20 %).'°

German municipalities moreover provide various local public goods and
services, e. g. related to the construction and maintenance of roads, sewerage,
kindergartens and primary schools. Further, municipalities have to provide so-
cial benefits to the unemployed and social welfare recipients. Additionally, pub-
lic goods and services related to culture and sport facilities, tourism, and public
transport may be provided. While some expenditures are mandatory, includ-
ing administration, social security and financing liabilities, others are optional,
including e. g. spending for theaters, youth centers, the promotion of science,
health care, sport and recreation facilities.

Finally note that legislative processes in the local councils are regulated in
the municipal codes of the community’s hosting state, which are, however, highly
similar across German states. Most importantly, in all federal states a simple ma-
jority of votes in the local council is required to enact changes in tax and spending
policies.! On top of that, the mayor has some role in proposing and drafting leg-
islations in all states, which implies that partisan effects may emerge with regard
to the party composition of the local council as well as the party affiliation of the
mayor. Our main analysis will assess the former; in robustness checks, we test

8 Note that Germany localities set two property taxes (A and B). Property Tax A is applied on
land used for agriculture and forestry. Property Tax B is used for any other build-up property.

9 Municipalities may also levy other minor local taxes (e. g. a ‘dog tax’).

10 Calculations are based on our sample and the year 2006.

11 Specifically, in all states, the tax and spending choices for the upcoming fiscal year are set in
the budget-bye law for the upcoming fiscal year which has to be deliberated and adopted by a
majority vote of the local council.
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Table 1: Elections for the Local Council by State and Year (1993 to 2006).

Year
State 93 94 95 96 97 98 99 00 01 02 03 04 05 06
Schleswig-Holstein Y Y Y
Lower Saxony v Y Y
North Rhine-Westphalia Y Y Y
Hessia Y Y Y Y
Rhineland-Palatine Y Y Y
Baden-Wuerttemberg Y Y Y
Bavaria Y v
Saarland Y v Y

Source: Own data collection.

for the latter. Note, moreover, that mayors are elected directly, with election dates
varying across municipalities (also within a given state) and not being aligned
with the election of local councils. Council elections are, in turn, synchronized
for municipalities within the same state but vary between states. Table 1 depicts
council election years for the West German states in our sample during our sample
frame.

2.2 Data

As described above, the purpose of our analysis is to test for partisan effects on
local government spending. Our analysis relies on rich data for spending of West
German localities between 1992 and 2006, which is drawn from municipalities’
accounting information provided in the Jahresrechnungsstatistik. East Germany
is disregarded as spending information is available from the late 1990ies onwards
only. The spending data allows us to construct spending items for detailed and
disaggregated expenditure categories. Note that, although German municipalities
operate in a homogenous environment, their spending responsibilities are influ-
enced by their size and status. To increase the comparability of our sample mu-
nicipalities, we hence focus on small and mid-size cities with an average number
of inhabitants over our sample period between 1,000 and 50,000 and also exclude
urban cities (kreisfreie Staedte).

We define different variables to capture the size and structure of municipal-
ity spending, namely (In) overall real expenditures and (In) financial expendi-
tures as well as (In) voluntary expenditures.'? The voluntary spending measure

12 Financial expenditures comprise interest payments, debt service as well as taxes and grants
transfered to other government tiers.
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accounts for the fact that communities have a number of mandatory spending
obligations, which offer no room for partisan politics. The construction of the vol-
untary spending measure thus ignores expenditures that are organized and car-
ried out by higher government tiers, for example, at the county level. Second, we
exclude spending categories for which the voluntary dimension tends to be small.
See Footnote 13 below for details on the specific spending categories that enter the
voluntary spending variable.

To test for partisan effects on spending policies, we, in a first step, account
for four relatively broad spending categories. These are (1) spending for general
public goods, (2) spending for ‘people-oriented’ public goods, (3) spending for cul-
ture and (4) spending for infrastructure public goods. Each of the blocs, except of
culture spending, consists of several subcategories. Spending for general public
goods consists of spending for (1.1) public administration, (1.2) public safety and
(1.3) commercial enterprises (e. g. own utility or public transport firms). Spending
for people-oriented public goods consists of spending for (2.1) schools, (2.2) recre-
ation (as parks and sport facilities) and (2.3) spending for people in need (social
spending). Spending for infrastructure public goods consists of spending for (3.1)
roads, (3.2) public facilities (e. g. sewerage, waste but also public markets) and
(3.3) economic promotion.

Testing for partisan effects based on these broad categories offers the advan-
tage, that estimates are expected to be more precise if the chosen subcategories
are substitutes (what we presume). We will, however, in the following also test
for partisan effects based on individual spending sub-categories. Note, moreover,
that in defining these spending sub-categories, we focus on voluntary spending
that local policymakers can plausibly control.”?

13 All expenditures in the public administration category are defined as voluntary spending.
In term of public safety, spending for policy, public order and the fire department are classi-
fied as voluntary and spending for the environmental office and emergency management as
non-voluntary. All spending related to public companies is classified as mandatory. For schools,
spending on primary and secondary schools as well as spending on schools with special needs is
classified as voluntary, while spending for administration, vocational schools, technical schools,
school transport and other school-related spending is classified as mandatory. In terms of cul-
ture, voluntary spending comprises spending for science and research, museums, collections,
theaters, concerts, public education and local heritage; non-voluntary spending in that cate-
gory comprises spending for administration and churches; in the social spending category, we
classify spending for social welfare centres, nurseries, children and youth work and support for
soon-to-be mothers as voluntary spending. Non-voluntary in that category comprises spending
for administration, social welfare, support for war victims, support for education, support for
young adults and support for families. In the ‘recreation spending’ category, voluntary spend-
ing includes spending for sports and own sport venues, public swimming pools, parks and gar-
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Table 2: Descriptive Statistics for Overall Spending and Control Variables.

Mean Median Std. Dev.

Overall revenue in million Euro 12.20 6.22 15.59
Real expenditure in million Euro 7.47 3.64 9.96
Financial exp. in million Euro 5.12 2.62 6.57
Overall voluntary public good spending 41.54 41.90 12.67
(as a fraction of overall spending)

Local business tax multiplier 336 330 33
Population in 1000 7.21 3.77 8.38
Share population under 20 0.23 0.23 0.02
Share population over 65 0.17 0.17 0.02
Employees in 1000 2.31 1.23 2.66
Unemployment rate (County) 9.03 8.80 2.28
Debt per capita 929 920 300

Notes: The sample includes jurisdictions with two election periods, for which either there was an
unchanged SPD or CDU majority in the local council or the council majority changed from SPD to
CDU or from CDU to SPD. Overall there are 1364 observations with two-election periods (corre-
sponding to 1058 unique municipalities). Some jurisdiction-election periods are included more
than once (for example a jurisdiction with three election periods (SPD, SPD and CDU) is included
with the election periods SPD-SPD and also with the two election periods SPD-CDU). Note that
municipalities set a tax multiplier for the local business tax that is reported in the table. The tax
burden is calculated as the product of this multiplier and a base rate (‘Messzahl’) that was 5 %
for incorporated businesses during our sample period.

Source: Authors’ calculations based on Statistik Lokal and Jahresrechnungsstatistik 1994 to
2006.

See Tables 2 and 3 for descriptive statistics. On average municipalities have
overall real expenditures of about 747 million Euro and financial expenditures
of about 5.12 million Euro. The average share of voluntary expenditures to over-
all real expenditures is 42 %. General public spending, spending for ‘people-
oriented’ goods and infrastructure spending make up broadly one third of overall
spending each. Spending for cultural goods is, in turn, a small post in communi-
ties’ budget.

dens, other recreation facilities. Non-voluntary spending in that category comprises spending
for administration, hospitals, other health spending. Spending for local streets, county streets,
street lightning and parking facilities is, moreover, considered to be voluntary, while spending for
state and country streets as well as rivers is classified as mandatory. In terms of public facilities,
markets and other public facilities are considered voluntary, while sewerage and waste disposal,
slaughterhouses and death care are mandatory.
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Table 3: Descriptive Statistics for Spending Composition.

Mean expenditure shares for... ...based on...

as fraction of real overall spending in % overall expenditures voluntary expenditures

General public goods 26.01 17.24
Administration 13.96 13.11
Public safety 4.49 4.13
Commercial enterprises 7.56 0.00

‘People-oriented’ public goods 33.75 18.35
Schools 10.69 7.78
Recreation 5.57 4.00
Social 17.49 6.58

Culture 1.80 1.22

Infrastructure public goods 38.42 21.65
Traffic 18.10 15.46
Public facilities 17.93 4.45
Economic promotion 2.40 1.74

Notes: See the notes to Table 2 for the sample definition and the main text for the definition of
the depicted variables.

Source: Authors’ calculations based on Statistik Lokal and Jahresrechnungsstatistik 1994 to
2006.

The sketched spending data is linked to information on the party composi-
tion of the local council obtained from the German Federal Statistical Offices. As
will be presented in the next section, our empirical identification strategy relies
on changes in the party composition of the local council in the wake of council
elections. As indicated above, the timing of council election varies across German
states (as does the term length, which varies between four and six years, see Ta-
ble 1). On average, we observe three election periods per state within our data
frame.

The party composition of local councils in Germany is shaped by the five main
parties, that are also active at the state or federal level, as well as several civil par-
ties that focus their activities to the local level. The five main parties are the Chris-
tian Democratic Union (CDU) and their Bavarian sister party the Christian Social
Union (CSU) in the German state of Bavaria — in the following, we will refer to
both as CDU-, the Free Democratic Party (FDP), the Social Democratic Party (SPD),
the Greens (B90/Gruene) and the party ‘Die Linke’. Following Pappi and Eckstein
(1998), these parties can be classified on a left-wing right-wing scale, where “Die
Linke” is on the extreme left and the FDP on the extreme right. SPD and CDU are
the moderate left and right-wing parties. The Greens are left to the SPD but are,
additionally, proponents of environmentally-friendly policies. Note that this clas-
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sification scheme cannot be used for the civil parties, whose programs tend to vary
between localities.

To ferret out partisan effects, we will in the following concentrate the analy-
sis on communities, where the local council is dominated by the large right-wing
party, CDU, or the large left-wing party, SPD, in the observed election periods, or
where there is a switch in the dominating party from SPD to CDU or from CDU to
SPD. Note that with ‘dominated’, we mean that the considered party holds more
than 50 % of the seats in the local council. This design helps us to, firstly, avoid ef-
fects related to divided governments and political coalitions and, secondly, does
not require classifying local civil parties with varying political positions on the
left-right-spectrum. Note, however, that this also implies that we disregard sam-
plelocalities, where the local council is either dominated by a civil party or there is
no dominant party at all. In the end, around 20 % of the West German municipali-
ties (= 1058 jurisdictions) enter our sample. Around 75 % of the municipality-year
observations are characterized by a local council that is dominated by the CDU
and 25 % by a local council dominated by the SPD.

We further merged information on socio-economic characteristics of the lo-
calities to our data. These include overall population as well as the age structure
of the population, number of employees, the unemployment rate and debt per
capita (the latter two variables are available at the county level only). Descriptive
statistics for the control variables for communities with an SPD or CDU dominated
council respectively are shown in Table 2. The average municipality has around
7.200 inhabitants and around 23 % (17 %) of the population are aged below 20
(above 65).

3 Methodology

We draw on an instrumental variable strategy to assess the impact of partisan-
ship of local council majorities on municipal spending choices. The second stage
model reads

Yie = 4Py + XK + A + Ko + @)

wherey;; depicts variables for the size and structure of local spending as described
in the previous section. Our main explanatory variable P; is an indicator that is
one if the main left-wing party SPD holds the majority (more than 50 % of the seat
shares) in the local council. The model includes municipality fixed effects A; and
state-year fixed effects x, hence absorbing time constant heterogeneity across
localities and common shocks to municipality spending in given states over time.
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In our sample period, we observe 59 jurisdictions with a switch in the dominant
party in the local council (44 from SPD to CDU and 15 from CDU to SPD). While this
number of treated observations is small, the strong sample requirements ensure
that the jurisdictions included in the sample are comparable.

The vector X;; comprises socio-economic control variables for our sample
jurisdictions. These include (linear and squared) (In) localities’ population (in
1000), (In) employed population, age composition of the jurisdiction as deter-
mined by the population shares aged under 20 and above 65 as well as the (In)
unemployment rate and (In) municipalities’ debt, all lagged by one period. We
also control for (In) higher governments grants, overall and for each of the ana-
lyzed subcategories. We report robust standard errors that account for clustering
at the municipality and election term level.

The empirical strategy hence resembles a difference-in-differences-design:
We compare adjustments in the spending pattern of localities with changing
council majorities in the course of local elections to localities where majorities
remained constant. The key identifying assumption is that there is a common
trend in the size and structure of local public spending of treatment and control
communities and spending patterns would have developed similarly in the ab-
sence of the treatment. We cannot rule out that this assumption is violated: There
may be confounding factors that correlate with treatment assignment and directly
impact the dependent variable. If municipalities, for example, face adverse eco-
nomic shocks or threats of future adverse economic shocks (e. g. important local
employers considering relocation), the electorate might push for adjustments in
public spending (e. g. increases in social spending and adjustments in investment
spending) and, simultaneously, give their vote to the conservative CDU/CSU at in-
creased rates, which are commonly perceived to have more economic competence
among their ranks (see e. g. Infratest-dimap (2019)). While actual changes in eco-
nomic conditions can be absorbed by observed control variables (e. g. the local
unemployment rate), signals of future shocks (e. g. considerations about plant
relocation of large local employers) may act as a confounder and are genuinely
unobserved.

We hedge against this threat by augmenting the fixed effect strategy with an
instrumental variable approach. The IV strategy exploits variation in party votes
at the local level induced by changing party support at the federal level, drawing
on data from monthly opinion polls on intended voting behavior prepared by the
‘Forschungsgruppe Wahlen’ — a scientific society — for one of the two main public
television channels in Germany. The poll is based on a representative sample of
the German population eligible to vote. Specifically, we use poll results for the fol-
lowing question: “If next Sunday were to be a federal election day for the German
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national parliament, which party would you vote for?”. There are different poten-
tial shifters of intended voting behavior at the federal level, including changes in
the perceived competence and popularity of party representatives at the national
level (e. g., members of the national parliament or the national government) or
perceived changes in their political positions. Exogenous events may also alter
federal policy preferences; the ‘Fridays for Future’-protests, e. g., were associated
with an increase in the support for the green party in Germany. Less than perfectly
informed voters may rely on signals on party performance and party positions at
the federal level — which are often more salient due to better media coverage — to
proxy for expected party performance and positions at the local level; changes in
federal party support may, therefore, trigger changes in local party support. Our
empirical identification strategy exploits that in some jurisdictions these federal
trends in party support imply that parties gain the majority of council seats, in
others not. Common trends in policy outcomes, for example related to shifts in
the general policy preferences of the electorate are absorbed by (state-)year fixed
effects.

Technically, the instrument is constructed as follows: For municipalities with
a SPD majority in the local council in the first election period, we predict the
seat share of the main contending party — the CDU - in the following election
smut +1 as the product of the actual seat share for CDU in the prior election
seatcdu, and the percentage-change in voting intention for the CDU in federal
elections between t and ¢ + 1, drawn from the opinion poll by ‘Forschungsgruppe
Wahlen’ Acdupoll;: se/aﬁut 1 = seatcdu; - (1 + Acdupoll;). If the initial CDU seat
share in a jurisdiction is, for example, 45 % and the intended vote share for the
CDU in the federal election increased by 20 % between t and ¢ + 1, then we predict
a CDU seat share of 54 % (= 45% - 1.2) in t + 1. The instrument logs that the CDU
wins the absolute majority if the predicted seat share s@ut +1 is above 50 %:
vmut a=1 (s@ut +1 > 50 %). We proceed analogously for municipalities with
a CDU majority in the local council at ¢ by predicting the change in seat share for
the main contending party, the SPD: se/a@dt +1 = seatspd, - (1+ Aspdpoll;) and the
emergence of a new SPD council majority @dt a=1 (se/atgdt + > 50%).

The variation is thus allocated to two instruments: Wut + and @dt -
By definition, the former (latter) instrument does not change for municipalities
with a CDU (SPD) majority in the election at t. Allocating the variation to two
rather than one instrument, allows us to test whether effects on policy outcomes
are symmetric when the SPD wins and loses the local council majority from/to
the CDU, as is expected under partisan behavior. If SPD council majorities, for
example, were associated with higher social spending than CDU majorities, we
would expect to see an increase (a drop) in social spending when the SPD wins
(loses) power. If adjustments, in turn, reflected changes related to simply winning
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an election, policy responses would be aligned. In the context of our example, so-
cial spending would then increase/decrease irrespective of the partisanship of the
new majority.

In terms of intuition, using @dm as an instrument implies that we com-
pare changes in the size and composition of public spending between localities
with unchanged council majorities and municipalities where tailwind from fed-
eral politics (e. g. related to variation in the popularity of party representatives in
the national parliament) predicts that the SPD wins the majority of local council
seats. Analogously, using anHut +1 @s an instrumental variable implies that we
compare changes in the size and composition of public spending between local-
ities with unchanged council majorities and municipalities where tailwind from
the federal level implies that the CDU wins the majority of seats in the local coun-
cil. The key underlying assumption is that shifts in partisan support at the federal
level are irrelevant for the municipal budget outcomes if it were not for their in-
fluence on the shifts in partisan majorities at the local level.

We consider this assumption to hold. First note that the difference-in-differ-
ences nature of the setup implies that we absorb common changes in underlying
policy preferences (that may affect both, policy decisions at the federal and the
local level irrespective of the party affiliation of decision makers) as they impact
policy outcomes in the treatment group and control group alike. We, in turn, ex-
ploit that federal trends in party support imply that parties gain the majority of
council seats in some municipalities, but not in others (depending on the initial
seat shares in the prior election, see below). Second, the fact that we use shocks
to voting intentions rather than actual changes in electoral outcomes at the fed-
eral level hedges us against concerns that shifts in federal party support may real-
locate resources from politically unaligned to politically aligned municipalities,
thereby affecting local budgetary outcomes. To further hedge against this concern,
we, moreover, control for federal grants received by localities from higher govern-
ment tiers in the estimation strategy.

A third concern arises because treatment assignment may correlate with a
party’s seat share at t: To see this, consider again the example sketched above:
If, in the construction of anEut +1» the share of intended votes for the CDU in
national parliamentary elections increases by 20 % between t and t + 1, the CDU
is predicted to gain the majority of council seats if the seat share at t is high (above
41.7 %), but not if it is low (below 41.7 %).1*

14 Note that a 20 % increase in federal partisan support for CDU (Acdupoll; = 0.2) is sufficient
for the CDU to gain the majority of council seats at t + 1 (wincdu,,; = 1and seatcdu;,; > 50 %) if
the initial seat share seatcdu; of the CDU at t was above 41.7 %.



DE GRUYTER Do political parties matter? =— 167

The IV strategy is therefore only valid if the initial seat share for SPD or CDU
does not affect changes in overall spending and spending composition.”” As we
cannot rule out such a correlation, we combine our difference-in-differences-IV
strategy with a matching approach. The underlying idea is to draw on observed
changes in spending patterns in the pre-election period and to re-weight treat-
ment group and control group such that pre-election (and thus plausibly com-
mon) trends in public spending are similar in the two groups. While our main
concern is that differences in initial seat shares (an observed variable) may lead to
different underlying spending trends, matching on pre-trends would also account
for other — observed and unobserved — reasons why underlying trends in the de-
pendent variable may differ between the treatment and control group.!® Note in
this context that, while the number of treated municipalities is rather small, the
matching analysis draws on a large pool of control jurisdictions with unchanged
council majorities.

The most often used matching approach in the literature is propensity score
matching (where the propensity score represents the likelihood of being treated).
It can be used to match observations, e. g. to find the closest control unit for every
treatment observation, or to weight observations to create balance between con-
trol and treatment units (see Imbens 2004: for a review). One particular assump-
tion of the propensity score approach — in addition to conditional independence
— is that the distribution behind the mean of the matching variables is the same,
as otherwise observed differences between treatment and control group remain
unaccounted and bias the estimated average treatment effect.

One recently proposed approach to overcome the lack of co-variante balanc-
ing in a selection-on-observables framework is entropy-balancing (Hainmueller
(2012)). The main advantage of this method is that covariate balancing is not just
assumed but enforced in a constrained, nonlinear estimation approach. The ap-
proach obtains weights for each targeted moment of the balancing/matching vari-
ables for treatment and control group subject to the balancing constraints. The
resulting weights can then be used in a weighted regression.!”

15 Note, however, that we only compare municipalities with aligned seat majorities at t (where
the contending party subsequently does and does not win the majority of council seats at ¢ + 1
respectively).

16 An alternative approach would be to simply control for the initial vote share in the empirical
model. We prefer our matching strategy as the approach does not rely on parametric assumptions
on the link between initial vote share and spending patterns and might also account for other
potential confounding factors as sketched in the main text.

17 One advantage of entropy balancing compared to coarsened exact matching, another covari-
ate balancing approach, is that entropy balancing does not disregard treatment and control ob-
servations that cannot be matched exactly.
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Therefore, we apply entropy balancing to balance spending patterns of treat-
ment and control jurisdictions in the year before the election (but will show that
using propensity score matching yields similar results to the ones presented in
our main model). As our analysis separately assesses adjustments in local spend-
ing in the wake of changes in council-majorities from SPD to CDU and vice versa
(see above) — and underlying spending trends may differ for localities where coun-
cil majorities switch from SPD to CDU and those where council majorities switch
from CDU to SPD-, we create two subsamples. Each of the two subsamples in-
cludes two consecutive election periods of jurisdictions. In the first subsample
(Panel A), we include two types of jurisdictions: (i) jurisdictions which had a CDU
majority in both election periods and (ii) jurisdictions which had a CDU majority
in the first election period and a SPD majority in the second election period. In
the second subsample (Panel B), we include (i) jurisdictions with a SPD major-
ity in the local council in both election periods and (ii) jurisdictions with a SPD
majority in the first election period and a CDU majority in the second election pe-
riod."®

We use the same set of matching variables for both subsamples. Specifically,
we include the two year change in (In) real expenditures, (In) financial expen-
ditures and the local business tax rate as well as the voluntary spending shares
for general public goods, people public goods, culture and infrastructure pub-
lic goods in the year prior to the second-period election. Further, we match on
state dummies. We target for all variables (except for the state dummies) mean
and variance of the distribution. The resulting balancing statistics for Panel A
and Panel B are shown in Table Al and Table A2 in the Appendix. The descrip-
tive statistics as well as the point estimates for the treatment indicator obtained
when regressing the matching variables on the treatment variable suggests that
the entropy balancing is highly effective as all variables in the re-weighted sam-
ple are very similarly distributed for treatment and control group. Please note
that we do not match on other jurisdiction characteristics as we control for them
in the regressions. In particular, in our baseline approach we do not match on
the levels of the matching variables as we include in all estimations municipal-
ity fixed effects. We address this, however, in a robustness check. Combining
both subsamples gives us our final estimation sample, which includes 1,364
two-election periods (or 1,058 unique jurisdictions) and 12,702 municipality-year
observations.

18 If we observe three election periods for a particular jurisdiction, the jurisdiction could be in
both subsamples depending on the majority.
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4 Results

Table 4 reports our baseline findings. Row (1) shows the results of our preferred es-
timation strategy, which is the instrumental variable approach using the entropy-
balanced sample. The dependent variables are the log of municipalities’ overall
real expenditures, financial expenditures, voluntary expenditures and localities’
spending composition as captured by voluntary spending shares for general ex-
penditures, ‘people-oriented’ expenditures, cultural expenditures and infrastruc-
ture spending. The main explanatory variable is a dummy variable indicating that
the SPD holds the majority of council seats, instrumented as described in the pre-
vious section. The sample accounts for all communities in our data, i.e. those
that experienced a switch from SPD to CDU and those that experienced a switch
from CDU to SPD (as well as the control municipalities, where majorities did not
change).

The F-statistic for the first stage is around 15 and thus suggests that our in-
struments are relevant. Moreover, the first stage point estimates are as expected
(the coefficient estimate for the instrument predicting switches from a CDU to a
SPD majority is 0.57 (se: 0.32) and the coefficient estimate for the instrument pre-
dicting a switch from a SPD to a CDU majority is —0.63*** (se: 0.13)). See the first
stage results reported in Column (1) of Table A5 in the Appendix.

The results suggest no impact of the partisanship of local council majorities
on ajurisdiction’s local business tax rate choice, general spending or spending for
culture. SPD majorities are, however, observed to devote a higher share of over-
all voluntary spending to people public goods and less to infrastructure public
goods. The effect sizes are with 3.6 and —7.2 percentage points substantial given
that the mean spending share of the respective categories is around 18 % and 22 %
respectively. Our result, furthermore, suggest that SPD majorities engage in lower
voluntary spending (as categorized by us). This could explain why the reduction
of infrastructure expenditures is larger than the increase in people-oriented ex-
penditures.

Furthermore note that, given that we have two instruments, one for the
change from CDU to SPD majorities and one for the change from SPD to CDU
majorities, we are able to assess directly whether the observed policy responses
are symmetric and hence reflect partisan behavior (i. e. wether we find similar
coefficient estimates for a; in Equation 1 irrespective of whether we use commu-
nities where council majorities switch from SPD to CDU or communities where
council majorities switch from CDU to SPD for identification); if that was not the
case, effects might, e. g., also reflect policy adjustments in the wake of winning
an election. The Hansen test is above 0.3 in all models despite the ones using log
overall spending and financial spending as dependent variables, indicating that
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we, in most instances, obtain similar estimates for the effect of SPD council ma-
jorities, irrespective of whether identification relies on switches from SPD to CDU
(as predicted by our first instrument) or switches from CDU to SPD (as predicted
by our second instrument).’®

This finding is corroborated when we reestimate the model in a subsample of
localities that either switch from a CDU to a SPD majority or have an unchanged
CDU council majority, denoted as ‘Panel A’ in Row (2) of Table 4, and a subsample
of localities that either switch from a SPD to a CDU majority or have an unchanged
SPD council majority, denoted as ‘Panel B’ in Row (3) of Table 4. As the first stage
F-statistic is below 10 in these subsample models, we report the results of reduced
form estimates, where we regress policy outcomes on the excluded instrument re-
spectively.?’ The result pattern resembles our baseline findings. Importantly, the
point estimate for people-oriented and infrastructure spending have the oppo-
site signs and are statistically significant in both subsamples, suggesting that the
identified policy adjustments reflect partisan effects rather than behavioral ad-
justments to gaining legislative power.

To assess whether endogeneity of some of our control variables may act as a
confounder, Row (1) in Table A6 in the Appendix reports the results when exclud-
ing our set of control variables. This leaves the result pattern largely unchanged.?!
The effect size is slightly reduced but the estimates are within the confidence in-
tervals of our baseline results. In Row (2), results are reported when estimating not
on the municipality-year level but when collapsing the data on the municipality-
election term level. Results are very similar. Moreover, we assess whether esti-
mates change when we not only match on changes in pre-election spending but
also on the levels. Since the matching does not converge when matching is in ad-
dition on state-indicators, Row (3) in Table A6 shows the results when matching
only on changes in pre-election spending patterns but not on state-indicators. The
precision of the estimates is reduced and the effect sizes are somewhat larger but
again within the confidence intervals of our baseline results.?”” Row (4) then shows

19 Changes in overall and financial spending may, in turn, also partly reflect behavioral adjust-
ments to switches in council majorities in general.

20 In Panel A, the point estimate when regressing the SPD majority indicator on the instrument
that predicts changes from a CDU to a SPD council majority (excluding our full set of control vari-
ables) is 0.31* (0.16). In Panel B, the point estimate when regressing the SPD majority indicator
on the instrument that predicts switches from a SPD to a CDU majority is —0.58*** (0.13).

21 First stage results for the specifications in Table A6 are presented in Table A5 in the Appendix.
22 Note that our instruments become weak when state indicators are dropped from the model.
Changes in federal partisan support thus tend to be a good predictor for actual changes in local
council majorities when comparing municipalities within the same state, but less so when com-
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the results when matching on levels as well as changes in pre-election spending.
The balancing statistics suggest again a successful strategy (see Table A3 and Ta-
ble A4). The results are very similar to the ones in Row (3), suggesting that the mu-
nicipality fixed effects absorb level differences in the baseline model.?® In the last
row of Table A6, we, moreover, rerun our baseline model using standard propen-
sity score matching rather than entropy matching, which yields qualitatively and
quantitatively unchanged results.

Table 5 further refines the analysis and assesses which subcategories within
the broader categories of ‘people-oriented’ spending and infrastructure spend-
ing are driving the results. Increased ‘people-oriented’ spending under SPD-
dominated local councils is suggested to particularly reflect higher social spend-
ing (around 50 %) and higher spending for recreational goods (35 %), while lower
infrastructure expenditures is suggested to particularly reflect lower spending
for streets (90 %) and lower spending for economic promotion (10 %). Note that
the Hansen tests again support the notion that the observed differences reflect
partisan behavior (as symmetric effects of SPD-majorities are observed when
identification relies on changes from SPD to CDU majorities and vice versa). Re-
duced form estimates in the subsamples of Panel A and B largely confirm these
findings (see Rows (2) and (3) of Table 5).

Finally, Table 6 intends to refine the interpretation of our results. Specifically,
our main findings suggest that spending shares for infrastructure drop under SPD-
dominated local councils, while spending shares for people-oriented public goods
increase; in quantitative terms, the decline in infrastructure spending, however,
appears to outweigh the increase in people-oriented expenditures. The baseline
table already suggests that this pattern is matched by a drop in overall voluntary
spending under SPD-dominated councils. On top of that, we cannot exclude that
spending in other categories, namely voluntary general spending, may also in-
crease with SPD-dominated local councils — albeit the positive coefficient estimate
for the SPD dummy does not gain statistical significance in the latter instance.?

paring municipalities in different states. This points to non-negligble state-specific differences in
voting behavior that need to be absorbed in the analysis.

23 Table A7 in the Appendix, moreover depicts results of simple OLS models and models where
we use only the IV and only the matching strategy. Most importantly, note that we find results
qualitatively and quantiatively similar to our baseline estimates when we use the IV strategy
without matching. This suggests that initial seat shares do not systematically correlate with un-
derlying spending trends and do not pose a threat to the empirical identification strategy.

24 Using mandatory and voluntary spending for people public goods and infrastructure gives
very similar estimates. Since all spending shares are scaled by overall real spending, this suggest
that mandatory expenditures are not influenced by the majority party.
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Table 5: Estimation Results — Shares for Voluntary Spending in Subcategories.

Dep. Var. Expenditure Shares
‘People-Oriented’ Exp. Infrastructure Exp.
Schools Recreation Social Streets Public Economic
Facilities  Promotion
1) )] (3) @ (5) 6
IV & Weighted Sample: N = 12,702, F-Statistic First Stage: 15.67
SPD 0.5260 1.3130 1.7558** —6.8670*** 0.3679 —-0.7834*
(1.1192) (0.9962) (0.6230) (1.9743) (0.8119) (0.4255)
Hansen 0.480 0.618 0.714 0.687 0.653 0.670
Reduced Form & Weighted Sample: Panel A (CDU-CDU/SPD), N = 9,451
CDU-SPD 1.4332 0.6423 1.4866 —5.4865*** 2.1657 —-1.0959**
Instrument (0.8838) (0.5080) (0.9975) (1.3483) (1.2694) (0.4782)
Reduced Form & Weighted Sample: Panel B (SPD-SPD/CDU), N = 3,251
SPD-CDU -0.1037 -0.8712 -1.0328** 3.6361** -0.0783 0.6878*
Instrument (0.8702) (0.8942) (0.3817) (1.0847) (0.4787) (0.3204)
Control Var Y Y v v Y Y
Municipality FE v v v v v v
State-Year FE Y Y Y Y Y Y

Notes: Allregression include controlvariables, municipality fixed effect as well as state-year fixed
effects. The dependent variables are: the municipalities’ voluntary spending shares for schools
(Column (1)), recreation (Column (2)), social services (Column (3)), streets (Column (4)), public
facilities (Column (5)) and economic promotion (Column (6)). The structure of the table follows
Table 4 (instrumental variable estimates in Row (1) and reduced form estimates in Row (2) and
(3), see the notes to Table 4).For all specifications, we use entropy-balanced samples. Standard
errors in parenthesis are robust and clustered at the municipality level and for election periods.
*, ** and *** denote significance at the 10, 5, and 1 % level.

Source: Authors’ calculations based on Statistik Lokal and Jahresrechnungsstatistik 1994 to
2006.

The results in Column (1) of Table 6, moreover, suggest that the share of voluntary
and mandatory expenditures assigned to the general spending category is higher
in municipalities with SPD-dominated local councils. Within this category, ad-
justments in administration and public safety expenditure explain around one
third of this response and adjustments in public company expenditures explain
the remaining two thirds (cf. Columns (2) and (3)). Reduced form estimates in the
subsamples of Panel A and Panel B (Rows (2) and (3)) confirm these findings.
This suggests that some of the general expenditure categories that we assigned
to mandatory spending are influenced by local partisan politics.

Finally, we assessed the robustness of our findings to using an RD method-
ology. To do so, we draw on data provided by Freier and Odendahl (2015) for two
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Table 6: Estimation Results — Mandatory and Voluntary General Spending.

Dep. Var. Share
General Exp. Admin. Exp. Public Firms Exp.
1) 2 3
IV & Weighted Sample: N = 12,702, F-Statistic First Stage: 15.67
SPD 3.4082** 0.9341 2.4741*
(1.1024) (1.2954) (1.1927)
Hansen 0.307 0.809 0.204
Reduced Form & Weighted Sample: Panel A (CDU-CDU/SPD), N = 9,451
CDU-SPD 2.7949* 0.7016 2.0933**
Instrument (1.4867) (1.1717) (0.8640)
Reduced Form & Weighted Sample: Panel B (SPD-SPD/CDU), N = 3,251
SPD-CDU —1.8818** -0.8833 -0.9985
Instrument (0.7276) (0.8340) (0.8116)
Control Var Y Y Y
Municipality FE v v Y
State-Year FE Y Y Y

Notes: All regression include control variables, municipality fixed effect as well as state-year fixed
effects. The dependent variables are: the municipalities’ expenditures share for mandatory and
voluntary general public goods (Column (1)), administration and security (Column (2)) and public
companies (Column (3)). The structure of the table follows Table 4 (instrumental variable esti-
mates in Row (1) and reduced form estimates in Row (2) and (3), see the notes to Table 4). For all
specifications, we use entropy-balanced samples. Standard errors in parenthesis are robust and
clustered at the municipality level and for election periods. *, **, and *** denote significance at
the 10, 5, and 1 % level.

Source: Authors’ calculations based on Statistik Lokal and Jahresrechnungsstatistik 1994 to
2006.

German states, Bavaria and North-Rhine-Westpfalia, and use an RDD to determine
whether the partisanship of the mayor impacts on local spending patterns.?
Mayors in German municipalities can influence policy outcomes by propos-
ing and drafting legislation (which then needs to be enacted by a majority vote
of the local council). In both considered states, the mayor is directly elected with
an absolute majority of votes. If no candidate wins the absolute majority, run-off

25 Unfortunately, we do not observe a sufficient number of close local council elections for states
for which we have data to test for effects of the partisanship of the local council in a RD framework.
We, nevertheless, believe using a RDD to assess effects of mayoral partisanship is suitable as a
robustness check. First, mayors have, similar to absolute council majorities, full control. Second,
mayors can influence jurisdiction spending as they prepare budgets and are responsible for day-
to-day decisions.
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elections take place. Since focusing only on run-off elections could introduce a se-
lection bias, we account for all (final) elections and the victory margin of SPD and
CDU mayor candidates.?® We run two sets of models: one comparing the spending
policies of localities with SPD mayors to that of communities with mayors from all
other parties/mayors without party affiliation and one comparing spending poli-
cies of communities with CDU mayors to those with mayors from all other par-
ities/mayors without party affiliation. Focusing on races between SPD and CDU
candidates alone would strongly reduce our sample size as candidates from other
parties and independent candidates often run for office. In the RD strategy, we
thus test for partisan effects asking whether SPD mayors and CDU mayors re-
spectively implement systematically different spending policies than mayors from
other parties/mayors without party affiliation.

One important requirement for a valid RDD is no manipulation/sorting at the
threshold (McCrary (2008)). We assess this assumption by using the approach
outlined by Cattaneo etal. (2019) and find no sorting when comparing races
marginally won and lost by SPD candidates. When comparing races marginally
won and lost by CDU candidates, there is evidence for sorting around the thresh-
old (SPD candidates: p-value: 0.80 and CDU candidates: p-value 0.01, see also
Figures 1 and 2).”” We thus in the following focus on the races marginally won
and lost by SPD candidates.

o - | i : _ Figure 1: Victory Margin SPD Candi-

-4 -2 0 2 4 6
Victory Margin SPD Mayor Candidate dates.

26 The victory margin is defined as the vote share difference between the candidate with the
most and the second most votes.
27 Notes: The figures plot the density for the victory margin for the SPD mayor candidates (Fig. 1)
and CDU/CSU candidates (Fig. 2) to inspect whether the density is smooth around the threshold
as suggested by McCrary (2008).
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Figure 2: Victory Margin CDU Candi-

-5 0 5 .
Victory Margin CDU Mayor Candidate dates.

The base results are reported in Table 7 and compare spending outcomes in ju-
risdictions with and without SPD mayors. We choose the victory margin using the
RD bandwidth window selection framework developed by Cattaneo etal. (2014)
and our set of municipality control variables as well as all pre-determined out-
come variables. This test recommends a victory margin of 1.9 % based on a mini-
mum p-value for the covariance balance test of 0.1. This leaves us with 36 obser-
vations.

Panel 1 of Table 7 reports the base estimate. The result pattern resembles our
baseline findings: SPD mayors tend to engage in less infrastructure spending and
more spending on people-goods than mayors from other parties/with no party
affiliation. The estimates are relatively imprecise, however, and none of the es-
timated coefficients gains statistical significance. To improve efficiency, Panel 2
reestimates the baseline model controlling for the lagged dependent variable.8
In this specification, the coefficient estimate for infrastructure spending turns
out marginally significant, suggesting that SPD mayors allocate less resources
to infrastructure investments.” Appendix B, moreover, presents numerous ro-
bustness checks, including placebo tests, checks for the distribution of observed
characteristics left and right of the threshold, robustness tests where we adjust
the bandwidth of the RD model and specifications, where we opt for a more flexi-
ble modeling of the forcing variable. We, moreover, present results based on the
recently proposed bias corrected local polynomial RD estimator (Calonico et al.
(2014)) which has been found to be closest to experimental estimates (Hyytinen

28 Given the small sample size we believe it is more efficient to control for the lagged dependent
variable then for several municipality characteristics.

29 The specification, moreover, suggests that SPD mayors decrease significantly the local busi-
ness tax rate, which is consistent with the results reported by Freier and Odendahl (2015).
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etal. (2018)). From our perspective, the RD analysis offers two insights: First, the,
in part, failed specification tests suggest that RD design is not an ideal approach
to identify partisan effects in our empirical context as we cannot rule out sorting
at the threshold (see Figure 2). This supports our decision to opt for a different
identification approach in our main analysis. Second, we, nevertheless, consider
it reassuring that the RD model in the sub-analyses for the SPD mayoral candi-
dates — where specification tests are passed — yields results that are similar to our
base analysis.

5 Conclusion

The aim of this paper was to assess the role of partisanship of West German lo-
cal council majorities on the size and composition of local public spending. We
combine a instrumental variable fixed effect regression approach with an entropy
balanced matching strategy to empirically identify the effect of interest. The re-
sults point to stark partisan effects: SPD council majorities are found to spend
more on people-oriented public goods and less on infrastructure public goods.
The driving subcategories are spending for recreation and social spending on the
one hand and spending for streets and economic promotion on the other.
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Appendix A. Additional descriptive statistics and
estimation results for main approach (IV)
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Appendix B. Additional descriptive statistics,
figures and estimation results for SPD major RD
approach

The purpose of this section is to present additional robustness checks for the RD
approach presented in Table 7 of the main text. Panels 1 and 2 of Table B1 present
placebo tests. In Panel 1, the cutoff is set to a vote margin of 15 % — rather than 0 %
in the base analysis. In Panel 2, the outcome variables capture spending patters in
the prior election period, which are hence pre-determined. It is comforting that,
in line with intuition, coefficient estimates turn out insignificant. Our analysis,
moreover, rejects discontinuities in pre-determined municipality characteristics
at the threshold, rejecting systematic sorting at the threshold (see Table B2).

Panels 3 to 6 of Table B1, moreover, present specification checks. In all mod-
els, we include observations within a victory margin of 20 %. In Panel 3 and 5, we
control for the SPD mayor victory margin, allowing the effect of the forcing vari-
able to differ left and right of the threshold; in Panels 4 and 6, the SPD mayor vic-
tory margin enters in quadratic form, and the effect of the forcing variable is again
allowed to differ left and right to the threshold. In Panels 5 and 6, we addition-
ally include the lagged dependent variables. The general result pattern is similar
to the baseline specification. The coefficient estimates tend to suggest that SPD
mayors are associated with less infrastructure spending (statistically significant
in Panels 4 and 5) and more spending on people-goods (statistically significant in
Panel 6).%°

To further assess the robustness of our results, Table B3 present the results
when using the recently proposed bias corrected local polynomial RD estimator
(Calonico et al. (2014)) which has been found to be closest to experimental esti-
mates (Hyytinen et al. (2018)). In our baseline specification, local quadratic poly-
nomials, flexible left and right to the threshold, are used for the SPD mayor can-
didate victory margin. Following Calonico et al. (2018) and Hyytinen et al. (2018)
we use as bandwidth the optimized bandwidth based on a local linear specifica-
tion and set RD effect bandwidth and bias bandwidth equal. Moreover, we report
robust standard errors based on the work by Calonico et al. (2014). Panel 1 reports
the results for averages over the current election period (a graphical representa-

30 Estimates for the effect of SPD mayors on overall spending and local business tax rates, in
turn, tend to depend more strongly on specification choices.
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Table B2: RD Results for Pre-determined Municipality Characteristics.

Dep. Var. (ln) Population Share Pop < 20y Share Pop > 65y (In) Employees

Panel A: Sample and Specification as in Panel 1 in Table 7

SPD 0.3424 0.0001 —-0.0064 0.3542
(0.2741) (0.0055) (0.0043) (0.2615)

Panel B: Sample and Specification as in Panel 4 in Table B1

SPD 0.2459 0.0066 —-0.0130** 0.2228
(0.2816) (0.0050) (0.0051) (0.2736)

Panel C: Sample and Specification as in Panel 1 in Table B3

SPD 0.169 -0.0037 -0.0027 0.1710

95 % Cl [-0.61,0.95] [-0.02,0.01] [-0.02,0.01] [-0.58,0.92]

Bandwidth 0.206 0.230 0.152 0.206

Notes: The table shows the point estimates for SPD mayor indicator variable using a regression
discontinuity design. The dependent variables are: (In) population, (Column (1)), share popu-
lation aged belowe 20 years (Column (2)), share population aged above 65 years (Column (3))
and (In) employees (Column (4)). All variables are averages over the last election period. Panel A
shows the results when using the same sample and specification as in Panel 1 in Table 7, Panel
B as in Panel 4 in Table B1 and Panel C as in Panel 1 in Table B3. Standard errors in parenthesis.
* ** and *** denote significance at the 10, 5, and 1 % level.

Source: Authors’ calculations based on Statistik Lokal and Jahresrechnungsstatistik 1994 to
2006.

tion of the results can be found in Figures B1 to B8*!) and Panel 2 for averages for
the last election period. As before all effects are not statistically significant and the
point estimates for the pre-determined variables are relatively large. Panel 3 re-
ports thus the results when controlling in addition for the lagged dependent vari-
able. The results are very similar to the ones based on a victory margin of 1.9 %
and 20 %, only the effect size for voluntary people and voluntary infrastructure
expenditure shares are somewhat larger. Similar results emerge when using local

31 Notes: Figures show local polynomial fit based on triangular kernel and optimized bandwidth
based on local linear regression. Optimized bandwidth is selected based on one common mean
squared error optimal bandwidth selector. All figures are based on a quadratic specification. The
dependent variables are (In) real expenditures (Fig. B1), (In) financial expenditures (Fig. B2), (In)
voluntary expenditures (Fig. B3), the local business tax multiplier (Fig. B4), the share of volun-
tary general expenditure (Fig. B5), the share of voluntary people expenditure (Fig. B6), the share
of voluntary culture expenditure (Fig. B7) and the share of voluntary infrastructure expenditure
(Fig. B8). Grey dots mark binned averages. The bins are chosen using the mimicking-variance
evenly spaced method.
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cubic polynomials for the SPD mayor victory margin. Overall, the results are in
line with the baseline RD estimates — as well as with our IV approach - but lack
statistical significance due to the small sample size.
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