
Political Business Cycles 
Averaqe percent chanae from ~ i e c e d i n a  ouarter, s.a.a.1 a 

Real Growth and Elections 
Real growthagb 

Years prior Presidential Majority 
Election to incumbent's congressional 
year 1 year 2 years party party 

1964 5.2 5.2 Win Win 

1968 4.9 3.7 Loss Win 

1972 7.2 5.7 Win Win 

1976 4.7 3.5 Loss Win 

1980 0.0 0.6 Loss Win 

1984 5.2 6.1 Win Win 

1988 3.5 3.8 Win Win 

1992 3.7 2.0 Loss Win 

Quarters belorelalter presidential electionsC 

Average percent change from preced~ng quarter s a a r a Average ratlo 
5 6 

GDP P R I C E  DEFLATOR 

4 0  - 

'068 -7 -G -5 -4 -3 -2 -1 0 1 2 3 4 5 6 7 8 
Ouariers belorelalter presidential e l e c t ~ o n s ~  Quarters belorelafter pres~dential electlonsC 

a. Seasonally adjusted annual rate. 
b. Chain-weighted data in 1992 dollars. 
c. Includes all presidential elections since, but not including, 1960. 
d. Ratio of expenditures to receipts; seasonally adjusted data. 
SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; Bureau of the Census, Statistical Abstract of the United States: 1995, table 436; and 
The World Almanac and Book of Facts: 1995, Mahwah, N.J.: Funk & Wagnalls. 

The 1980 returns exemplify how the 
state of the econom). I,efi)re :I presi- 
dential election can affect :ln inciitn- 
I~ent's ability to stay in office. More- 
over, at t i~nes presiclents might 
attenlpt to use their fiscal preroga- 
lives to court re1~1ct;lnt constituen- 
cies or to ~vill highly contested re- 
gions of the country. These two 
ol~se~~~; l t ions ,  however, clo not rend- 
ily translate into a political theory of' 
t7itsiness cycles, as some analysts 
have ;~llegecl. 

liationales for a political I~usiness 
cycle have esistecl at 1e;tst since 

Mars ancl encompass niany varia- 
tions. The si~ilplest modern version 
of the theory argues that an incum- 
lxnt president will use expansiona~y 
fiscal policies and exert pressure on 
the Fecleral lieserve to p ~ ~ l i l p  up the 
econorny prior to an election. Then, 
once secure in office, the administra- 
tion will act to cool down the over- 
heated econolliy that it has theoreti- 
cally created. 

One strongly preclisposecl to\vartl 
a political view of the world might 
point to the pattern of GIII' and 
fiscal policy, b~ l t  the theory recluires 
sevelxl cluestionable assumptions 

about voters ancl policymaliers. As 
an explanation for econoniic fluctua- 
tions, it recl~lires that citizens have 
short memories and base their es-  
pectatio~ls solely on their imrnecliate 
experiences. It does not consicler 
that rational voters will ~~nderstancl 
the relationship between elections 
2nd economic activity, thereby ne- 
gating the stmtegy's political usefU1- 
ness. In aclclition, the theory of a 
political business cycle credits poli- 
cymakers with greater ability to 
microm:tnage the economy than 
esperience ~~~ar ran t s .  
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