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ABSTRACT 
 

This paper considers the validity of the economic theory of voting in the case study of Eastern 
Croatia’s (Tax Administration office classification) local government units (cities and 
municipalities). Political economy theory offers two main explanations regarding voters’ 
preferences during the electoral cycle: fiscal liberalism and fiscal conservatism. While the 
former thesis refers to conventional wisdom in which expansionary fiscal policy increases the 
incumbents’ re-election prospects, the latter thesis implies that prudent fiscal behaviour is 
rewarded by voters. Thus the paper aims to answer two research questions. First, are voters 
fiscal conservatives or fiscal liberals? And second, do they have a right wing bias? The sample 
includes cities and selected municipalities from the following five Eastern Croatia’s counties: 
Virovitica-Podravina, Požega-Slavonia, Brod-Posavina, Osijek-Baranja and Vukovar-Srijem. 
The sample stated is interesting due to its path dependency during the 1990s (war experience) 
and the 2010s (emigration tendencies) which all represent important singular shocks not 
present to that extent in the remaining parts of Croatia. To investigate whether and how the 
management of public finances at the local government level affects the incumbents’ re-election 
prospects, the paper considers data on election outcomes in 2013 and 2017 (the last two local 
election cycles). With respect to the methodology, random and fixed effects probit and logit 
models are employed. The main result suggests that voters reward increases in total 
expenditures in election years, hence they are not fiscal conservatives. Additional results 
confirm that lower budget transparency increases the probability of the re-election of 
incumbents and that there is no statistically significant right wing bias among the electorate. 
 
Keywords: Re-election, Fiscal conservatism, Fiscal liberalism, Croatian local government,  
                  Panel data analysis. 
 
 
1. Introduction 
    
Recently deceased singer-songwriter Đorđe Balašević left a significant void which can only be 
marginally fulfilled by his legacy, both in music and everyday (political?) life. If words are all 
that will be left behind, Đorđe Balašević left us several volumes of Encyclopaedia Britannica. 
One of those words is “..it is the same principle, the rest is just details..” from his famous song 
Pesma o jednom petlu.  

                                                 
1 This research was funded by the Croatian Science Foundation (CSF) under project IP-2019-04-8360. Opinions, 
findings, conclusions and recommendations are those of the author and do not necessarily reflect the views of the 
CSF. 
2 The author would like to thank Đorđe Balašević for his words, music and ideals that were far bigger compared 
to the time in which he has lived. 
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For the last 14 years, students at the Faculty of Economics and Business in Zagreb that have 
enrolled in Principles of Economics and/or Political Economy class have known these words as 
the so-called Balašević theorem. They describe a procedure in which an individual repeats the 
same procedure over and over (”…it is the same principle…”) in different circumstances 
(“…the rest is just details…”) with one goal in mind: maximisation of welfare. The application 
of this principle stretches from calculation of marginal utility, marginal costs and revenues to 
the opportunistic behaviour of politicians in an election year. It is exactly the latter case where 
we will apply the Balašević theorem. 
 
Local elections in Croatia are exogenously determined and held every four years in May (with 
the exception of the 1993 local elections which were held in February and the 1997 local 
elections which were held in April). In May 2021 the 8th round of local elections is set to take 
place which distinguishes Croatia from the group of countries with low experience with 
democracy. In such an environment voters’ preferences tend to evolve and incumbents’ 
strategies change from one electoral cycle to the other. But the principle stays the same 
(maximising the utility function) with respect to the details (informational constraints). 
 
The aim of the paper is to answer two research questions. First, are voters in selected local units 
in Eastern Croatia (Slavonia and Baranja) fiscal conservatives or fiscal liberals? Political 
economy literature sets both of these voting strategies as possible, with fiscal liberalism being 
an extended arm of the economic theory of voting. Namely, an expansionary fiscal (budget) 
policy increases the voters’ disposable income thus making them more inclined to the 
incumbent. On the other hand, if voters reward the incumbent’s prudent fiscal behaviour (e.g. 
positive budget balance in the election period) that would make them fiscal conservatives. One 
might wonder why voters would punish incumbents who provide them with more public goods 
and services. There are several possible answers that range from the so-called dynastic 
preferences (voters are not certain how this increase in the supply of public goods and services 
in the election period was financed and whether it included an increase in the public debt), 
experience with democracy (Brender and Drazen’s (2008) learning effect) to ideological 
preferences of voters.  
 
Due to the two singular shocks that have hit Eastern Croatia in the 1990s (war experience) and 
2010s (emigration tendencies) one might reasonably expect that voters in Slavonia and Baranja 
have right wing preferences. Election results at the local and national level tend to confirm such 
an assumption (State Electoral Commission, 2021) regardless of emigration tendencies in the 
last 10 years. This raises the question of the political stubbornness of voters which was 
indirectly addressed by Ott et al. (2019). All of the aforementioned leads us to our second 
research question: do voters in selected local units in Eastern Croatia have a right wing bias, 
i.e. do incumbents who are members of the Croatian Democratic Union (HDZ) or the Croatian 
Democratic Alliance of Slavonia and Baranja (HDSSB) have a bigger chance of re-election? If 
that is the case, one might expect that these incumbents are not stressed out during election 
periods. In simple economic words, their voters do not require additional fiscal stimulus to vote 
for them. Thus, they will not indulge in pre-election budgetary manipulations.  
 
The paper derives the following hypothesis from the research questions: voters in selected 47 
local units in Eastern Croatia, in the 2013-2017 period, are fiscal conservatives who punish 
incumbents for their loose budget performance in election years. 
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This paper supplements the literature in the following manner. Upon providing a 
comprehensive theoretical and empirical overview of the electoral cycles and voting strategies, 
the paper sets up a non-linear panel data analysis in this unique setting. Namely, this is the first 
empirical estimation of voting strategies on local units in Croatia that includes a measure of on-
line local budget transparency (Ott, K., et al., 2013, 2018).   
 
The rest of the paper is organized as follows. Section 2 presents a literature review in the field 
of electoral cycles, both theoretical and empirical papers. Data and methodology are presented 
in Section 4 while Section 5 presents the results of a non-linear panel data analysis and Section 
6 the conclusion.  
 
2. Literature review 
 
Since the 1970s the impact of the economy on election results has received wide theoretical and 
empirical attention in the political economy literature (Drazen, 2000). Due to the increase of 
available data used in empirical research and the development of different theoretical models 
and political decisions (e.g. independence of central banks and introduction of independent 
fiscal boards and councils), it still remains one of the most fluent and productive parts of the 
field.  
 
Origins of this research area can be found in the so-called Downsian model of the political 
business cycle (Mueller, 2008) and Wagner’s (1966) concept of political entrepreneur. 
According to Downs (1957: 28) “parties formulate policies in order to win elections rather than 
win elections in order to formulate policies”. In a nutshell, it is winning that matters. An 
incumbent maximizes his in the political market (re-election) in the same manner as the 
consumer maximizes his utility on the economic (private) market (consumption). Homo 
economicus and homo politicus are one and the same. 
 
Drazen (2000) notes that the first papers that investigated the relationship between elections 
and (macro)economic aggregates were authored by Kramer (1971) and Tufte (1975, 1978). 
While their focus was on the Congressional election results, a study by Fair (1978) examined 
the outcome of the US presidential elections.  
 
Modern theory on political business cycles, according to Van der Ploeg (1987) starts with a 
paper titled “The Political Business Cycle” authored by William Nordhaus (1975). Based on 
adaptive expectations of economic agents, Nordhaus models an economy where governments 
in democratic societies try to maximise their re-election chances by manipulating economic 
outcomes.  
 
This simple, and for some even evident observation, will remain the cornerstone of future 
research. While most of Nordhaus’ initial assumptions in the model have changed or loosened 
(e.g. introduction of rational expectation, independence of central banks, etc.) the core still 
remains the same. Namely, the political business cycle theory suggests that politicians 
systematically manipulate economic conditions in order to increase their chances of re-election 
(Drazen, 2000, 2008, 2008a; Persson and Tabellini, 2000). As mentioned, modifications and 
upgrades have also come in the form of instruments used or goals that are set in the model by 
the incumbents. Thus, one branch of models focuses on macroeconomic variables (growth, 
inflation and unemployment rates), while the other branch seeks confirmation on the existence 
of cycles in the fiscal variables (budget balances, level and/or structure of government 
expenditures and tax revenues, public debt). The latter group of researchers tend to classify 
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these cycles as political budget cycles (Drazen, 2008; Dubois, 2016). Most of the authors 
(Drazen, 2000; Persson and Tabellini, 2000) classify political business cycles and political 
budget cycles as the new political economy, while Snowdon and Vane (2005) label it as political 
macro economy and Lohmann (2006) as macro political economy.  
 
Prior to the emergence of political business cycles or political budget cycles theory, the role of 
the government, in economic models, was seen as a pure exogenous one. Government was 
modelled as a social planner which is solely responsible for maximizing the social welfare 
function. It was assumed that maximizing this function coincides with the utility function of the 
so-called representative agent in the economy. Both political business cycles and political 
budget cycles theory introduced ex ante and ex post heterogeneous preferences on the side of 
economic agents which made the use of a representative agent in these models useless. 
Furthermore, both theories on cycles stipulate that governments are either driven by private 
interests and care only about their re-election prospects or are driven by partisan interests and 
thus during electoral terms and/or election years are creating cycles in (macro)economic and 
fiscal variables. In the first case, the literature is labelling those cycles as opportunistic political 
business or political budget cycles and in the second, as partisan political business or political 
budget cycles (Drazen, 2000; Drazen, 2008a; de Haan, 2013, Dubois, 2016). This study will 
focus on the first class of models – opportunistic political budget cycles that focus on cycles in 
fiscal instruments. 
 
Within political budget cycles literature several different models have appeared with alternative 
working mechanisms. The first generation of models focused on information asymmetry 
(Rogoff and Siebert, 1988 and Rogoff, 1990), the second on moral hazard (Persson and 
Tabellini, 2000 and Shi and Svensson, 2006) and the third on asymmetric preferences of the 
incumbent (Drazen and Eslava, 2010). Due to the assumptions (level of budget transparency 
and incumbent’s competence), outcomes (pooling versus separating equilibrium) and 
repercussions (under which conditions manipulation of fiscal instruments takes place and 
whether this is a positive or a negative thing) of the stated model, this study will be based on 
the second generation of political budget cycles. Its focus on local level and fiscal instruments 
under the control of local incumbents, as well as the availability of on-line local budget 
transparency indicator (OLBI) reaffirm this decision.  
 
One often neglects the role of voters in the political business or political budget cycles theory. 
While theoretical foundations and empirical confirmation have been found for both 
opportunistic and partisan behaviour on the behalf of incumbents (Dubois, 2016), the role of 
voters has received less attention. The literature inherently accepts the notion of economic 
theory of voting, i.e. voters tend to vote for the incumbent that improves their well-being. But 
this conclusion, once applied to the theory of political budget cycles, leaves a lot of uncovered 
ground. Does this mean that voters are fiscal liberals who would support the incumbent who 
runs budget deficits during his electoral term? This should be so, but what if we are looking at 
a sample with clear ideological preferences (i.e. Eastern Croatia) or a sample of well-off regions 
with long and established democratic institutions (Brender and Drazen (2008) concept of old 
democracies)? Could voters under those circumstances be fiscal conservatives who punish 
incumbents for their relaxed fiscal behaviour?    
 
Cho (2007) lists two competing voting strategies: prospective and retrospective. The first 
strategy rests on the promises given by politicians to the voters during the election campaign, 
while in the second strategy the voters’ decision depends on the incumbent’s results during his 
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term in office. It is assumed that voters will reward or punish the incumbent based on his track 
record.   
 
A micro model of retrospective voting can be written as (Kiewiet and Rivers, 1984): 
 

  
 
where  denotes the measure of support that voter i is providing to the incumbent in the period 
t,  denotes the change in the voter’s disposable income in the election year and  denotes 
the impact of other variables on voting. 
 
Since one can divide the variable  in two parts in order to distinguish the direct effect of 
incumbents decisions on the voter’s disposable income (variable ) and the random effect 
(variable ), rational voters that focus on incumbents track record in the office can easily 
decide whether or not to support him during the elections:  
 

  
 
The existing empirical evidence supports the view that benign economic conditions help 
incumbents stay in office (Frey and Schneider, 1978; Akhmedov and Zhuravskaya, 2004, 
Drazen and Eslava, 2010; Klomp and de Haan, 2013). The aforementioned papers cover both 
parliamentary and presidential elections all over the world, and are also focused on local and 
national elections.  
 
On the local level in Israel (Brender, 2003), Russia (Akhmedov and Zhuravskaya, 2004), 
Portugal (Aidt et al., 2011), Columbia (Drazen and Eslava, 2010) and Argentina (Jones et al., 
2012) an economic theory of voting was confirmed in the sense that an opportunistic model of 
political budget cycles resulted in the incumbent’s re-election. Furthermore, Arvate et al (2009) 
provide evidence that voters are fiscal conservatives that actually remove incumbents who 
create budget deficits in election periods, thus indicating that the level of sophistication among 
voters is a decisive determinant. In Croatia, the empirical research is almost non-existent except 
for the study by Glaurdić (2018) who examines local elections and reports that voters in local 
elections in Croatia are fiscal liberals. There is one more paper that can fit into this research 
area since it examines the relationship between corruption and re-election (Vuković, 2019). 
Pelzman’s (1992) research in the USA looked at presidential, governor and Senate elections 
and actually pointed out the conclusion that voters dislike opportunistic incumbents who 
manipulate fiscal policy instruments in the election period. In other words, voters in the USA 
are fiscal conservatives. That conclusion was at odds with Frey and Schneiders’ (1978) paper 
that looked at the macroeconomic outcomes for the USA and reported opposite findings.  
 
On the national level, Brender and Drazen (2008) provide evidence that voters in developed 
economies and in “old democracies” are fiscal conservatives. Creating a budget deficit either 
decreases incumbents’ re-election chances or is not statistically significant. Klomp and de Haan 
(2013) report the opposite conclusion regardless of the maturity of the democracy, although the 
effect is rather small. Please note that it is important to differentiate among the methodology, 
since Brender and Drazen (2008) use logit models and Klomp and de Haan linear panel models 
(2013). 
 
Although the term fiscal conservatism is derived from voters’ preferences and thus clearly 
established within political economy literature, desk research pointed to some other uses of the 
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phrase fiscal conservatism within economic theory that can be mentioned. The term touches 
upon the impact of income inequality and redistributive taxation (Saint-Paul, 2001), public debt 
crisis, social conflict and delayed stabilisation in Latin America (Laban and Sturzenegger, 
1994) and migration and access to social welfare programs (Huber and Espenshade, 1994). 
Since the goal of the paper is clearly established, it will focus solely on papers that deal with 
electoral cycles and voting preferences.  
 
Additionally, it is clear from the empirical papers presented, that the literature has not settled 
its findings on voters’ preferences (fiscal liberalism vs. conservatism) and that results obtained 
depend on the context. As mentioned earlier, the goal of this study is to contribute to the 
literature by exploring voters’ preferences in this unique context.  
 
3. Data and Methodology  
 
The sample consists of 21 cities and a random sample of 26 municipalities within Eastern 
Croatia (Slavonia and Baranja). The size of the sample was residually determined due to the 
fact that in 2013 the Institute of Public Finance conducted the first round of its annual survey 
on the online local budget transparency. Namely, during that first round researchers from the 
Institute of Public Finance covered all cities and a random sample of 100 municipalities in 
Croatia. Out of those 100 municipalities, 21 were located in the five counties (Virovitica-
Podravina, Požega-Slavonia, Brod-Posavina, Osijek-Baranja and Vukovar-Srijem) that belong 
to the Tax Administration office’s (Tax Administration, 2021) region of Eastern Croatia 
(Slavonia and Baranja). From 2014 all 576 local units in Croatia were included in the Institute’s 
survey, thus making it impossible to increase the sample in this paper.  
 
Thus, the panel is strongly balanced with a time dimension covering the 2013 – 2017 period 
and 47 local units. Table 1 gives an overview of all variables that were used in the empirical 
research (label, description, time dimension and source). With respect to the stated hypothesis 
that voters in the sample are fiscal conservatives, the expected sign was added as the fifth 
column in the Table.  
 
Please note that variables of interest are the three interaction variables (EY_BAL, EY_OLBI 
and EY_LTEPC), while the economic control variable (LIPC) and the political variable (TOV 
and HDZ) reflect the results that stem from political economy literature on economic theory of 
voting (the role of income) and rational ignorance of voters (the role of ideology). 
 

Table 1: Definition of variables 
 

Variable Description Variable  Time 
dimension 

Expected 
sign Source 

RE-
ELECTION 

Dummy / binary variable (1 
denotes re-election and 0 
otherwise) 

Dependent   State Electoral 
Commission 
(2021) 

BALPC 
Budget balance per capita 
(total revenue – total 
expenditures)  

Independent  2013-2017 0 or + Ministry of 
Finance (2021) 

LTEPC Log value of total 
expenditures per capita  

Independent 2013-2017 - Ministry of 
Finance (2021) 

EY 
Dummy / binary variable (1 
denotes election year and 0 
otherwise) 

Independent 2013 and 
2017 

/ State Electoral 
Commission 
(2021) 
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Finance (2021) 

EY 
Dummy / binary variable (1 
denotes election year and 0 
otherwise) 

Independent 2013 and 
2017 

/ State Electoral 
Commission 
(2021) 

Variable Description Variable  Time 
dimension 

Expected 
sign Source 

LIPC  Log value of average annual 
resident income per capita  

Independent 
(control) 

2013-2017 + Ministry of 
Regional 
Development 
and EU Funds.  

OLBI 

On-line local budget 
transparency index (ranging 
from 0 to 3), measures  
whether a local government 
unit published on its website 
the executive budget 
proposal, the enacted budget, 
and the citizens’ guide. 

Independent 
(control) 

2013-2017 + 

Ott et al. (2018) 

COAL 

Dummy / binary variable (1 
denotes coalition of two or 
more parties in local 
assembly and 0 otherwise) 

Independent 
(political) 

2013 and 
2017 

+ 
State Electoral 
Commission 
(2021) 

TOV 

Turnout of voters in the 
election years (percentage of 
total number of voters in the 
local unit) 

Independent 
(political - 
control) 

2013 and 
2017 

+ 
State Electoral 
Commission 
(2021) 

HDZ 

Dummy / binary variable (1 
denotes that incumbent is a 
member of HDZ or HDZ led 
coalition and 0 otherwise) 

Independent 
(political - 
control) 

2013 and 
2017 

+ State Electoral 
Commission 
(2021) 

HDSSB 

Dummy / binary variable (1 
denotes that incumbent is a 
member of Hrvatski 
demokratski sabor Slavonije i 
Baranje (HDSSB) or HDSSB 
led coalition and 0 otherwise) 

Independent 
(political) 

2013 and 
2017 

+ 

State Electoral 
Commission 
(2021) 

EY_BAL 
Interaction variable (budget 
balance per capita in the 
election year) 

Independent  2013 and 
2017 

0 or + State Electoral 
Commission 
(2021) and 
Ministry of 
Finance (2021) 

EY_OLBI 
Interaction variable (OLBI 
level in the election year) 

Independent 2013 and 
2017 

+ State Electoral 
Commission 
(2021) and Ott et 
al. (2018) 

EY_LTEPC Interaction variable (log 
value of total expenditures 
per capita in the election 
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Independent 2013 and 
2017 

- State Electoral 
Commission 
(2021) and 
Ministry of 
Finance (2021) 

Note: all per capita values are based on population estimates from the Croatian Bureau of Statistics (2021) 
Source: Author 

 
In order to test whether increasing per capita expenditures or creating a budget deficit increases 
incumbents’ re-election chances, the study employs non-linear panel data models, namely logit 
and probit models. Out of the three different types of models with a binary independent variable, 
the linear probability model and the logit and probit models, the study excludes the linear 
probability model since it assumes that the response probability is linear in a set of parameters 

.  
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Logit or logistic regression represents a special form of regression analysis in which the 
independent variable is binary (taking the value of 1 or 0, or in our case re-election or loss of 
elections). We model the probability as a function:  
 

 

where 0<G(z)<1. One choice for G(z) is the standard normal cumulative distribution function:  
G(z) = F(z) ≡ ∫f(v)dv, where f(z) is the standard normal, so f(z) = (2p)-1/2exp(-z2/2). This case is 
referred to as a probit model, while another common choice for G(z) is the logistic function, 
which is the cumulative distribution function for a standard logistic random variable: G(z) = 
exp(z)/[1 + exp(z)] = L(z). This case is referred to as a logit model. Both the probit and logit 
models are nonlinear and require maximum likelihood estimation. 
 
This study estimates the following equation: 
 

 (1)  

for probit random effects and logit random and fixed effects model. The data and results are 
presented in the next part of the paper. 
 
4. Non-linear panel data analysis  
 
The first step in the empirical analysis of potential fiscal conservatism in Slavonia and Baranja 
is the descriptive analysis. Table 2 provides summary statistics for our dependent and 12 
independent variables in the chosen sample. There are several interesting findings worth the 
attention.  
 

Table 2: Summary statistics 
 

 Variable  Obs Mean Std. Dev. Min Max 
RE-ELECT 260 0.77 0.41 0 1 
EY_BAL 260 -16.99 226.07 -1954.58 1023.01 
EY_OLBI 260 0.45 0.79 0 3 
EY_LTEPC 260 2.80 3.74 0 8.63 
OLBI 260 1.05 0.87 0 3 
LIPC 260 9.90 0.25 9.30 10.43 
EY 260 0.40 0.49 0 1 
HDZ 260 0.58 0.49 0 1 
HDSSB 260 0.14 0.35 0 1 
COAL 260 0.62 0.48 0 1 
TOV 260 51.97 6.97 30.42 70.36 
BALPC 260 33.08 406.19 -1954.58 1454.55 
LTEPC 260 7.70 0.38 6.338 8.82 

Source: Author 
 
First, the mean value of budget balance per capita in our local units in election years is negative 
(-16,99), while in the overall period the mean value of budget balance per capita is positive 
(33,08). This should point to the incumbent’s opportunistic motives, which is in line with the 
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(-16,99), while in the overall period the mean value of budget balance per capita is positive 
(33,08). This should point to the incumbent’s opportunistic motives, which is in line with the 

theory on political budget cycles (Rogoff and Siebert, 1988; Rogoff, 1990; Persson and 
Tabellini, 2000; Shi and Svensson, 2006) and the existing empirical research on the local units 
in Croatia (Mačkić, 2013).  
 
Second, the mean value of OLBI in election years is lower (0,45) compared to its mean value 
in the overall period (1,05). The second generation of political budget cycles literature clearly 
identifies the lack of transparency as the driving force behind the budget cycle in election 
periods (Persson and Tabellini, 2000 and Shi and Svensson, 2006). Furthermore, there is 
significant literature that ties local budget transparency and election periods (Tejedo-Romero 
and de Araujo, 2016; Alcaide Muñoz et al., 2017).  
 
Third, the political situation seems monolithic at first glance. Namely, the mean value of re-
elation is 0,77, which indicates that less than one quarter of voters in local units use elections 
as a discipline device vis-à-vis the incumbents’ performance in office. Voters in Slavonia and 
Baranja are indeed stubborn at the level of Croatia as a whole, as Ott et al (2019) concluded. 
More than half of local units in the sample had a coalition government (0,62) and the turnout 
was roughly more than 50 % in the 2013 and 2017 elections. With respect to the ideological 
stance of local units, more than half of them (0,58) had local officials from HDZ ranks. Once a 
significant political power in Eastern Croatia, the right wing regional party HDSSB also 
recorded a non-negligible part of local units (0,14) under its electoral control during the 
observed time period.  
 
Probit and logit random and fixed effect panel data models are estimated in Table 3 and 4. Since 
the empirical investigation did not yield any statistically significant results with budget balance 
per capita in election years (variable EYBAL) as the main independent variable of interest, 
although the sign was negative in the probit and logit random effects models, the model was 
rewritten. The next step was to replace variable EYBAL with log values of total expenditures 
per capita in election years (variable EYLTCPC). Table 3 presents these results.  
 
Table 3: Total expenditures per capita - Estimated Probit and Logit Random and Fixed Effect 

Models 
 

 PROBIT_RE LOGIT_RE LOGIT_FE 
EY_LTEPC 0.371 0.612 1.051 
 (0.107)*** (0.181)*** (1.357) 
LIPC -13.838 -18.172 -32.272 
 (2.834)*** (9.420)* (14.840)** 
TOV -0.008 -0.024 0.087 
 (0.058) (0.100) (0.215) 
_cons 143.718 192.143  
 (29.141)*** (95.356)**  
lnsig2u _cons 4.173 5.170  
 (0.395)*** (0.475)***  
N 260.0 260.0 65.0 

* p<0.1; ** p<0.05; *** p<0.01 
Source: Author 

 
In a nutshell, the stated hypothesis on voters’ fiscal conservatism is not accepted. In both probit 
and logit random effect models there is a statistically positive correlation between re-election 
chances and increase in total expenditures in the election period (0,371 and 0,612). This implies 
that voters reward local incumbents for their expansionary budgetary policies in election years, 
which was reported by Akhmedov and Zhuravskaya (2004) in the case of regional elections in 
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the Russian Federation, by Aidt et al. (2011) for the Portuguese local elections and Jones et al. 
(2012) for the Argentinean local elections.  
 
One interesting result concerns the control variable LIPC. Namely, in all estimated models the 
sign is negative, i.e. the level of economic well-being decreased during the period 2013-2017 
and the correlation between LIPC and re-election probability of an incumbent is statistically 
significant. There are several potential explanations for this result. First, according to the 
rational retrospective theory of voting, the voters were able to distinguish the effect that a local 
incumbent had on their disposable income (variable ) from other things that influenced their 
income to decline (a prolonged recession that lasted till 2015 in Croatia). Second, they acted in 
line with rational ignorance and voted strictly according to their ideology. Third, declining 
income in the observed time period triggered the “voting by feet” mechanism and those voters 
who were sensitive already left (Mačkić et al, 2019), thus leaving the ones who put far less 
ponder on the question of income when casting votes.  
 

Table 4: Completed - Estimated Probit and Logit Random and Fixed Effect Models 
 

 PROBIT_RE LOGIT_RE LOGIT_FE PROBIT_RE LOGIT_RE LOGIT_FE 
EY_LTEPC 0.662 1.180 1.028 0.560 1.182 1.026 
 (0.235)*** (0.272)*** (1.022) (0.124)*** (0.289)*** (1.030) 
EY_OLBI -1.752 -3.445 -0.824 -1.619 -3.408 -0.810 
 (0.745)** (0.954)*** (1.220) (0.456)*** (0.994)*** (1.231) 
LIPC -7.983 -7.243 -21.357 -4.295 -7.977 -21.525 
 (3.061)*** (5.052) (18.112) (1.810)** (5.113) (18.326) 
TOV 0.003 -0.006 0.067 -0.048 -0.044 0.060 
 (0.070) (0.117) (0.182) (0.053) (0.119) (0.214) 
HDZ    0.876 1.381 0.125 
    (0.644) (1.457) (1.992) 
_cons 87.348 84.093  48.518 92.152  
 (31.477)*** (52.037)  (18.859)** (52.882)*  
lnsig2u 
_cons 

4.558 5.353  3.379 5.277  

 (0.399)*** (0.365)***  (0.389)*** (0.375)***  
N 260.0 260.0 65.0 260.0 260.0 65.0 

* p<0.1; ** p<0.05; *** p<0.01 
Source: Author 

 
The final step in the empirical analysis implied broadening our estimated non-linear panel data 
model. The obtained results are shown in Table 4. The model was first extended by introducing 
the measure of the online local budget transparency index in the election year (interaction 
variable EY_BAL). Probit and logit random effect models confirm its statistical significance (-
1,752 and -3,445) but even more so they confirm clear opportunistic motivation on the behalf 
of incumbents. They decrease budget transparency in the election year while simultaneously 
increasing total expenditures whose estimated coefficients (0,662 and 1,180) in the model 
remain statistically significant. Voters tend to reward such behaviour, thus labelling them as 
fiscal liberals.  
 
Both of these findings, on incumbents and voters, are in accordance with the second generation 
of the political budget cycles theory (Persson and Tabellini, 2000; and Shi and Svensson, 2006) 
that emphasises the lack of transparency as the driving mechanism behind the cycle. However, 
this result points to an interesting story. On the one side, incumbents are well aware that as the 
democratic experience evolves the voters tend to care more about public budgets, so they try to 
decrease the level of budget transparency in the election periods. On the other side, the learning 
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increasing total expenditures whose estimated coefficients (0,662 and 1,180) in the model 
remain statistically significant. Voters tend to reward such behaviour, thus labelling them as 
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Both of these findings, on incumbents and voters, are in accordance with the second generation 
of the political budget cycles theory (Persson and Tabellini, 2000; and Shi and Svensson, 2006) 
that emphasises the lack of transparency as the driving mechanism behind the cycle. However, 
this result points to an interesting story. On the one side, incumbents are well aware that as the 
democratic experience evolves the voters tend to care more about public budgets, so they try to 
decrease the level of budget transparency in the election periods. On the other side, the learning 

effect on behalf of the voters is still not fast enough. They are not fiscal conservatives, as the 
Brender and Drazen (2008) hypothesis on voters in “old democracies” would suggest. How 
much this conclusion owes to their clear ideological preferences (right wing due to the 1990s 
war experience in), versus sub-optimal media pressure and/or other interest group presence 
interested in public finance, is a very interesting research question.  
 
The final extension to the model was done by introducing a variable that would control for the 
ideological aspect of voting, thus addressing our second research question. Data from Table 2 
pointed to the HDZ as the party which holds office in the majority of local units that are in the 
sample, so we included it in our estimated model. These results are shown in the last three 
columns in Table 4. 
 
Although there is a positive correlation between the HDZ and re-election chances for the 
incumbent, there is no statistically significant confirmation that a candidate, if he or she is a 
member of the HDZ, will have a higher chance of staying in office. The variable LIPC is only 
statistically significant in a probit random effect model, so the obtained results cannot be 
considered robust. The remaining results are unchanged, thus confirming the robustness of the 
model and the fact that voters in our sample are not fiscal conservatives. Obtained results are 
the same as reported by Glaurdić (2018). His empirical investigation confirmed that voters who 
were more exposed to war traumas of the 1990s, which applies to our sample, are indeed fiscal 
liberals. Thus, they see expansionary budget policy as something good and not as something 
that needs to be discouraged during electoral periods. This result is further confirmed in our 
study due to the inclusion of an on-line local budget transparency index.  
 
5. Conclusion 
 
The aim of the paper was to address the question of voter strategies in the local units in Eastern 
Croatia during two electoral cycles: 2013 and 2017. The observed sample included 21 cities 
and 26 municipalities due to the availability of the online local budget transparency index 
(OLBI). In return, data on OLBI allowed for the estimation of a unique model that was 
estimated for the first time in the Croatian context. Obtained results enabled the identification 
of the political budget cycles based on moral hazard as the optimal theoretical model with 
respect to the incumbent’s practices in the election years (decreasing the level of transparency 
and increasing total expenditures). The methodology used in the analysis consisted of a non-
linear panel data analysis (probit and logit random and fixed effect).  
 
With respect to the stated research questions, empirical results reject the premise of fiscal 
conservatism and right wing bias within the electorate in Eastern Croatia. Voters in Eastern 
Croatia are fiscal liberals who tend to reward incumbents who increase total expenditures 
during election years. Their ideology does not have a statistically significant effect on 
incumbents’ re-election chances. Consequently, the stated hypothesis was also rejected.   
 
Future research should focus more on details when it comes to the fiscal preferences of voters. 
Namely, what influences their decisions in an environment that is characterised by stagnant or 
even deteriorating economic conditions (which was the case during the 2013-2017 period), low 
budget transparency and increasing total expenditures in election years? Could some insights 
from the public choice theory, e.g. introduction of new agents such as media and interest groups, 
cast light on these phenomena? Also, with a new round of local elections in 2021, there is 
enough data to cover all local units in Croatia for two consecutive electoral cycles (2017 and 
2021) in a similar manner as in this study. An additional, interesting research avenue would be 
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to examine whether ideological matching on local and national levels plays a role when it comes 
to voter strategies.  
 
This paper offered a clear and robust empirical estimation of voter strategies in local units in 
Eastern Croatia during the last two electoral cycles by using a measure of on-line local budget 
transparency for the first time. Overall, the obtained results are in line with the political 
economy literature with respect to both incumbents’ and voters’ behaviour in the election 
period. They both try to maximise their utility: incumbents increase total expenditures to remain 
in office and voters cast votes for incumbents who provide them with more goods and services 
in the election period. Indeed, it is the same principle; the rest is just details, as the Balašević 
theorem states. 
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