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Abstract


This study investigates the possible occurrences of patterns in macroeconomic policy targeting and instruments use in some Middle East and North Africa(MENA) countries where political regimes generally differ across countries and through time. Some of these patterns are held to correspond to those stipulated by the Partisan Theory and its Rational version for advanced democracies after due allowance is made for the nature of government and modes of regime transfer. In particular, we trace the differential evidence of partisan effects on output growth and inflation; and on rhythm in the use of instruments of finance through seigniorage and inflation taxation. Patterns on the mode of use of policy instruments through reliance on monetary policy surprises are also investigated. Effects of various political structure attributes on the policy outcome variables and instruments use are also considered in a latter part of the study. Empirical results obtained generally point to the possible presence of eco-political patterns similar in principle to those operable in the case of Developed Countries but with some distinct differences in nature and rhythm.
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1. Introduction:


Since the pioneering works of Nordhaus(1975) on the Political Business Cycle(PBC), and of Hibbs(1977) on the Partisan Theory(PT), it was generally agreed that the ideological orientation of governments influence economic policy outcomes vis-à-vis output growth, unemployment, inflation and the use of various monetary and fiscal policy instruments. In particular, according to the PT and within advanced western democracies, rightist governments 'strategically manipulate' the economy with greater aversion to inflation as compared to leftist governments which usually focus on rapid growth. 


A common thread linking the PBC rhythmic models and their PT counterparts, is that their construction was effected within the context of a developed country(DC) framework where civilian governments are mostly democratic and power may change hands between different parties within constitutional means. As Edwards(1994) notes:


"... Most of the literature [on political cycles] is limited to a two-party case and has focused on the experiences of the developed nations ...". 


That setup may not suit well the analytical apparatus of less developed countries(LDCs) where the structure of government is markedly different and power may be effected and retained through non-democratic and non-constitutional means. However, it is conceivable that partisan and rhythmic patterns may still be operable in the economies of the LDCs after due allowance is made for the noted differences in political structures and attributes. For these rhythms and differences spring mainly from the ideological orientations of governments and, indeed, governments in LDCs are markedly ideologically different. 


In this study, we attempt to collect empirical evidence on the possible existence of eco-political patterns of mainly PT and RPT style in a group of mainly LDCs which are countries in the MENA region. The region provides a rich environment with enough regime and partisan differences and transfers to enable us to trace the evolution of the various eco-political rhythms and to circumvent the very common problem in the literature of eco-political cycles of scarcity of degrees of freedom
.


The paper addresses at first the question of whether partisan behavior exists in a sample of MENA countries as regards the selection of an appropriate growth-inflation mix on the Phillips curve type tradeoff. That in turn would lead us to the possibility of a second rhythm where particular countries will follow expansionary policies which will aggravate the budget situation and create a greater tendency to rely on inflationary finances through seigniorage and the inflation tax in order to achieve the desired goals. Related to these issues we also try to garner evidence on any significant differences in the mode of use of instruments through engagements in 'policy surprises' between the different types of regimes.


To gauge these problems, we utilize methodologies of cross-section time-series panel estimation of models in output growth and inflation; seigniorage and the inflation tax; and in money surprises for the selected sample of countries of the region over an unbalanced sample period covering 1960 - 1996. Alternative methodologies of mainly time series intervention models generally require richer data sets than the ones available to us in order to detect the required rhythms and patterns in policy outcomes and instruments use. These alternative methodologies have been used intensively in the study of individual country settings and were applied to the case of an LDC by Abdel-Rahman(1997). 


The paper is organized as follows. Section 2 reviews the literature with special emphasis on partisan models. Section 3 then describes the MENA setup and discusses the role of political characteristics in shaping policy targets and hence on determining the nature of the differentiated partisan behavior. Section 4 presents information on the countries of the study, the relevant variables and the required data. Section 5 then conducts the empirical analysis via application of various tests for the presence of partisan effects on output and inflation, and on reliance on the use of certain policy instruments for the selected MENA countries. These latter tests are undertaken through investigations on the degree of resort to seigniorage and the propensity of different regimes to rely on the inflation tax. A related discussion on the degree of reliance on policy surprises for each type of regime is also investigated in this empirical section. A final section then concludes the study.
2.  Literature Review and Partisan Rhythms:


As is generally known
, the literature on political and economic cycles developed in two phases. The first phase used traditional macroeconomic models in which governments exploit a Phillips curve type tradeoff to systematically and predictably influence macroeconomic outcomes. In this spirit, Nordhaus(1975) and Lindbeck(1976) emphasized policymakers' "opportunistic" motivations in what came to form the PBC theory. In this construct politicians have no policy preferences of their own but they choose policies that maximize their chances of electoral victory. As a consequence of this, output growth tends to be above normal before an election whereas a recession would onset after the elections. Furthermore, inflation tends to increase after the elections. 

A second strand which could be classified as traditional partisan was pioneered by Hibbs(1977) in his PT and emphasized policymakers partisan motivations. In this construct leftwing parties are concerned with growth and unemployment whereas rightwing parties are more concerned with inflation. Consequently, growth would tend to be permanently higher for left-wing governments as compared to right-wing ones. Inflation, on the other hand, would tend to be permanently higher for left-wing governments as compared to right-wing ones. 

The two approaches adopted by Nordhaus’ PBC and Hibbs’ PT assumed that private agents were myopically naive and retrospective, tending to heavily discount the past. Their expectations were adaptive; and under such circumstances governments could - and generally did - exploit the existence of Phillips curve type tradeoffs. But due to the onset of inflation, agents become informed and hyperopic. Their expectations evolve into forward-looking rational forms, hence nihilating the exploitable tradeoffs. This was ascertained initially by McCallum(1978), who noted that the admittance of rational expectations within a general non-inflationary context leads to the insignificance of the used political dummies. 

Incorporating these new elements and using informational asymmetries between governments and private agents, the second phase contained works by Cukierman and Meltzer(1986), Rogoff and Sibert(1988), Rogoff(1990) and Persson and Tabellini(1990) within what is known as the rational opportunistic model which formed the Rational PBC(RPBC) theory. These types of works rest on models of political cycles incorporating rational expectations formulations and emphasize how a rational public may limit the extent to which policymakers can influence the economic cycles. In these models, there are no systematic patterns on growth or inflation. 

On a vein related to the second strand of the literature, Alesina(1987) and Alesina and Sachs(1988) developed a partisan model with rational expectations – subsequently known as the RPT
. Under this type of model, growth is temporarily higher for left-wing governments as compared to right-wing ones whereas inflation is permanently higher for left-wing governments as compared to right-wing ones.


Hence, eco-political rhythmic models in advanced western democracies could be classified first as either 'opportunistic' or 'partisan'. Opportunistic models hold that every government behaves essentially the same, i.e. opportunistically to win elections. Partisan models stipulate that there are differences in policies and outcomes as a result of different governments' ideological orientations. Models are secondly 'traditional' or 'rational'. The former set theorizes that governments exploit their abilities to predict and influence macroeconomic outcomes. The latter models incorporate rational expectations and emphasize the limits in the policymakers' ability to influence permanently and predictably the state of the economy. 


This research focuses on partisan models - both in their traditional and rational forms. We stipulate that there are differences in policy targeting, policy outcomes and instruments use as a result of differing regimes in power in the MENA region. Regimes in MENA are largely Monarchies(M) or Republics(R). They may have differing ideological orientations, and in turn might rely on different constituency bases of support. Different constituencies have different preferences and are affected differently by economic policies and outcomes. Governments are more inclined to follow policies which would benefit their bases of support. This in turn would lead to marked partisan behaviors between the two kinds of political regimes in MENA. Other factors could serve to sharpen or dampen these marked partisan patterns in behavior. 

We test these conjectures on data drawn from the MENA region. We analyze policy outcomes - in particular, output growth and inflation - and policy instruments – in particular, seigniorage and the inflation tax. In addition we investigate modes of surprise use related to the information asymmetries existing in the different types of regimes. 


In what follows we detail the assumptions underlining the two strands of the partisan theory and then modify the setup to suit our MENA construct. The other two strands of political cycles – namely the PBC and the RPBC - are ignored as they entail the presence of elections as the constitutional means of transferring power. But elections are not the common mode of transfer of power in the region, and hence the applicability of the PBC theory and its rational version to the region might be limited in this respect.

 2.1. Partisan Models in Developed Countries:


'Partisan' applies to those politicians who when in office act is if they pursue certain ideological goals. 'Opportunistic' policymakers choose policies solely to win elections while partisan policymakers want to win in order to implement their desired policies. As was mentioned before, Hibbs(1977) stipulated that left-wing parties typically choose combinations on the exploitable trade-off between inflation, growth and unemployment systematically different from those chosen by right-wingers with left-wingers more willing to bear the costs of inflation to attain growth and fight unemployment. The more recent strand of the RPT pioneered by Alesina(1987) incorporates partisan preferences into a rational expectation framework with wage or price rigidities. In this latter strand differences in real economic activity outcomes are transitory rather than persistent because rational expectations adjust after the post-electoral surprise. The two strands of PT rest on the following assumptions:

2.1.1. The Traditional Partisan Model:


Hibbs(1977,1987a) used the following set of premises:

a.1) The trade-off: The economy is characterized by an expectation-augmented Phillips curve of the type:
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rate of output growth.
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natural rate of growth.
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the inflation rate.
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expected inflation.

where the starting point is the following conventional formulation of the curve:
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but to simplify, it is generally assumed that 
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is equal to one in order to arrive at the simple specification in the first equation.

a.2) Expectations: Inflation expectations are adaptive and thus agents are myopic. The mechanism for forming expectations is given by:
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Substituting in the Phillips curve equation we obtain:


[image: image9.wmf]å

¥

-

-

-

-

+

=

0

1

)

1

(

j

t

j

t

t

y

y

p

l

l

p

&

&


which shows that given past inflation, the policymaker can achieve the desired rate of growth by an appropriate choice of current inflation.

a.3) Preferences: Politicians are not identical. Left-wingers are more concerned with growth and unemployment but less with inflation. Right-wingers are more concerned with inflation but less with growth and unemployment. Hibbs argues that political parties are representative of different constituencies which have different preferences. The right-wing constituency include the upper middle class and the business and financial community whereas the left-wing constituency includes the lower middle class and the union movement. The right-wing constituency is more concerned with inflation while the left-wing constituency is more concerned with growth and unemployment.

a.4) Polarization: In every election, only two parties face each other with a candidate each: an incumbent and a challenger.

a.5) Partisanship:  Different voters have different preferences over inflation and growth/unemployment. Voters choose the left- or the right-wing parties according to their preferences. Hibbs also argues that the electorates' concerns over inflation and growth/unemployment vary with the actual level of these variables; i.e. voters are retrospective - they look at the economy and based on their preferences, favor one party or the other. 

a.6) The instruments: The policymaker chooses a policy instrument deterministically related to aggregate demand.

a.7) Regime transfers: Regime transfers occur with elections. The timing of elections is exogenously fixed.

2.1.2. The Rational Partisan Model:


Alesina(1987) proposed a model that incorporates rational expectations into a partisan setup of macroeconomic policy. Some of the above assumptions are retained in the spirit of the PT while others are modified. The modified assumptions are:

a.2a) Expectations: Inflation expectations are rational and thus agents are hyperopic. Their expectations are formed according to the following mechanism:
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where 
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is the information available at the end of period t-1.

a.5a) Partisanship: Different voters have different preferences over inflation and growth/unemployment. Based on their preferences, they vote for the party that delivers the highest expected representative utility U given by:
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where 
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is a discount factor and u(.,.) is a utility function where utility is generally held to be a function of inflation and output growth.

a.6a) Instruments: The policymaker controls inflation directly.

3. The LDC and MENA Setup:


Some of the conventional theories of political rhythmic behavior could be modified to suit the requirements of LDCs with regimes structures which could differ in character between republics and monarchies or in characteristics between democracies and autocracies. Correspondences could then be drawn with Hibbs' PT and Alesina’s RPT where LDCs’ monarchies tend to perform in a manner similar to Hibbs' 'rightists' while LDCs’ republics, revolutionaries or populists tend to perform in a manner similar to his 'leftists'. In his original formulation, Hibbs specified that elected left-wing governments tend to pursue expansionary demand policies resulting in due process in temporary increases in growth and reductions in unemployment. These policies inevitably result in the acceleration of inflation which may persist - due to credibility problems - even after the initial real expansion has waned. Conversely when right-wing governments are appointed, they are willing to incur the costs of an immediate recession or downturn, in order to reduce inflation. After the initial downturn the economy returns to its natural level of activity and inflation remains low.  

Sources of partisan differences in behavior in LDCs stem from the following factors:

1. Disparities in political regimes’ constituencies and bases of support’s preferences. Each political regime is the representative of a particular constituency with its own different preferences. In particular, the economic constituency of monarchies and their bases of support largely consists of tribal chieftains and high income business, commerce, and financial communities whereas that for republican regimes includes middle class civil servants, army officers, low income workers and peasant classes. The two regimes care to a different extent about issues related to inflation and growth since inflation affects the constituency of the first type of regime – monarchies - particularly adversely while unemployment and recession hits the constituency of the second type of regimes – republics - particularly hard
.

2. Information asymmetries. Differences in regimes’ abilities to manipulate information results in differentials in the effectiveness of policies. This information asymmetry provides politicians with incentives to be strategic and opportunistic. In particular, the more democratic a regime is, the more symmetric the information structure between governments and private agents is, and hence the less effective are the policies pursued to manipulate output growth. 

3. Eco-political stability/instability of the respective regimes. Monarchies have proved to be more politically and economically stable as compared to their republican counterparts. Disruptions and dislocations occurring after a transfer of regime from monarchy to republic or within republics are bound to impact growth negatively. 

4. Sources of legitimacy. The less legitimate a regime is, the more urgently it seeks to substitute what are termed the “legitimacy of achievements” instead of constitutional legitimacy which reflects itself in a derive for growth. This factor may be specially important for the monarchy/republic classification where questions of political legitimacy are paramount after a change in power which tends to happen more frequently from monarchies to republics and within republics than within monarchies. 

 The above set-up could be modified to suit the requirements of a cross-sectional framework like the one attempted in this study of MENA countries where noted similarities and disparities in behavior between republican regimes and monarchies, for example, and/or between democracies and autocracies are discernable. To be more specific we conduct the treatment at two partisan levels:

a. Republics vs. Monarchies.

b. Democracies vs. Autocracies.

where the justifications for partisan modes of behavior could be different in each case. The first classification is clear-cut and could be coded in a discrete binary fashion. But the second classification is rather blurred and does not correspond to the first classification. Some monarchies in the MENA region are more democratic than some of their republican counterparts. In Morocco and Jordan for example multiparty democracy is practiced through its main institutions of political parties and elections. Hence we elect to use a continuously coded scheme to represent the differing shades of democracy – or otherwise – in the MENA countries in the second scheme of classifications.

As far as the first classification of republics vs. monarchies is concerned, partisan behavior in this instance could be uncertain on output growth. A new republican regime normally tries to proceed initially swiftly on the economic front to attain what is sometimes termed as 'the legitimacy of achievements'
. Being spurred by an informational advantage
, the regime will choose rapid growth at the out start. Inflation would generally be suppressed through massive incomes policy controls. The exchange rate is normally pegged and black markets are curtailed in the attempt to shift the conventional Phillips-curve tradeoff in order to strike both targets of high-growth and low-inflation. But the process tends to become unsustainable at some stage and faced overtime with the policy dilemma of high growth and inflation, the republican regime would opt for high growth, tending to view inflation as less of a hazard. This is further justified by the tendency of a republican regime to satisfy the preferences of its constituency base of support composed mainly of the lower middle class and the union movement which is more concerned with growth and unemployment. Hence a transfer of power from monarchies to republics and between republican administrations may spur growth in search of legitimacy and we would consequently observe more growth in the case of republics. But on the other hand a transfer of power from monarchies to republics and between republican administrations may cause wide disruptions thus impacting growth negatively via uncertainty and dislocations. Monarchies in the region proved to be more stable and were mostly resource endowed as in the case of the oil-rich Gulf countries over the period of the sample. This may result in higher rates of growth for monarchies as compared to republics. 

As regards inflation, the motivation for partisan differences in inflationary performances could lie more in the above mentioned constituency preferences of each type of regime. Monarchy regimes are largely based on tribal or clientelistic loyalties. Their constituencies include tribal chieftains, and the business and financial community. This is attributable mainly to historical reasons in the MENA region. The constituency of monarchies is more concerned with inflation whilst that of republicans is more concerned with growth and unemployment. Thus, monarchies motivated by the interests of their constituencies will view inflation as the greater threat and exhibit relative monetary discipline in turn refraining from excessive monetary instruments use. Hence we would observe less inflation, possibly being accompanied by more growth because of the stability argument in the case of monarchies. Moreover, the derive of republican regimes to induce more growth after a change of regime may result in the acceleration of inflation. 


The use of other forms of finance, aside from seigniorage, mirrors the political climate of the state. Taxation – including inflation taxation - has its well-known economic and administrative problems in LDCs. Reliance on it may be shunned by LDCs' monarchies, since they are mostly traditional administrations which are dependent on traditional bases of support. This means of finance is, however, exploited more ruthlessly by republics. A republican government will also tend to rely on monetary instruments use to meet the growing budget demands, sometimes via seigniorage, with no compunction of causing inflation. 

Hence correspondences with the previous theories could be drawn in that the traditional partisan model would imply that growth and inflation are permanently higher and unemployment permanently lower during the tenure in office of republican governments as compared to monarchies. On the other hand the rational partisan model hold that the public is rational rather than naïve, though imperfectly informed about some characteristics of the policymakers. That in turn may imply short-run non-neutral partisan effects for different types of governments but medium to long-run neutrality of policies. Changes within regimes
 would also have repercussions on policy targets, outcomes and instruments use. Growth should be temporarily higher than normal and unemployment temporarily lower than normal for sometime after a change in government. As far as inflation is concerned, it would be permanently higher when republican regimes are in office. 


As regards the second level of classification in terms of democracy vs. autocracy, it should be noted that there is no consensus among researchers about the effects of democracy on growth – or vice versa. On one hand there is a view holding that democracy can in fact impede growth. This is based on a number of arguments, typically made in relation to Latin American and East Asian countries. Sirowy and Inkeles(1990) and Feng(1997) note that the hypotheses put forward relate mainly to the dysfunctional consequences of premature democracy, the inability of democracies to implement policies for rapid growth, the incapacity of pervasive state involvement, the instability of some forms of democracy in terms of high executive personnel, the inefficiency of decision making in democracies, plus the negative effect of democracy on the ability of the bureaucracy to be provocative. On the other hand, positive results on the effect of democracy on economic performance have been provided and empirically verified by Maravall(1994), Pei(1994), and Geddes(1994), inter alios. The conclusions drawn by the empirical studies on the issue, however, remain mixed. For example, Feng(1997) concludes from his study on the relationship between growth, democracy and political instability in 96 countries over the 1960s that:

“overall, … democracy promotes growth indirectly by inducing major regular government change and inhibiting irregular governmental change”. 

Others argue that authoritarianism is clearly no recipe for growth, that the empirical studies undertaken by Feng(1997), and O’Donnell and Schmitter(1986) were contradictory and indecisive on the issue. It was also pointed out that the arguments have been limited to rates of growth, but it should be noted that economic development as a whole is highly correlated with liberal democracy as was argued in the works of Lipset(1983), Lipset, Seong and Torres(1993), Marks and Diamond(1992), and Vanhannen(1990, 1997), inter alios.         

In this part of the research we do not assume a predetermined stance on either side of the argument connecting democracy to growth, but merely argue that there are partisan differences in growth performances between democratic and autocratic systems. The justification for partisan behavior in this case could lie again in the changing constituency patterns in each case. For it is conceivable to argue that the constituency of autocratic systems – being largely composed of tribal and business alliances – is particularly affected by inflation while that of democratic systems – being composed largely of middle and lower income classes – is particularly affected by growth and unemployment. These disparities in constituency preferences will in turn get reflected in the attitude of each regime towards each policy outcome with less inflation under autocracies but higher inflation under democracies where autocracies might resort to bottle-up inflation through the use of massive incomes policies and subsidy programs because it harms and erodes their bases of support.  

The above conjecture could be qualified by the information asymmetry argument. An autocratic regime could achieve targets by utilizing the apparent informational advantage
 due to its monopoly over information and media. To affect high growth, the autocrat would resort to more policy surprises through monetary expansions. This will fuel inflation in turn. Hence we would observe more growth being accompanied by more inflation with increasing degrees of autocracy. Alternately, a democracy would assume that agents are rational to policy choices and/or that information between governments and people are symmetric
. Myopia is ruled out and rationality in expectations admitted. Democratic administrators, observing rationality, will view inflation as the greater hazard and hence exhibit relative monetary discipline refraining from excessive monetary instruments use. A democracy would indulge in 'strategic behavior' electing to choose less of inflation at the expense of possible attendant recessions. Hence we would observe less inflation possibly being accompanied with less growth in the case of increasing degrees of democracy. The result on growth is qualified by the positive role democracy could play through its institutions which generally guarantee more participation and transparency as compared to autocratic systems. 

Again,
the use of instruments of finance mirrors the political attributes of the regime. Reliance on taxation may be shunned by LDCs' democracies, since they are mostly coalition administrations which are generally politically vulnerable and weak and often have to face hostile legislatures which may contain hostile private groups bent on maximizing the probability of an administration change. This means of finance is, however, exploited more ruthlessly by autocracies. As regards instruments of policy, an autocrat will tend to rely more on monetary instruments use to meet the growing budget demands, normally via seigniorage, with no compunction of causing inflation. We would thus expect less resort to seigniorage and inflation taxation with increasing degrees of democracy. 

Thus the two versions of partisan models in LDCs could now rest on the following set of modified assumptions:

3.1. Partisan Models in LDCs:

The partisan models within a LDC setting could rest on the following assumptions:

3.1.1. The Traditional Partisan Model:


The model uses a similar set of assumptions to that of the PT for DCs but differ as regards the assumption on constituency preferences:

a.3) Preferences: States are not identical. Republics are more concerned with growth and unemployment and less with inflation. Monarchies have opposite preferences.


The prime motivation for this argument remains that political entities are representative of different constituencies with different preferences. Monarchies in LDCs were traditionally closed and economically conservative as was the case for the present MENA monarchies plus the older ones which ruled Egypt, Iraq, Yemen, Libya and Iran. The tradition of most of the MENA republics – specially those which established power via resurrection or struggle for independence – was revolutionary, socialist and populist in nature as was the cases of Egypt, Iraq, Syria, Algeria, Yemen, Tunisia, Mauritania and Sudan. Even after achieving power many of the regions republics had a turbulent and unstable political history with frequent changes of regimes within the republican context as was the cases of Iraq, Syria, Sudan, Algeria and Yemen. Each new administration would move quickly to establish its legitimacy via the “legitimacy of achievements” scenario. Control of information was one of the first moves after power transfers. This added information asymmetry advantage would lead to an added effectiveness of policies pursued and thus provides a rationale for the use of policy surprises.  

3.1.2. The Rational Partisan Model:


New assumptions in the rational case are:

(a.5a) Partisanship: Different constituencies have different preferences over inflation and growth/unemployment. Based on their preferences, they support the government that delivers the highest expected utility U given by:
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To trace those effects, empirical tests on the degree to which the differing  political regimes tend to rely on seigniorage, inflation taxation and monetary surprises are conducted.

4. The Countries, Variables and Data:


This section discusses the MENA countries appearing in the sample, the variables, and the data used to explore the evidence on the presence of eco-political patterns in business and the budget. Since strategic behavior - or opportunism - is likely to reveal itself in the choice of the actual policy instruments used rather than in the policy goals variables, we also gauge the evidence on rhythm in the seigniorage and inflation tax variables; where these two are differentiable in the case of high inflation. An addendum to these considerations is to investigate the extent of reliance on surprises by the different types of regime. 


In what follows we start by considering the countries used in the study and then proceed to discuss the variables used in the empirical evidence in support of the rhythmic patterns in the outcome and instruments’ variables. 

4.1. The Countries:

The MENA sample countries used in the study names and codes are: 

1. Algeria(DZA):

2. Bahrain(BHR):

3. Egypt(EGY):

4. Iran(IRN):

5. Iraq(IRQ):

6. Jordan(JOR):

7. Kuwait(KWT):

8. Lebanon(LBN):

9. Libya(LBY):

10. Mauritania(MRT):

11. Morocco(MAR):

12. Oman(OMN):

13. Qatar(QAT):

14. Saudi Arabia(SAU):

15. Sudan(SDN):

16. Syria(SYR):

17. Tunisia(TUN):

18. Turkey(TUR):

19. United Arab Emirates(ARE):

20. Yemen(YEM):

Not every country appears in the sample for the different models. Some of the countries have missing data on certain variables and hence are subsequently dropped in the respective analyses. In other instances the sample may not be balanced over the same time period and the panel may vary from one model to another. Abdel-Rahman(2000) provides more information on the political economics of the countries of the sample focusing on their parliamentary institutions and governance during the period of study which generally covered 1968-1996. The main reference on that remains Banks and Muller(1998).

4.2. Variables and Data:


Data used in this study are discussed in this section. The first subsection considers the economic variables and the data used on them, whereas the second subsection considers the political variables and the data used on them.


Data on economic variables was primarily obtained from the annual publications of different conventional sources like the World Bank and the International Monetary Fund(IMF) plus other local sources. Other types of data – on polities – were mainly obtained from nonpartisan organizations. A primary source of this was the comprehensive analysis in 1996 of 157 countries at the University of Colorado, which maintains the famous Polity III database, available at http://isere.colorado.edu/pub/datasets/polity3 in which 157 countries are scored on a 10-point democracy scale and a 10-point autocracy scale. The polity data base includes scores on other variable indexes as well 

4.2.1. Economic Variables

The data used to describe the economic conditions of the countries of the MENA region are annual data on real Gross Domestic Product(GDP) and Gross National Product(GNP), the Consumer Price Index(CPI) and various other measures of monetary and fiscal policies. The data mostly cover the period 1960-1996 obtained from the World Bank, IMF International Financial Statistics(IFS) Data Banks and the related Internet sites. GDP/GNP was used as a measure of output and income. AS Lewis-Beck(1988) notes: 

“the global measures of national income have some advantage over the unemployment and inflation measures. First, they are more comprehensive, including the direct and indirect effects of these more specific measures. Second, virtually all economic policies of government would receive some weight in such a variable.”

Other structural variables used by researchers like unemployment, were not available to us in the desired form for the group of MENA countries and hence were not used. Output growth and inflation were used to search empirically for the existence of partisan and rational partisan differences. Rates of output growth and inflation were computed from the basic associated variables where output growth is the yearly rate of change of the applicable real GDP/GNP measure and inflation is defined as the yearly rate of change of the CPI. Monetary data used in the computations of the relevant instruments include money supply as measured mostly by the narrow money concept M1 and its associated growth rate. The related seigniorage and inflation tax variables were also used to search empirically for the existence of partisan differences. Seigniorage was computed as 
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 is nominal narrow money rate of growth and m is real money balances whereas the inflation tax was computed according to 
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is the inflation rate. Because of the presence of high inflation in many of the sample countries, we treat seigniorage and the inflation tax as different; the two will be the same only if agents maintain a constant value of real money balances - a thing which does not happen during episodes of high inflation. Seigniorage and the inflation tax variables were then taken as percentage ratios of GDP and denoted respectively as, seiy, and, iftxy. The related surprise variable, msurp, was constructed as the residual from an Autoregressive Integrated Moving Average(ARIMA) model in the logarithm of nominal narrow money, lnM; where the orders of the ARIMA were determined by use of the appropriate identification procedures.

4.2.1.1: Preliminary Patterns in Outcomes:

We present next some preliminary summary statistics and patterns on output growth and inflation outcomes for the sample of countries.

 i) Output Growth:

Table(1) below shows some summary statistics on output growth for the sample of countries:

Table(1)

Output Growth Rates
	Country
	Period
	Mean
	Max
	Min
	Std. Dev.

	ARE
	1974-90
	6.39
	26.74
	-18.61
	12.52

	BHR
	1981-95
	2.35
	11.58
	-7.15
	5.24

	DZA
	1967-96
	3.82
	19.82
	-7.67
	5.31

	EGY
	1967-96
	5.55
	15.02
	0.48
	3.34

	IRN
	1975-95
	1.76
	17.16
	-14.06
	8.68

	IRQ
	1967-91
	-1.16
	41.65
	-50
	21.09

	JOR
	1976-96
	6.96
	23.94
	-13.75
	8.21

	KWT
	1967-95
	2.64
	40.19
	-22.16
	12.68

	LBN
	1987-96
	78.36
	699.90
	-42.45
	219.45

	LBY
	1967-89
	1.56
	33.86
	-18.80
	12.19

	MAR
	1967-96
	4.78
	11.51
	-6.29
	4.69

	MRT
	1967-96
	2.08
	10.27
	-6.29
	4.69

	OMN
	1967-95
	12.53
	81.89
	-14.25
	19.26

	SAU
	1967-96
	4.08
	20.16
	-18.11
	8.48

	SDN
	1967-94
	3.13
	18.41
	-10.37
	7.27

	SYR
	1967-95
	6.61
	23.04
	-10.70
	8.36

	TUN
	1967-96
	5.22
	17.52
	-1.54
	3.91

	TUR
	1967-96
	3.79
	10.88
	-14.15
	4.84


The table shows that countries with high output growth rates over the sample period were Lebanon
, Oman, Jordan, Syria and the Emirates but with some wide ranges and high variations in performance. Those with relatively low rates over the period included Iraq, Libya, and Iran. A cursory observation is that the first group of countries – apart from Lebanon - contain a blend of republics and monarchies that remained largely stable over their sample periods while those in the second group, being largely republics, suffered from political turmoil. Volatility in growth – as measured by the standard deviation - is extremely high for Lebanon and high for Iraq, Oman, Kuwait, Emirates and Libya. Inspection of the primary data
 also show increasing trends in growth rates over the unbalanced sample periods in the cases of Bahrain and Kuwait whereas there is an apparent upward trend in the case of the Emirates after the recession of 1985 attributable in turn to the collapse of the oil markets that same year. These three cases are monarchies. On the other hand decreasing growth rates over substantial latter parts of the sample are detected in the cases of Algeria, Egypt, Iraq, Libya, and Syria.

ii) Inflation:

Table(2) below shows summary statistics related to inflation rates in the sample countries.

Table(2)

Inflation Rates
	Country
	Period
	Mean
	Max
	Min
	Std. Dev.

	BHR
	1966-96
	5.32
	24.39
	-2.64
	7.34

	DZA
	1970-96
	12.97
	32.18
	2.63
	8.61

	EGY
	1961-96
	10.36
	23.86
	-3.00
	7.07

	IRN
	1961-96
	14.04
	49.64
	-0.39
	11.65

	JOR
	1970-96
	8.24
	25.71
	-0.20
	5.99

	KWT
	1973-96
	5.15
	12.99
	-0.55
	3.78

	LBN
	1967-95
	36.33
	487.58
	-100
	103.69

	MAR
	1961-96
	5.98
	17.57
	-1.01
	4.07

	MRT
	1986-96
	6.99
	12.93
	1.32
	3.17

	QAT
	1980-96
	-2.77
	8.52
	-100
	25.15

	SAU
	1964-96
	4.59
	34.58
	-3.20
	8.90

	SDN
	1961-94
	25.16
	123.58
	-100
	39.57

	SYR
	1961-96
	11.54
	59.48
	-3.88
	12.10

	TUN
	1984-96
	6.52
	8.90
	3.73
	1.63

	TUR
	1961-96
	36.57
	110.17
	0.40
	31.41


Countries with high inflation rates over the sample period included Lebanon, Sudan and Turkey again with some wide ranges and high variations. Those with relatively low inflation rates over the period included Bahrain, Jordan, Kuwait, Morocco, Mauritania, Qatar, Saudi Arabia and Tunisia. Again inspection of the data reveals that the first group of countries were essentially republics that suffered largely from political turmoil over the sample period while those in the second group, being mostly monarchies remained relatively stable
. Volatility in inflation rates is again extremely high for Lebanon and high for Sudan, Turkey, Qatar, Syria, and Iran. Increasing trends in inflation rates over the sample period are also witnessed in the cases of Algeria, Egypt, Iran, Sudan, and Turkey. These cases are all republics with varying degrees of political and economic instabilities. On the other hand decreasing rates are detected in the cases of Bahrain, Kuwait, and Tunisia. 

A cursory conclusion that could be drawn at this juncture is that the monarchies in the MENA countries have a positive impact on growth but a negative one on inflation. Monarchies in the sample stayed relatively stable – except for the cases of Libya and Iran. Hence it could be argued that the stability of the regime affects growth favorably and inflation adversely. Moreover, many monarchies were resource endowed with oil which helped them to achieve high growth rate of output and at the same time to alleviate the various inflationary pressures in their economies. It could also be argued that monarchies followed policies which served the interests of their supporters. In particular, since inflation is specially harmful to their traditional bases of support it was targeted to be tightly controlled, normally by a combination of conservative monetary policies and elaborate subsidy programs.

4.2.1.2: Preliminary Patterns in Instruments and Modes of Use:

We present next some preliminary summary statistics and patterns on seigniorage, inflation tax and the use of surprise.

i) Seigniorage:

As far as the seigniorage variable is concerned, the table below shows the relevant summary statistics for the sample countries of the region:

Table(3)

Seigniorage-GDP%

	Country
	Period
	Mean
	Max
	Min
	Std. Dev.

	BHR
	1966-1996
	0.212
	2.121
	-0.802
	0.729

	DZA
	1969-1995
	42.891
	85.922
	-2.834
	24.178

	EGY
	1961-1996
	7.019
	30.893
	0.915
	6.230

	IRN
	1961-1996
	883.032
	2128.662
	384.275
	450.168

	JOR
	1969-1996
	1.862
	6.168
	-1.116
	1.810

	KWT
	1972-1996
	0.318
	4.357
	-1.021
	1.002

	LBN
	1966-1994
	1040.155
	1807.667
	-66.010
	661.883

	MAR
	1961-1996
	36.225
	115.564
	-0.763
	21.728

	MRT
	1985-1996
	82.109
	392.009
	-91.776
	159.409

	SAU
	1963-1996
	6.544
	22.278
	-2.510
	7.185

	SDN
	1961-1993
	9.968
	21.478
	-0.316
	5.409

	SYR
	1961-1995
	117.344
	261.261
	34.477
	61.512

	TUN
	1983-1996
	1.620
	4.277
	0.130
	1.346

	TUR
	1961-1996
	3353.554
	7013.834
	1173.050
	1423.508


·  Interruptions in the sample data are noted in the cases of Iran over the period 1984-1986, for Lebanon over 1975-1977 and for Kuwait over 1990-1991.

Countries that made excessive resort to seigniorage as a mode of finance over the sample period included Algeria, Iran, Lebanon, Morocco, Mauritania, Syria and Turkey. They were mostly republics with some degree of political turmoil over the sample period while those on the other end of the spectrum included Bahrain, Jordan, Kuwait, and Tunisia. These were stable monarchy regimes except for the case of Tunisia. Volatility in the seigniorage ratio was very high for Turkey, Lebanon, Iran and Mauritania which are republics by nature of government. This ratio also showed a clear positive trend for the case of Sudan, but the trend was decreasing in the cases of Egypt, Jordan and Lebanon. There were also some evidence of level shifts in the cases of Algeria and Syria.

ii) The Inflation Tax:

As for the inflation tax variable, the table(4) below shows the summary statistics for the countries in the sample:

Table(4)

Inflation Tax-GDP%
	Country
	Period
	Mean
	Max
	Min
	Std. Dev.

	BHR
	1966-1996
	  0.136
	0.934
	-0.178
	0.287

	DZA
	1970-1995
	35.258
	80.990
	5.229
	20.145

	EGY
	1961-1996
	5.378
	14.436
	-0.751
	3.594

	IRN
	1961-1996
	823.719
	1540.447
	263.765
	413.356

	JOR
	1970-1996
	1.367
	4.506
	-0.030
	1.156

	KWT
	1973-1996
	0.175
	0.626
	-0.025
	0.167

	LBN
	1973-1994
	2315.043
	10184.57
	101.901
	3269.303

	MAR
	1961-1996
	19.720
	56.249
	-2.454
	13.383

	MRT
	1986-1996
	94.432
	199.449
	19.728
	52.679

	SAU
	1964-1995
	1.723
	11.209
	-3.634
	3.361

	SDN
	1961-1993
	11.365
	32.594
	-2.799
	9.401

	SYR
	1961-1995
	88.804
	355.248
	-11.582
	81.680

	TUN
	1984-1996
	1.382
	2.276
	0.656
	0.506

	TUR
	1961-1996
	3736.135
	13400.71
	45.285
	2604.423


· Interruptions in data are noted in the case of Lebanon over 1975-1978 and for Kuwait over 1990 and for Iran over 1984-1985.

Again a pattern could be established for this ratio similar to that detected on the seigniorage-GDP ratio. High rates were recorded in the cases of republican countries like Algeria, Iran, Lebanon, Mauritania, Syria and Turkey. Small ratios were detected in the cases of Bahrain, Jordan, Kuwait, Saudi Arabia and Tunisia which are – except for the last country – monarchies in nature. Volatility was extremely high in the same group of countries as was for the seigniorage ratio. These were the republican countries of Lebanon, Turkey, and Iran. Increasing trends in the inflation tax-GDP ratio are detectable in the cases of Algeria and Sudan. Decreasing patterns are noted for Morocco and Tunisia. Stable patterns over the latter parts of the sample are in evidence for the case of Turkey despite an earlier rising trend prior to the 1990s. 

iii) Monetary Surprises:

As far as the monetary surprise variable is concerned, table(5) below shows the relevant summary statistics:

Table(5)

Monetary Surprises

	Country
	Period
	Median*
	Max
	Min
	Std. Dev.

	ARE
	1975-1996
	-61.435
	1821.701
	-1513.367
	876.415

	BHR
	1967-1996
	-4.384
	48.661
	-34.703
	18.816

	DZA
	1966-1995
	-407.681
	28912.50
	-30741.42
	11736.71

	EGY
	1962-1996
	-208.873
	1692.251
	-1014.295
	559.576

	IRN
	1962-1996
	99393.07
	1873293
	-1823976
	575429.9

	IRQ
	1962-1977
	-1.469
	68.036
	-41.097
	24.970

	JOR
	1962-1996
	-8.970
	134.632
	-165.773
	53.285

	KWT
	1962-1996
	-14.482
	534.665
	-220.584
	114.772

	LBN
	1962-1996
	-22479.87
	406597.4
	-207154.4
	92450.64

	LBY
	1962-1996
	-23.296
	739.403
	-653.690
	331.778

	MAR
	1962-1996
	-695.623
	18151.30
	-4055.428
	3584.991

	OMN
	1974-1996
	2.503
	37.315
	-38.714
	20.206

	SAU
	1962-1996
	-1627.304
	10699.80
	-7527.112
	4604.042

	SDN
	1962-1996
	1530.388
	29690.73
	-39709.38
	9787.919

	SYR
	1962-1995
	-958.142
	9623.904
	-13073.32
	3945.998

	TUN
	1962-1996
	-7.518
	206.727
	-198.723
	93.028

	TUR
	1962-1996
	6472399
	47202994
	-53284633
	17455643

	YEM
	1992-1996
	-644.292
	7069.378
	-4707.593
	4467.686


· The median is reported instead of the mean for this series because it is a residual series with zero mean. The median is a better indicator of the orientation of surprises in this regard.

· Interruptions are noted in the case of Kuwait over 1990-1992 and for Iran over 1984-1987.


Large positive values illustrative of the inclination towards more use of the surprise mode were recorded in the cases of Iran especially after the 1979 revolution, Sudan after the 1989 coup de tat and Turkey post 1985. These are cases of republics with some degree of instability over the sample period.


Reliance on the surprise mode variable could also be gauged by the standard deviation as a measure of increased volatility in reflection of the surprise. This was especially large in the cases of Algeria, Iran, Lebanon, Morocco, Saudi Arabia, Sudan, Syria and Turkey while Yemen did not permit us to draw conclusions because of severe sample limitations. The series were oscillatory divergent in an indication of increased volatility in the cases of Algeria, Egypt, Iran, Iraq, Jordan, Lebanon, Libya, Sudan, Syria, Tunisia and Turkey -  which are – except for the case of Jordan - republics. 

4.2.2. Political Variables:

The specification of political regimes in the MENA region for the purposes of this study follows a two tier method. Initially, we classify states as Republics(R) or Monarchies(M). Second, we treat regimes according to various degrees of polity characteristics that implicitly gauge the degrees of democracy vs. autocracy plus other polity attributes as well. The first mode of classification was adopted instead of the alternative classification of regimes into presidential or monarchist. The motivation was that in the cases of some countries, e.g. Lebanon, Libya and Turkey, executive power may not lie entirely within the presidency and hence the alternate classification may not be that clear-cut. In the three mentioned cases we can classify the countries as republics. Some countries witnessed drastic political changes during the sample period. Yemen, Libya and Iran, for example, changed in polity from monarchies to republics respectively because of the 1962 and 1969 overthrowals of the monarchies in the first two countries respectively and the 1979 revolution in the latter country. The classification codes are permitted to vary in these instances between one type of regime and another for the concerned countries. Later on, we do not rely on these categorical classifications but instead move to use the more general second scheme with coded political variables which purport to directly measure the various dimensions and attributes of a political system authority like its closedness/openness of institutions, patterns of recruitment to office, independence of executives, participation and centralization of authority. These are gauged by various criteria like the influence relations between superordinate and subordinate strata; the degree of inequality between the strata; the institutional relations among superordinates; the competitiveness of the recruitment to superordinate positions; and the basis of political legitimacy as in the manner of Jaggers and Gurr(1995). This allows us to trace whether various polity attributes like the degree of democracy or political openness have any partisan repercussions on economic policy targeting and instruments use and would also allow various methods of estimation to be used.

Countries which are classified in the first categorical scheme of classification as Monarchies(M) are:

1. Bahrain.

2. Jordan.

3. Kuwait.

4. Morocco.

5. Oman.

6. Qatar.

7. Saudi Arabia.

8. United Arab Emirates.
whereas those classified as republics (R) are:

1. Algeria.

2. Egypt.

3. Iraq.

4. Lebanon.

5. Mauritania.

6. Sudan.

7. Syria.

8. Tunisia.

9. Turkey.

In the cases of Yemen, Libya and Iran, the classification scheme changes abruptly from monarchy to republic at the appropriate time periods as mentioned earlier. 

The variables used in the second scheme of classification are drawn from the data base of the Polity III project
. The project reports on the political structures for all independent countries in the interna​tional system from 1800 to 1996. The dataset has become a source of cross-national longitudinal data on the authority characteristics of modern polities and has been widely used by researchers to study various aspects of event count and event history models of democracy and growth, democracy and war, democratization and war, regime type and civil war, causes of change in political structure plus other applications in diverse areas. Some of the more sophisticated measures of regime type in the dataset have become popular among scholars and are widely used in investigating aspects of societal governance and regulation. These include Bollen’s(1980, 1993) multivariate measurement model-based indicators, the Freedom House survey of political and civil rights around the world, Arat’s(1991) human rights based indicators, Vanhanen’s(1990, 1997) election-based measures, and Coppedge and Reinicke’s(1990) multivariate approach. The data base was also used by Campos et.al.(1999) in their study of socio-political instability and its links to growth in the MENA region. The most widely employed measures derive from the Polity database and are discussed by Gurr(1974) for the Polity I project; Gurr et al.(1989) for the Polity II project and Jaggers and Gurr(1995) for the Polity III project. 

The project was conceptually developed by Gurr(1974) in his study of regime durability and change and initially termed the Polity 1 project. In order to analyze regime persistence, Gurr collected data on several authority characteristics for each polity in the international system between 1800 and 1971. These characteristics were derived from Eckstein’s theory of authority relations that applied to all social units, including polities. This early development of an analytic delineation of authority relations was detailed in Eckstein and Gurr (1975). The characteristics could indirectly measure the extent of democracy and instability. Polity II expanded the scope of the original dataset to include annual codings of nine institutionalized authority characteristics, and for over 150 countries from 1800-1986. Scales of democracy, autocracy, and anocracy were created through the aggregation of authority characteristics reflecting the influence dimensions of authority, the recruitment of chief executives, and the centralization of government structure
. Polity III updated the data comprising the democracy and autocracy indicators for the post World War II period 1946 - 1996. These data were merged with the information from Polity II for the period 1800 - 1945. 

As far as the MENA countries are concerned, we focused on the balanced polity sample period 1960 - 1996 for the various political variables. The basic variables obtained from this data source for the purposes of the study could be grouped into five broad classes of attributes measuring respectively the above mentioned attributes of institutional closedness/openness, executive recruitment, executive independence, participation, and centralization of state authority. In what follows we firstly discuss in more detail the MENA polity variables appearing in the analysis and their performance over the sample period used in the estimation of these types of models
. 

First: Measures of Closedness/Openness of Institutions. These were measured by the following two variables:

AUT:  This is an autocracy score measuring the general closedness of political institutions coded as: 

              
  0
low; 

10 high 

As far as this variable is concerned, the score remained constant but at varying levels; for the Emirates at level 10, Libya at level 7 and Saudi Arabia at level 10. The score was step increasing for Iraq and Syria, ranging from 5 to 9 in the first case and from 4 to 9 in the second case. It was also generally increasing in the case of Yemen despite an initial fall in the early years of its sample following the fall of the despotic Imam in 1962. The score was step decreasing throughout in the case of Oman. There were also decreasing scores with some minor fluctuations in the cases of Egypt, Iran, Jordan, Morocco and Tunisia. The score was interrupted for Lebanon during the war years but increased slightly since then. In the case of Sudan there were detectable shifts in autocracy which are explainable by purely partisan factors holding between consecutive civilian and military regimes which pendulated in power over the country’s sample period. Similar bipartisan shifts are noted in the case of Turkey. 

Table(6) below shows the median values for the autocracy polity attribute for the MENA group over the sample period 

Table(6)

Autocracy Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	AUT
	10
	10
	9
	10
	10
	7
	9
	9
	2

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	AUT
	7
	9
	10
	10
	7
	9
	9
	0
	5


· Range 0-10.

Over the whole period the lowest median value was zero for the case of Turkey followed by 2 for Lebanon. On the other side of the spectrum a maximum autocracy median score of 10 was registered in the cases of the Emirates, Bahrain, Egypt, Iran, Oman and Saudi Arabia which are mostly absolute monarchy states.

DEM: This is a democracy Score measuring the general openness of political institutions coded as: 

        

  0
low; 

 

10
high

As for this attribute, it remained constant at zero levels for the cases of the Emirates, Bahrain, Egypt, Iran, Iraq, Kuwait, Libya, Oman, and Saudi Arabia where seven of these nine countries are absolute monarchies or were absolute monarchies during earlier phases of their sample periods. The score  was increasing from the low mode of 1 to 4 in the case of Jordan – another monarchy - in 1991 and stayed at that level. It was also increasing from zero to one in the case of Tunisia in 1993 and had a single sustained spike of up to 3 over the period 1988-1992. Democracy was fluctuating in a bipartisan fashion for Turkey between 2 and 10, and for Sudan between zero and 8 due to the turnover of these countries between military governments and democratic civilian administrations. Countries which witnessed a decline in the score were Syria where the score dipped from 2 to zero in 1963 and stayed at that level since then, and Yemen where a dip from 2 to zero occurred in 1967 and stayed at that level since.

Table(7) below shows the median values for the democracy polity attribute for the countries of the MENA group over the sample period.

Table(7)

Democracy Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	DEM
	0
	0
	0
	0
	0
	0
	0
	0
	4

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	DEM
	0
	1
	0
	0
	0
	0
	0
	9
	0


· Range 0-10.

The lowest median value was zero for the greatest majority of MENA states with the exceptions of Lebanon
 which scored a median of 4, Morocco which had 1 and Turkey which attained the highest median of 10 among the group of countries.

Second: Measures of Recruitment to Office. These were represented by the following three variables: 

XRR:  This is an executive recruitment regulation variable reflecting the institutionalized procedures regarding the transfer of executive power. The variable is coded as: 

               
1
unregulated  

               
2
designation/transitional

3 regulated 

This score remained constant over the sample periods at the middle value of 2 for Algeria, Egypt, Syria and Tunisia where these countries are republics and their chief executive is a president. It assumed the value of 3 indicative of a regulated setup for the Emirates, Bahrain, Jordan, Kuwait, Morocco, Oman and Saudi Arabia where the executive in all these cases is a monarch and recruitment is hereditary. The score declined abruptly from 3 to 2 in the case of Iran following the revolution of 1979 which ousted the monarch and in Lebanon following the end of the civil war after due allowance is made for the interruption during it. The score increased from 1 to 2 in Iraq in 1968 due to a transfer of power to the right-wing of the Baath party and the subsequent issuance of a provisional basic law in that year. The score fluctuated from an early high of 3 to a later midway score of 2 for both Libya and Yemen after the overthrowals of the monarchy regimes in these countries. More noticeable fluctuations of basically bipartisan nature are witnessed in the cases of Sudan and Turkey related to the previously noted influences of successive civilian and military administrations.

Table(8) below shows the median values for the recruitment regulation measure for the MENA group over the sample period.

Table(8)

Recruitment Regulation Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	XRR
	3
	3
	2
	2
	3
	2
	3
	3
	3

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	XRR
	2
	3
	3
	3
	2
	2
	2
	3
	2


· Range 1-3.

The lowest median value was 2 of designation/transitional nature for the cases of Algeria, Egypt, Iraq, Libya, Sudan, Syria, Tunisia and Yemen which are republic states with mostly presidents as their chief executive. The rest of the group – mostly monarchies - achieved a median score of a regulated 3.

XRC:  This is an executive recruitment competition variable reflecting the extent to which executives are chosen through competitive elections measured as: 

             
0
unregulated

               
1
selection 

               
2
dual/transitional

3 election 

As for this related executive recruitment competition score, the code stayed at a constant value of 1 indicative of a selection mode for the Emirates, Bahrain, Egypt, Iran, Kuwait
, Morocco, Oman, Saudi Arabia, Syria and Tunisia. Iraq’s score increased in a single ramp from zero to 1 in 1968 due to the above noted transfer in power that same year. Jordan’s score also increased ramp-fashion in 1993 after the abolishment of martial law regulations and the lifting of a ban on political parties. Libya’s score dipped from 1 to zero following the 1969 revolution. Lebanon’s score also decreased but from 3 to 2 starting from 1990 after due allowance is made for interruptions of the civil war. There were fluctuations of the above noted evident bipartisan nature in recruitment competition in Sudan and Turkey where the score ranged between the election mode of  3 – for the case of civilian democratic regimes – and the selection mode of 1 – for the case of military dictatorships in the case of Sudan and between 3 and the dual/transitional mode of 2 for the case of Turkey.

Table(9) below shows the median values for the recruitment competition variable for the MENA group over the sample period.

Table(9)

Recruitment Competition Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	XRC
	1
	1
	1
	1
	1
	0
	1
	1
	3

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	XRC
	0
	1
	1
	1
	1
	1
	1
	3
	1


· Range 0-3.

Lowest median values of zero were registered in this case by Iraq and Libya whereas maximum median scores of 3 were registered by Lebanon and Turkey. The rest of the group attained a median value of 1 indicative of a selection mode.

XRO:  This is an executive recruitment openness score measuring the opportunity for non-elites to attain executive office. This is coded as:

               
0
unregulated 

               
1
closed

               
2
dual/designation 

               
3
dual/election

4 open.

This variable’s score was constant at a closed mode of 1 for Oman and Saudi Arabia; at 2 for the Emirates and Kuwait; and at 4 of the open nature for Egypt, Lebanon, Syria, Tunisia, and Turkey respectively. Decreases in the openness score are detectable in the cases of Algeria, Libya, and Sudan which assumed a zero score depicting a largely unregulated mode since the coup of 1989 after its open mode of 4 over the democratic era prior to that. Increases are detected in Iran, Iraq, Jordan, and Yemen over the latter time periods. There were some initial fluctuations in the case of Morocco but the score tended to stabilize at a mode of 2 since 1968.

Table(10) below shows the median values for the recruitment openness polity attribute for the MENA group over the sample period.

Table(10)

Recruitment Openness Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	XRO
	2
	2
	4
	4
	1
	0
	2
	2
	4

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	XRO
	0
	2
	1
	1
	4
	4
	4
	4
	1


· Range 0-4.

As regards this measure the lowest median value of zero were again obtained in the cases of Iraq and Libya. On the other hand a maximum openness median score of 4 was registered in the cases of Algeria, Egypt, Lebanon, Sudan, Syria, Tunisia and Turkey; all of which are republic states.

Third: Measures of the Independence of the Executive. These were represented by the following two variables:  

XMN:  A monocratism measure reflecting the institutional (de jure) independence of the chief executive gauged as: 

               
1
pure individual 

               
2
intermediate category 

               
3
qualified individual

               
4
intermediate category 

5 collective executive

As for this monocratism variable, the score remained constant at the pure individual mode of 1 for the cases of Bahrain, Egypt, Jordan, Kuwait, Oman, Saudi Arabia, and Tunisia. This list of countries contains a combination of monarchies and republican regimes but the majority are absolute monarchies. A constant qualified individual mode of 3 is noted in the case of Lebanon and a constant collective executive was the mode in the Emirates. Time-varying patterns are noted in the rest of the sample with monotonic increases in the cases of Algeria being in step fashion from 1 to 3, and in Yemen in a single jump from 1 to 3 in 1962 with the army intervention that same year. Monotonic step-fashion decreases in reflection of increased monocratism to a pure individual mode are clearly detectable in the cases of Iraq, and in Libya being in both cases from 3 to 1, while single-step decreases are noted in the cases of Morocco with similar falls from 3 to 1 in 1961, for Syria in 1970 and for Turkey in 1984. Fluctuating modes are seen in the cases of Iran, and Sudan where the fluctuations are of the clear bipartisan nature in this latter case as noted in the earlier ones.

Table(11) below shows the median values for the monocratism polity attribute for the MENA group over the sample period.

Table(11)

Monocratism Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	XMN
	5
	1
	2
	1
	2
	2
	1
	1
	3

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	XMN
	1
	1
	1
	1
	2
	1
	1
	3
	3


· Range 1-5.

Over the sample period, the lowest median value of 1 reflecting a pure individual mode was noted in the cases of Bahrain, Egypt, Jordan, Kuwait, Libya, Morocco, Oman, Saudi Arabia, Syria and Tunisia. The highest value of 5 was in the case of the Emirates because of the federal nature of its system.

XCN: This is an executive constraints measure reflecting the operational (de facto) independence of the chief executive. This is coded as:

               
1
pure individual

               
2
intermediate category

               
3
slight to moderate limitations 

               
4
intermediate category 

               
5
substantial limitations

6 intermediate category

7 executive parity or subordination.

This operational de facto independence measure assumes a constant value of 1 indicative of a pure individual mode in the cases of the Emirates, Iraq, and Saudi Arabia while it assumes a comparable constant value of 3 with slight to modest limitations in the case of Egypt. The measure was increasing to more severe limitations in the case of Oman which peaked to 2 in the year 1992. Declines from 3 to 1 scores are noted in the case of Libya occurring with the advent of the 1969 coup and more dramatically from 5 to 1 in the case of Syria over the year 1963 because of similar reasons. Fluctuations are noted in the rest of the group being more evident and attaining their maximums of executive parity or subordinations modes in the cases of Sudan and Turkey during their democratic phases.

Table(12) below shows the median values for the executive constraints attribute for the MENA group over the sample period.

Table(12)

Executive Constraints Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	XCN
	1
	1
	1
	3
	1
	1
	2
	2
	3

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	XCN
	1
	2
	1
	1
	3
	1
	1
	7
	3


· Range 1-7.

Lowest median values were 1 in ten out of the eighteen listed countries, whereas a highest value of 7 was attained in the case of Turkey. The rest of the group obtained values falling in the score range 2 to 3.

Fourth: Measures of Participation. These were represented by the following two variables:  

 ROP: A regulation of participation variable reflecting the development of constitutional structures for political expression. This is measured as:

               
1
unregulated

               
2
factional/transitional 

               
3
factional/restricted 

               
4
restricted

5
institutionalized 

The score stayed constant at the restricted mode for the Emirates, Bahrain, Iran, Kuwait, Libya, Oman and Saudi Arabia where these countries are monarchies or have been monarchies over parts of the sample period. It was step increasing from 3 to 4 in the case of Iraq where the step increase occurred in 1968 after the transfer of power affected that same year and similarly for Syria in the year 1970. The score declined from 4 to 3 for Egypt in the year 1980 after constitutional changes validating a limited multiparty system that year and in the case of Tunisia in the year 1987. Successive declines since 1988 served to press the score downwards to 2 in the case of Jordan. The rest of the sample countries witnessed some fluctuations – sometimes with a noted bipartisan rhythm as in the usual cases of Sudan and Turkey.

Table(13) below shows the median values for the regulation of participation measure for the MENA group over the sample period.

Table(13)

Regulation of participation Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	ROP
	4
	4
	4
	4
	4
	4
	4
	4
	3

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	ROP
	4
	3
	4
	4
	4
	4
	4
	4
	3


· Range 1-5.

In this instance all of the individual countries with the exception of three had a polity score of the restricted mode of 4. The exceptions were respectively, Lebanon, Morocco, and Yemen.

COP:  This is a competitiveness of participation variable measuring the extent to which non-elites  are able to access the institutional structures for political expression coded as: 

              
0
unregulated 

               
1
suppressed

               
2
restricted/transitional 

               
3
factional

               
4
transitional 

5
competitive 

where the score ranged in mode between unregulated to competitive with codes of 0 to 5 respectively. Countries for which the score stayed constant at the suppressed mode of 1 included the Emirates, Bahrain, Oman, and Saudi Arabia. One time increases from 1 to 2 were witnessed in the cases of Egypt where the step occurred in 1976, Iran in 1979 coinciding with the revolution, Tunisia in 1981 and Kuwait following the liberation war in 1991. A regulated step increase guided the score from 1 to 4 in the case of Jordan since 1988. Declines from 2 to 1 occurred in the two cases of Iraq in the 1968 shift of power, Libya in the 1969 resurrection, and Syria in 1971. Declines from 3 to 2 occurred in the cases of Lebanon with an interruption for the years of the civil war and Yemen in the year 1963 after the regime transfer prior to that. Algeria had a hump over 1988-1992 – the same period which witnessed a dip in the regulation of participation score – coinciding with the adoption of a multiparty system through constitutional revisions in 1988 up to the declaration of a state of emergency in 1992 by a military backed High Council of State. Conversely, Morocco had a dip in competitiveness of participation over 1965-1976 - again the same period which witnessed a hump in regulation of participation to the same magnitude. Fluctuations in the score were witnessed in the rest of the sample countries - again sometimes with bipartisan flavor.

Table(14) below shows the median values for the competitiveness of participation attribute for the MENA group over the sample period.

Table(14)

Competitiveness of Participation Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	COP
	1
	1
	1
	2
	1
	1
	1
	1
	3

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	COP
	1
	3
	1
	1
	1
	1
	1
	4
	2


· Range 0-5.

As regards this polity attribute, the lowest median value of 1 was registered for thirteen of the eighteen countries in the sample. A high median value of 4 was recorded by Turkey while Lebanon and Morocco attained a median score of 3 each.

Fifth: Measures of the Centralization of Authority. These were represented by the following variable:  

CSA:  A centralization of state authority variable measuring the geographic concentration of  decision making authority coded as: 

               
1
unitary

               
2
intermediate category 

               
3
federal.

The measure stayed mostly constant but at differing levels for the vast majority of the countries of the sample. For example it indicated a unitary mode for all but four of the countries of the sample. It was constant at the federal mode in the cases of the Emirates. The measure increased from unitary to the intermediate category of 2 in the year 1971 for the case of Sudan with the advent of some form of self-rule for the southern states of the country. On the other side the score declined towards more centralization from 2 to 1 in the case of Egypt in the year 1961 and from 3 to 1 in the case of Libya in the year 1983.

Table(15) below shows the median values for the centralization of state authority polity attribute for the MENA group over the sample period.

Table(15)

Centralization Median*

	Country
	ARE
	BHR
	DZA
	EGY
	IRN
	IRQ
	JOR
	KWT
	LBN

	CSA
	10
	10
	9
	10
	10
	7
	9
	9
	2

	Country
	LBY
	MAR
	OMN
	SAU
	SDN
	SYR
	TUN
	TUR
	YEM

	CSA
	7
	9
	10
	10
	7
	9
	9
	0
	5


· Range 1-3.

Over the period the lowest median value of 1 was scored by sixteen out of the eighteen countries. The exceptions were the Emirates with a maximum score of 3 due to its federal nature, and Sudan with a score of 2 due to similar considerations over parts of its sample period.

5. The Empirical Results:

The aim now is to investigate the presence of systematic differences in policies and instruments between the different modes of government. 

5.1. Some Preliminary Results:


According to our partisan hypotheses, economic growth and inflation should be different for republics than for monarchies. As far as outcomes are concerned, table(1) above shows that the average yearly growth rates of GDP/GNP for monarchy states in the MENA region is 5.676 with a maximum of 12.530, a minimum of 2.350 and a standard deviation of 3.482
. For republics the statistics are lower with the average yearly growth rate of GDP/GNP as 3.630 with a maximum of 6.610, a minimum of -1.160 and a standard deviation of 2.413
. The inflation rate data reported in table(2) also shows distinct patterns. The average yearly inflation rate for monarchies is 4.418 with a maximum of 8.240, a minimum of –2.770 and a standard deviation of 3.744. Republics have higher average inflation rates with a mean rate of 18.305, a maximum of 36.570, a minimum of 6.520 and a standard deviation of 12.591.


As far as the instruments are concerned, summary statistics also reflect marked partisan distinctions between MENA monarchies and republics. Calculations from table(3) reveal that the average seigniorage ratio is 9.032 for monarchies with a maximum of 36.225, a minimum of 0.212 and a standard deviation of 15.417. Republics have staggering average seigniorage ratios with a mean rate of 581.837, a maximum of 3353.554, a minimum of 1.620 and a standard deviation of 1173.668
. The inflation tax ratio data reported in table(4) also show similar distinctive patterns. The average yearly inflation tax ratio for monarchies is 4.624 with a maximum of 19.720, a minimum of 0.136 and a standard deviation of 8.468. Republics have higher average inflation tax ratios with a mean rate of 785.975, a maximum of 3736.135, a minimum of 1.382 and a standard deviation of 1433.990.

As for the money surprise mode, the figures may not be directly comparable because of the fact that local currency units were used in the computations of the surprise variables. However, partisan differences could be inferred in that the signs on the average surprise variables which are negative in the case of monarchy regimes but positive in the case of republican ones. This would tentatively confirm the hypothesis that republics tend to rely more on the surprise mode as compared to monarchies. 

We proceed next to trace in more depth the partisan differences existing between the two types of regimes as regard policy outcomes, instruments use and modes of use.

5.2. Evidence on the Presidential/Monarchy Classification:

To test the various theories on political cycles and regime partisan effects, we use models similar to those conventionally employed in the literature - as for example in the recent treatise by Alesina et.al.(1997). According to this methodology regressions including political dummy variables among the regressors are run for the various variables of interest. For output growth the regression is:
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 an autoregressive polynomial of a certain order on the dependent variable, 
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 a political dummy variable that captures the implications of the different partisan theories and 
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 a random error term. Similarly, for inflation the regression is:
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where 
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is the inflation rate variable. The autoregressive specification for the dependent variable is chosen as the best using standard techniques. No structural stance on the determinants of the variable under consideration is undertaken. The idea is to test whether after having controlled for the autoregressive history of these variables, we find a significant effect of the political dummies. Moreover, the introduction of structural factors may raise the possibility of endogeneity problems which when coupled with the autoregressive terms present in the specification may seriously jeopardize the properties of the estimators. Instrumental variables estimation method could be used within the above panel construction but in the absence of structural determinants on the respective dependent variables, it is not obvious how to choose the appropriate instruments. Also, as shown by Alesina(1988b) the above specifications can be seen as reduced forms of corresponding structural models. 


We proceed next to test firstly for the possibility of convergence in policy outcomes since its presence may seriously dampen and compromise the presence of sharp partisan effects.

5.2.1. Convergence:

Cross-country studies in the manner of Alesina et. Al.(1997) normally allude to the possibility that because of convergences in policy outcomes and patterns of instruments use, the partisan differences in these factors could be seriously attenuated. In the last decades of the twentieth century the phenomenon of economic globalization was thought to have come to disturb the sharp partisan distinctions between political regimes and economic performance
 as measured by output growth. Also, increased measures of globalization and their attendant increased credibilities and reduced numbers of realignments of monetary systems have served to reduce disparities in inflation rates and the use of monetary instruments. Because of some structural similarities between the countries of the MENA region, a form of convergence may have occurred with respect to output growth. More convergence in policies could also have resulted from the general transformation in the nature of governments throughout the MENA region from being predatory in some instances to developmental despite the fact that the authoritarian nature was retained in many cases
. Thus we firstly test whether partisan differences were dampened in the MENA region because of convergence factors at work especially over the latter parts of the sample period. We focus on unconditional convergence in patterns related to output growth and inflation after due allowance is made for the nature of political systems where we construct the following effect-coded political dummies:
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DPM = 1, for a Monarchy.

         = -1 for a republic.

i) Output Growth:

As far as output growth is concerned we estimated the following equation:
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where 
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is average annual output growth over the period 1980 - 1990, 
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 is initial 1980 output. Figures in parentheses beneath the estimated coefficients are the t-ratios while the attached p-values are reported in a lower squared bracket in cases of coefficients of interest. In addition to the conventional test statistics, we also report AIC, the Akaike Information Criterion and SC, the Schwartz Criterion. 

Initially we could infer the expected results of some convergence in growth rates within the MENA region where we obtained a 9% significant (-coefficient of small magnitude. This result points to the possibility that partisan results on output growth might be slightly attenuated in the region.

ii) Inflation:

As far as inflation is concerned, we obtained the following results:
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where the estimated equation with its positive but insignificant (-coefficient fails to support the hypothesis of convergence in inflation rates among the MENA countries in the sample after due allowance is made for the republic/monarchy regime structures. Other specifications tried also failed to support the hypothesis of converging inflation rates in the region. Hence we expect to be able to detect more clear partisan disparities in inflation rates among the countries of the sample as compared to those on output growth rates.

5.2.2. Partisan Effects:

We proceed next to consider the evidence on output growth and inflation using partisan-type time-series cross-sectional models on the sample countries, again with regard to the variables of interest which relate to policy targets and instruments use. To reiterate, the hypothesis of interest in this section is that partisan differences occur with republican regimes typically choosing combinations of growth and inflation systematically different from those chosen by monarchies. These partisan differences were attributable previously to reasons pertaining first to the eco-political stability/instability of the respective regimes. Monarchies in the region were more politically and economically stable over the sample period as compared to their republics. They mostly followed free market policies conducive to growth whereas most of the MENA republics followed socialistic policies before adopting the free market approach through a slow, painful and yet incomplete transition process. Disruptions and dislocations occurring after regime transfers which happened from monarchies to republics or within republics did impact growth negatively. Secondly, there are noted disparities in political regimes’ constituencies and bases of support’s preferences. In particular, and because of historical reasons, the economic constituency of monarchies and their bases of support in the region largely consists of tribal chieftains and high income business, and financial communities whereas that for republican regimes includes middle class civil servants, army officers, low income workers and peasant classes. Monarchies were held to care more about inflation because of its negative impacts on the interests of their constituency whereas republicans are thought to care more about growth and unemployment because of similar considerations
. Thirdly, there is a noted derive to attain what was termed the legitimacy of achievements on part of new republican regimes in particular. Fourthly, Information asymmetries between the respective agents create exploitable differentials in the degree of effectiveness of policies. In particular, in more democratic regimes, the information structure between governments and private agents tends to be symmetric which would impact the effectiveness of policies in an adverse way. It should however be noted that these expected partisan derives are somewhat compromised by possibilities of convergence, disruptions and dislocations due to sudden transfers of power in addition to the effects which the resource endowment factor of the country in consideration have on predictable and systematic partisan effects.  

To recapitulate then, the empirical implications of the partisan model both in its traditional and rational senses are that there are systematic differences in growth and inflation performances between republican and monarchy regimes in the traditional partisan form. As far as the applicability of the rational partisan version then differences in growth would be temporary whereas those on inflation would tend to be permanent. As regards the polity classifications we could expect different patterns on growth and inflation and consequently on seigniorage, inflation taxation and surprises with different degrees of democracy and other polity attributes.

5.2.3: Variables and Estimation Methods:

To check these hypotheses, the analysis on classifications is conducted at two levels while that on variables is conducted at three levels. As regards the classification analysis, the first level is with regards to partisan and rational partisan differences between monarchies and republics whereas the second level utilizes the polity classification codes. As far as the variables are concerned, the first treatment is at the policy outcomes level which includes output growth and inflation. The second is at the policy instruments level where the focus is on the instrument measuring seigniorage 
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. As far as the third level of policy mode is concerned a monetary surprise msurp variable is used. 

To detect the various effects we used unbalanced panel regressions on the selected sample of MENA countries. Different variants of cross-sectional time-series methodologies were utilized including pooled regressions(POOL), Fixed Effects(FE) and Random Effects(RE) models. The FEs are country-specific dummy variables controlling for cross-country differences in growth, inflation, policy instruments and policy modes. As Alesina et.al.(1997) notes these differences may be due to country-specific factors and institutions not captured by the models’ other variables. Constant slopes are imposed in some trials where the implication is that all the other parameters of the model apart from the country-specific level effects are constant. In some trials where the assumption seems to be too strong, slope coefficients are allowed to vary. Pooled OLS and iterative Zellner’s Seemingly Unrelated Regression Equations(SURE) are used as methods of estimation in this regard. The variety of estimation procedures attempted is aimed at ensuring the robustness of obtained results.

In general, the class of models that were estimated assume the form:
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where 
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is the dependent variable under consideration, 
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is a k-vector of non-constant regressors including the autoregressive terms
 and the political dummies and 
[image: image36.wmf]i

b

is a k-vector of parameters for i = 1, 2, …, N cross sectional units. The individual effect is 
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which is held now to be constant over time t and specific to the individual cross-sectional unit i. Each cross-section unit is observed for dated periods t = 1, 2, … , T. The sample used in the study is not balanced with missing values being used to represent observations that are not available for analysis in a given period. As is common in the panel estimation literature, the data could be viewed as a set of cross-section specific regressions so that we have N cross-sectional equations of the form:
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with T observations, stacked on top of one another. The stacked representation is:
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where 
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and X incorporate any restrictions on the parameters between cross-sectional units. The residual covariance matrix for this set of equations is given by:
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The basic specification treats the pool specification as a system of equations and estimates the model using system Ordinary Least Squares(OLS). This specification is appropriate when the residuals are contemporaneously uncorrelated, and time-period and cross-section homoskedastic:
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The coefficients and their covariances are estimated using the usual OLS techniques applied to the stacked model.

One framework used to generalize the above model is the FE estimator which takes 
[image: image43.wmf]i

a

to be a group specific constant term in the regression model and hence allows them to differ across cross-section units by estimating different constants for each cross-section. These are normally computed by subtracting the “within” mean from each variable and estimating OLS using the transformed data:
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where sample means are subtracted from their respective variables. The appropriate estimator of the covariance matrix for the estimated coefficients is now given by the usual OLS covariance formula applied to the mean differenced model:
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which uses the usual second moment matrix with 
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 representing deviations of X’s from their respective unit means, and:
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where the numerator is the sum of squared residuals(SSR) from the FE regression. In our unbalanced pool, NT is replaced by the total number of observations excluding missing values.


The second framework attempted is the RE estimator. The RE model assumes that the term 
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 is the sum of a common constant 
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 and a time-invariant cross-section specific random variable 
[image: image50.wmf]i

u

that is uncorrelated with the residual 
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. Estimation of the model proceeds conventionally in three steps. First, the residuals from the FE model 
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as in the above. Secondly, the between group model is estimated using the cross-sectional means, and the following is computed:
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where 
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is the SSR from the between-group regression. In the case of our unbalanced panel the largest value of 
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 is used in computing the variance estimates. Lastly, OLS is applied to the GLS transformed variables:
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where:
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and the standard errors are computed using the standard estimator of the covariance matrix. 


On the other hand cross-section weighted regression is appropriate when the residuals are cross-section heteroscedastic and contemporaneously uncorrelated, i.e.:
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is estimated from a first-stage pooled OLS regression. The estimated variances are computed as:
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where 
[image: image63.wmf]it

y

ˆ

are the OLS fitted values and the estimated coefficients values and covariances are given by the standard GLS estimator.


Because of the non-homogeneity of the sample and the suspect heteroscedasticity problem due to units’ size differences, we mostly use Zellner’s SURE estimation technique. The SURE weighted least squares estimator is the feasible generalized least squares(FGLS) procedure when the residuals are both cross-section heteroscedastic and contemporaneously correlated. In that instance:
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with typical element 
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 which is assumed constant across T. The SURE model is estimated using 
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 obtained from a first-stage pooled OLS regression as:
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where the use of the max function in the denominator handles the case of unbalanced data by down-weighting the covariance terms. The parameter estimates and covariance matrix of the parameters are computed using the standard GLS formulae.

5.3: The Effect Code Partisan Classifications:

In this section the political dummy variables are treated in an effect code manner where the dummy is assigned values of 1 and –1 for the different categories. As was mentioned before, the scheme for effect coding has been used intensively in the context of bipartisan influences by Alesina et. al.(1997) inter alia.

5.3.1. Patterns of Policy Targeting and Outcomes:

i)
Output Growth:

To consider first the partisan effects of output growth, we define the appropriate political dummy along the following lines:

POLDUM 
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DPM = 1, for a Monarchy state.

         = -1, for a Republic.

In the cases of abrupt regime transitions from one state – monarchy – to another – republic - the codes change at the specified time periods. As was pointed out before, these happened in three instances. The first was in Yemen 1962, the second in Libya 1969 and the third in Iran 1979 where in each case the country moved from a monarchy to a republic and the codes were changed accordingly over the specified time periods. Variants of the following regression for the output growth rate were run:
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is the output growth rate which is measured from the relevant GDP/GNP variables and 
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is the partisan dummy variable. A total pooled panel regression for the output growth variable which does not allow for differing histories of output growth between the respective countries was initially used. This is further motivated by a previous result which confirmed some convergence in patterns at 9% level among the countries of the sample as regards their growth experiences. Runs admitting fixed and random effects were also undertaken. Results obtained via various trials on the model are provided in table(16) below:

Table(16)

Output Growth

Partisan Effects

	Variable
	POOL1
	POOL2
	FE
	RE

	C
	3.615
	3.873
	-
	2.575
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	0.079
	0.021
	0.114
	0.010
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	0.073
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	9.943
	9.241
	9.948
	10.309

	d
	1.749
	1.749
	1.646
	1.859


POOLj, j = 1, 2,…. represent estimates on the total panel, FE represents the fixed effects estimates and RE represent the random effects estimates. Brackets underneath coefficients are their t-values. The individual FE and the RE coefficients are not reported but they were largely positive in the FE case except for the case of Iraq and largely negative in the RE case with a few positive exceptions.

The regressions failed to indicate evidence on the presence of significant partisan influences in growth rates between the two types of regimes in the region where we obtained partisan dummies with conflicting differential signs and with insignificance in all counts. A possible rationalization of the insignificance effects which would be later pursued is that the effects were short-run and transitory in nature and the attempt to capture them in permanent mode led to reduced insignificances. A more suitable framework like the RPT could be investigated. Another rationalization could be that the advent of convergence in growth rates might have served to dampen the distinct bipartisan patterns in the region. Added factors to convergence and rationality effects which might have contributed to further dampen the partisan differences between the two groups of nations could be the fact that most of the monarchies were from the resource endowed oil rich Arab Gulf sub-region whose countries witnessed some remarkable rates of growth during part of the sample period because of the oil boom. In addition to that, and in terms of stability, MENA monarchies were mostly more politically stable and followed more economically viable policies as compared to republics which resulted in further growth gains. 

These factors led to narrowing the gap between monarchies and republics where the latter were supposed to follow more aggressive growth-conducive strategies because of factors related to the interests of the constituencies and bases of support and the search for added legitimacy on their part.

ii) Inflation:

To consider the partisan effects of inflation where the hypotheses stipulate the detection of permanent differences across regimes in the inflation rate, we use a political dummy along lines similar to the above effect codes that classified regimes into republics and monarchies. Variants of the following regression for the inflation rate were then run:
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Results listed in the table(17) below show the estimates on the inflation equation obtained via the different regressions:

Table(17)

Inflation

Partisan Effects

	Variable
	POOL1
	POOL2
	FE
	RE

	C
	6.473
	6.165
	-
	5.515
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	0.284
	0.288
	0.266
	0.252
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	0.280
	0.282
	0.238
	0.248
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	26.985
	27.379
	27.764
	27.574

	d
	2.054
	1.980
	2.381
	2.112


In this instance the results were uniform and robust. The partisan political dummy variable in the first two pooled panel regressions gave clearly discernable and significant negative impacts of MENA monarchies on inflation. An FE panel regression allowing for differential effects through the intercepts was also used. The fixed effects – which are not reported here for the sake of brevity - were largely similar except for the case of Turkey. However, the coefficient of interest in the FE trial was insignificant at 5% despite the fact that it assumed the anticipated negative sign. The results were further supported by the last column which contains the RE estimates where a significant negative coefficient on the political dummy is again obtained. In all trials the coefficient of interest remained largely of similar magnitude except may be for the FE case. 

Overall, then, monarchies are seen to display a robust negative significant relationship with inflation in further confirmation on partisan effects in this particular policy outcome variable. Monarchy regimes are generally more conservative in their attitude towards inflation as compared to their republican counterparts in the MENA region. Inflation hurts the constituency of monarchies more and may erode their bases of support. Within the region, fixed exchange rates, conservative monetary policies and extensive subsidy programs are generally in use in these types of regimes and hence inflation is more under control in monarchy states. 

5.3.2. Patterns of Policy Instruments Use and Modes:

Economic policy instruments are more directly under the control of the ruling government, and hence their organized manipulation in order to gain support and to ensure continuity via the achievement of short-run goals might be readily detectable. In what follows we investigate this possibility with regards to two instruments of policy being respectively seigniorage and the inflation tax. In addition to that we allude to the possibility of partisan differences in modes of use of particular instruments via reliance on monetary surprises.

i. Seigniorage:


Initially, the seigniorage-GDP ratio, seiy, was investigated where the model used assumes the conventional form:
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This model was estimated by the alternative methodologies and the results are given in table(18) below:

Table(18)

Seigniorage-GDP%

Partisan Effects

	Variable
	POOL1
	POOL2
	FE
	RE

	C
	0.194
	1.114
	-
	22.239
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	0.862
	0.837
	0.870
	0.835
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	0.834
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	424.511
	460.194
	411.006
	453.741

	d
	2.097
	2.830
	1.848
	2.844


The estimation firstly used a joint pool to estimate the results in the second column of POOL1 then allowed for differential seigniorage effects in POOL2 because of some large disparities in this variable noted in the previous discussion of the related summary statistics. The fits of the individual equations were good as judged by the high 
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 measures. The results on the individual seigniorage effects are not shown but were positive in all cases except Bahrain and Tunisia which were insignificantly negative. Those of Kuwait and Mauritania were insignificantly positive though. The third column reports on FE estimation and the last column reports on the corresponding RE estimation where in these cases the political dummy variable was negative though with some reduced significance level and variable magnitudes – particularly so in the RE trial - as compared to the second pooled estimation.


Hence the same set of inferences as those established for the previous inflation variable could also be drawn: seigniorage, as a form of finance, has a negative relationship with the monarchy regimes which are generally more conservative in their instruments use as compared to their republican counterparts in the MENA region. Inflation hurts the constituency of monarchies and erodes their bases of support. Hence the use of seigniorage is shunned in these types of regimes for fear of igniting inflation and harming their bases of support. 

ii. The Inflation Tax:

As for the differential inflation tax, itxy, equation, the model used was:
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The regression was estimated by the same set of alternative methodologies and the results are given in table(19) below:

Table(19)

Inflation Tax-GDP%

Partisan Effects

	Variable
	POOL1
	FE1
	FE2*
	RE

	C
	20.159
	-
	171.308
	159.574
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	0.714
	0.793
	0.787
	0.783
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	0.712
	0.782
	0.776
	0.782
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	754.437
	656.411
	676.001
	657.399

	d
	1.870
	1.969
	2.251
	1.811



FE2 contains a differential inflation tax-GDP effect. The differential ratio effects are not reported but were large and negative in the case of Tunisia. 
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were consistently high for this variable throughout the different trials. Again, inflation taxation has a negative relationship with the monarchy regimes which are generally more conservative in their instruments use as compared to their republican counterparts. As noted before, inflation impacts the traditional constituencies and bases of support of monarchy regimes adversely more and hence the use of inflation taxation is shunned in these types of regimes for fear of burdening their constituencies with added forms of taxes. 

iii. Monetary Surprises:


To examine the effect of political regime shapes on reliance on monetary surprises, we used the following model on the computed surprise variable:
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This regression was also estimated by the above alternative methodologies and the results are given in table(20) below where in addition to the panel POOLs, a total panel was also estimated after due allowance for differential money surprise effects because of justifications noted above and its results are given in the third column.

Table(20)

Monetary Surprises

Partisan Effects

	Variable
	POOL1
	POOL2
	POOL3
	RE

	C
	2515.676
	1120.20
	2701.200
	3297.572
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	0.108
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	4256.214
	3884.223
	3891.600
	4688.988

	d
	1.259
	1.297
	1.398
	0.990


POOL2 contains a differential monetary surprise effect. The differential ratio effects are not reported but they were large and negative in the case of Iraq and large and positive in the case of Tunisia.  
[image: image147.wmf]2
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was low in these regressions but this not surprising in view of the fact that the dependent variable is actually a residual from an alternative regression. The first pooled trial above resulted in the best estimated form where the performance was good and results were again supportive for the hypothesis that the use of monetary surprises as a policy mode has a negative relationship with the monarchy regimes in the region which are generally more conservative in their instruments and their modes of use as compared to their republican counterparts.

5.4. The Rational Partisan Effects:

In what follows we investigate the possibility of rational partisan effects with regards to our two policy outcome variables which are respectively output growth and inflation and with respect to the two instruments of policy variables which are respectively seigniorage and the inflation tax. The motivation for rational partisan effects in this regard stems largely from the previous “legitimacy of achievements” argument whereby a new regime would try to move quickly from the out start to establish its legitimacy through economic achievements. A common justification often cited by a new regime for the assumption of power in an unconstitutional and non-legitimate way is the 'miserable state of the economy'. Lacking the legal basis for the move, the new regime normally tries to proceed swiftly on the economic front to attain 'the legitimacy of achievements'. Being assisted by an added information advantage due to monopoly over the media, the new regime will choose more growth and less unemployment. Initially, inflation is generally suppressed through massive incomes policy controls. The exchange rate is pegged and black markets are curtailed in an attempt to shift the conventional Phillips-curve tradeoff in order to strike both targets of high-growth and low-inflation. But the process tends to become unsustainable at some stage, and faced with the policy dilemma of high growth and inflation, the regime would opt for high growth, tending to view inflation as less of a hazard. Signs are thus expected to be positive for both growth and inflation after the regime transfer. 

As far as the instruments are concerned, it is conceivable that the regime will tend to rely more on monetary instruments use to meet the growing budget demands, normally via seigniorage with no compunction of causing inflation. Money growth would thus go up in the period immediately following the assumption of power by a new regime searching for swift achievements on the growth front. Signs on these instruments are thus also expected to be positive in the short-run after the regime transfer. 

Yet still on another related vein is the observation that new regimes may follow more volatile economic behavior, with noted less consistency of plans and more frequent policy reversals. The new administration may resort more often to policy surprises as opposed to its predecessor in order to secure output growth gains. Hence, an added concern of this section, is to empirically gauge the hypothesis that there are rational partisan effects in the use of monetary policy 'surprises' where the signs on the partisan dummy in this mode variable equation is expected to be positive. 

5.4.1. Rational Patterns of Policy Targeting and Outcomes:

To consider the rational partisan effects on the different variables, we define the new political dummy variable along the following lines:

POLDUM 
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DRP = 1, for the two years following a change in regime.

         = 0, otherwise.

Alesina et.al.(1997) and others support the conjecture that partisan influences tend to be spread over a two year period after a power transfer through some intensive empirical work conducted on the issue. The regime changes which occurred for the countries of the MENA region during the sample period which we elected to take account of were in 1962 and 1965 in the case of Algeria; 1969 in Libya; 1969 and 1989 in the case of Sudan; 1979 for Iran; 1960 and 1980 for Turkey; 1963 and 1968 in Iraq; 1963 in Syria; 1962 in Yemen; and 1961, 1978 and 1984 in the case of Mauritania. Some of these regime transfers were from monarchies to republics as was the cases for Yemen in the year 1961, Libya in the year 1969 and Iran in the year 1979. Other transfers accounted for mostly took some drastic forms in the shape of revolutions or military interventions in the political process as in the case of Sudan in the years 1969 and 1989, Turkey in the years 1960 and 1980, Iraq in the years 1963 and 1968, Syria in the year 1963 and Mauritania in the years 1961, 1978, and 1984. The rest of the transfers within the region were of milder forms being largely administration changes within republican regimes and were in some instances from military to civilian forms within a staggered succession mode – sometimes involving transitional regimes as in the case for Sudan for example - or within monarchies mostly via prescribed rules of succession. These were held a priori to be of lesser structural significance and to have no major impact on economic policies. Consequently they were not accounted for in the specification of the rational partisan dummies. 

i)
Output Growth:

Variants of the following regression for the output growth rate were run:
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is the rational partisan dummy variable. Results obtained via various trials on the model are provided in table(21) below:

Table(21)

Output Growth

Rational Partisan Effects
	Variable
	POOL1
	POOL2
	POOL3
	FE

	C
	3.661
	3.690
	3.914
	-
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	0.187
	0.080
	0.024
	0.103
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	9.867
	9.938
	9.057
	8.866

	d
	1.973
	1.728
	1.562
	1.637


where POOL1 is with cross-section weights while POOL2 uses SURE. Statistics for SURE are unweighted ones. The regressions indicated mostly significant negative evidence on the presence of rational partisan effects in growth rates where the rational partisan dummy was significant at levels higher than 5% in the first run but was negative and significant at 5% level and lower in the other runs. The results may point to the fact that the short-run disruptions and distortions in the economy due to the political regime transfer may have outweighed the “legitimacy of achievements” spur following the regime transfer. In addition to that - and contrary to the previous empirical evidence on the issue - growth in output might need a lengthier period of time than the two years stipulated in the specification of the rational dummy in order to respond positively to the change in policies after the political regime transfer for it might manifestly take time for the attitudes of the agents involved, entrepreneurs, employers, employees, and members of the bureaucracy to be modified. Thus overall, there is evidence of negative short-run effects on the advent of a structural regime transfer on the rate of growth of output.  

iii) Inflation:

To consider the rational partisan effects on inflation, we use a rational partisan political dummy along lines similar to the above. Variants of the following regression for the inflation rate were run:
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Results listed in the table(22) below show the estimates on the inflation equation obtained via the different regressions:

Table(22)

Inflation

Rational Partisan Effects

	Variable
	POOL1
	RE1
	RE2
	RE3

	C
	1.353
	3.965
	1.593
	1.640
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	0.594
	0.206
	0.104
	0.092
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	0.202
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	28.392
	28.416
	30.715
	30.926

	d
	2.092
	2.217
	1.913
	1.929


The regressions yielded positive impacts over the short-run for regime transfers on inflation. This was further corroborated after allowing for some lagged effects in policy as in the last RE regression where results stayed largely the same. Overall, then, there are short-run positive effects of the advent of a structural regime transfer on the rate of inflation. A move from a monarchy to a republic or a major transfer within republican frameworks via a military overthrowal of a civilian administration for example, is bound to result in short-run accelerations of the inflation rate as was previously conjectured.


The result corroborates the previously obtained ones for the long-run permanent partisan mode where monarchies were shown to possess a negative relationship to inflation whereas republics were positively related to the variable. The rational partisan results point to the possibility that after a change from a monarchy state to a republic inflation would tend to accelerate. Justifications for this type of behavior could be obtained by appeal to the legitimacy argument, the transient instability ensuing after a regime collapse which is bound to induce disruptions, dislocations and uncertainty, plus the temptation to exploit the short-run informational advantage acquired by the new regime - all of them being factors that are bound to spur inflation.  

5.4.2. Rational Patterns of Instruments Use and Modes:

The organized manipulation of economic policy instruments in order to achieve quick short-run policy gains might be specifically enticing to new regimes of government and hence should be readily detectable. In what follows we investigate this possibility with regards to the two instruments of policy - seigniorage and the inflation tax – used in this study. In addition to that we allude to the possibility of rational partisan differences in modes of instruments use via reliance on monetary surprises.

i. Seigniorage:


This section considers the rational use of seigniorage. The seigniorage-GDP ratio, seiy, was investigated using the rational partisan dummy DRP where the model used assumes the form:
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The regression was estimated by the same alternative methodologies to guarantee robustness. The results obtained are given in table(23) below:

Table(23)

Seigniorage-GDP%

 Rational Partisan Effects

	Variable
	POOL1
	POOL2
	FE1
	FE2

	C
	0.151
	-0.010
	-
	-
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	0.803
	0.861
	0.875
	0.890
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	503.781
	432.664
	410.084
	393.270

	d
	1.976
	2.115
	2.106
	2.074


The estimation methods deployed firstly used a joint pool to obtain the results in the column of POOL1 then allowed for differential seigniorage effects in POOL2 because of the large disparities in this variable noted previously in the discussion of the related summary statistics. The results on the individual seigniorage effects are not shown but were positive in all cases except Bahrain and Tunisia which were insignificantly negative. Those of Kuwait and Mauritania were insignificantly positive though. The third and fourth columns report on FE estimation where 
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 was highest and 
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 lowest for the FE2 version. In both cases the political dummy variable was positive though with some reduced significance levels at that as compared to POOL2.


Here the inference appears to be that seigniorage, as a form of finance, has a consistently positive – though at times insignificant - rational partisan effect on the countries of the sample. New regimes, which are mainly republicans, initially tend to accelerate growth after their ascendance to power
. To do that more resort is made to the use of seigniorage as a means of attaining the objective without the compunction of causing inflation. This short-run effect is rather muted as compared to the previously detected permanent negative partisan effect on the variable. The results on the two versions support each other. Monarchies shun the use of seigniorage but after a polity change, the new regime – usually a republican – would tend to rely on the use of seigniorage in order to achieve short-run gains in the output growth front useful for attaining the desired legitimacy.

ii. The Inflation Tax:

As for the differential inflation tax, itxy, equation, the model used was:
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The regression was estimated by alternative methodologies and the results are given in table(24) below:

Table(24)

Inflation Tax-GDP%

Rational Partisan Effects
	Variable
	FE1
	FE2
	FE3
	RE

	C
	-
	-
	-
	191.598
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	0.797
	0.794
	0.816
	0.781
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	660.075
	663.686
	643.529
	670.062

	d
	1.796
	1.918
	2.153
	1.799



Again the same inferences appear to apply as in the above case of seigniorage. The inflation tax has a positive – but mostly insignificant - rational partisan effect on the countries of the sample. The acceleration of inflation noted above is bound to burden the people with an added inflation tax over the short-run. Nevertheless, a new republican regime may be tempted to do just that in order to realize transitory output gains required to guarantee the required legitimacy.

iii. Monetary Surprises:


To examine the rational partisan effects on monetary surprises, we use the model:
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The regression was also estimated by the now conventional methodologies and the results are given in table(25) below:

Table(25)

Monetary Surprises

Rational Partisan Effects
	Variable
	POOL1
	POOL2
	FE1
	FE2
	RE

	C
	1135.943
	1867.812
	-
	-
	1267.464
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	0.242
	0.293
	0.237
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	4001.138
	3930.475
	4076.740
	4008.663
	4535.850

	d
	1.199
	1.369
	1.188
	1.344
	0.978
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is low in these regressions because of the above noted fact that the dependent variable is essentially a residual. The rational dummy was positive and robustly significant in all trials. Hence there are clear short-run partisan patterns in surprise use. Comparison with the previously obtained negative partisan effects on this variable may suggest the possibility that despite the tendency of conservative monarchy states to shun the use of monetary surprises, this mode is particularly appealing to “new” republican regimes in the presence of their added short-run monopoly over information since it provides a fast way of realizing short-run gains which may help in turn in their derive for initial legitimacy. 

All in all, there is evidence of short-run partisan effects in the expected directions for all the variables except output growth where the effect turned to be in the wrong direction. This was explained by the possibility that output may have been seriously negatively impacted by instability resultant from the transfers of power in the stipulated countries of the sample and its gains may require longer periods of time than the two year periods used in the specifications of the rational partisan dummies in order to materialize and be realized. 

5.4. Polity Classification - The Extended Models:


In this section a change of methodology is affected where the simple partisan models are replaced by the use of various coded polity variables measuring the various attributes pertaining to the political regime in power. As was previously discussed, no classification of political regimes into specific categories - e.g. republics vs. monarchies - is attempted here. Instead, the nature of the political regime is detected by noting its polity attributes. Data on these various polity variables is obtained from the data base of the POLITY project accessed from the site available at http://isere.colorado.edu/pub/datasets/polity3 on the Internet as was discussed at an earlier section. Again, the discussion starts initially with respect to policy outcomes, i.e. output growth and inflation and proceeds to consider policy instruments and modes of use at a latter subsection. 

5.5.1. Patterns of Policy Targeting and Outcomes:


In what follows we estimate the polity attribute models for the various polity characteristics.

i) Output Growth:

The general model used to gauge the impact of the various polities on output growth policy outcome assumes the following general form:
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where:

AUT

Autocracy Score. 

DEM

Democracy Score. 

XRR

Executive Recruitment Regulation Score. 

XRC

Executive Recruitment Competition Score. 

XRO

Executive Recruitment Openness Score. 

XMN

Monocratism Score. 

XCN

Executive Constraints Score. 

ROP

Regulation of Participation Score. 

COP

Competitiveness of Participation Score. 

CSA

Centralization of State Authority Score.

Actual runs on the model generally involved a reduced list of the above variables arrived at by application of a general to specific methodology. This is further justified by noting the fact that some of the variables are quasi-complement to each other in that they could be measuring related attributes of power. Examples of these are the autocracy and democracy variables and the regulation and competitiveness of participation variables. This quasi-complemetarity will result in strong correlations between the respective variables and near-orthogonality in the regressions. The application of iterated Zellner's SURE(ISURE) to pooled regressions and the FE estimation techniques to the output model yielded the following preferred results:

Table(26)

Output Growth

The Polity Variables

	Variable
	POOL1
	POOL2
	POOL3
	FE

	C
	2.593
	1.548
	0.862
	-
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	9.879
	9.956
	9.474
	9.247

	d
	1.746
	1.621
	1.516
	1.600


* unweighted statistics.

Here the results show that the degree of democracy is related consistently inversely to growth in the region in direct corroboration of the earlier obtained  results. Monarchies which had low democracy scores performed better in the growth front. The result is subject to the various qualifications noted earlier. In particular, we reiterate the above noted considerations related to the degree of stability of the respective regimes in the region since despite the fact that monarchies in the region scored low measures of democracy, they nevertheless proved to be more politically and economically stable as compared to republics and this may have boosted their output performance and resulted in added gains in growth. Monarchy regimes in the MENA region generally did not try to control socio-economic activities in their extremity. They mostly adopted a free market economic system from the outset that paid reasonable due respect to private ownership and market mechanisms setting the keynote for added growth – in effect following a ‘developmental authoritarianism’ approach. In addition to that most region monarchies which possessed low democracy scores were resource endowed with oil as in the case of the rich gulf states. These countries achieved remarkable rates of output growth starting from poor initial conditions. Some republican countries with higher democracy scores than the median – like Sudan and Turkey – suffered from political turmoil over parts of their sample periods with consequent non-consistency of economic policies. Others – mostly republics – with scores of democracy higher than zero – like Algeria and Tunisia – suffered from considerable economic drag due to excessive socialist economic policies’ heritage over long periods of time in their systems.  

Significant positive factors on growth obtained in the results included the executive recruitment competitive variable XRC and the competitiveness of participation variable COP variables. The variables are indicators of regime transparency and level of participation. Hence we could infer the conclusion that added regime transparency and more involvement and participation would positively impact output growth in the countries of the region. Negative - though somewhat insignificant - impacts on growth were obtained with regard to the executive recruitment openness XRO and the executive recruitment regulation XRR variables. Trials with the executive constraints XCN variable yielded significant positive results in POOL3 but that result was not uniform throughout the rest of the trials.

ii) Inflation:

On a similar vein, the model used to gauge the impact of the various polities on the inflation policy outcome assumes the following general form:
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This more detailed specification for inflation yielded the following results for the different types of estimation tried:

Table(27)

Inflation

The Polity Variables

	Variable
	POOL1
	POOL2
	FE
	RE

	C
	8.666
	4.472
	-
	12.318
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Here the degree of democracy is seen to be positively related to the inflationary experiences of the countries of the region. Effects of inflation were generally significant even within the rational partisan framework and hence the record on this variable stayed rather invariant and robust through the different specifications tried. The results conform with those obtained earlier on for the same variable where monarchies – which scored low on the democracy scale – had a negative relationship with inflation within the context of the partisan model. This was attributable to conservative monetary policies and extensive subsidy programs designed to protect the constituency preferences of the monarchy regimes in question. With added democracy in the cases of some republics – in particular, Lebanon, Sudan and Turkey – inflation was running at very high rates over long periods of the sample. In turn, that could be attributable to structural factors related to reconstruction and its attendant structural bottlenecks in the case of Lebanon and to political and economic instability in the case of Sudan. Other significant but negative impacts on inflation included the consistent adverse effects of the executive recruitment regulation XRR and the executive recruitment openness XRO variables as possible indicators of regime regulation, openness and transparency. Again, we could infer the conclusion that these added factors would negatively impact the incidence of inflation in the countries of the region. Positive impacts on inflation were obtained with regard to the centralization variable CSA, for although decentralization is considered primarily as an administrative device, it may inevitably has economic and budgetary straining repercussions. The participation variables ROP and COP both had negative impacts on inflation in the POOL trial. Thus, the more institutionalized and competitive participation is, the less inflation there is. 

5.5.2. Patterns of Instruments Use and modes:


In this subsection we consider the models used to gauge the impact of polity attributes on instruments use in the economies of the MENA region. The basic models used assume forms similar to those in the previous subsection. Results on these assumed the following forms:

i) Seigniorage:


Initially, in this section on instruments, the seigniorage-GDP ratio, seiy, was investigated. The model used assumed the form:
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Allowing for country polity differences we obtained the following via various trials:

Table(28)

Seigniorage-GDP%

The Polity Variables

	Variable
	POOL1
	POOL2
	FE1
	FE2

	C
	-7.610
	-3.797
	-
	-

	
[image: image292.wmf]1

seiy

-


	
[image: image293.wmf])

376

.

11

(

543

.

0


	
[image: image294.wmf])

988

.

7

(

475

.

0


	
[image: image295.wmf])

484

.

4

(

253

.

0


	
[image: image296.wmf])

083

.

3

(

187

.

0



	
[image: image297.wmf]2

seiy

-


	-
	
[image: image298.wmf])

868

.

5

(

334

.

0


	-
	
[image: image299.wmf]]

002

.

0

[

)

469

.

1

(

083

.

0



	DEM
	
[image: image300.wmf]]

010

.

0

[

)

582

.

2

(

322

.

0

-

-


	
[image: image301.wmf]]

033

.

0

[

)

139

.

2

(

255

.

0

-

-


	
[image: image302.wmf]]

004

.

0

[

)

900

.

2

(

390

.

0

-

-


	
[image: image303.wmf])

685

.

2

(

138

.

2



	XMN
	
[image: image304.wmf]]

045

.

0

[

)

018

.

2

(

530

.

1


	-
	
[image: image305.wmf]]

001

.

0

[

)

304

.

3

(

686

.

2


	-

	CSA
	
[image: image306.wmf]]

000

.

0

[

)

717

.

6

(

430

.

6


	
[image: image307.wmf]]

000

.

0

[

)

313

.

4

(

919

.

3


	
[image: image308.wmf]]

000

.

0

[

)

744

.

4

(

633

.

8


	
[image: image309.wmf])

536

.

4

(

203

.

9



	

	
[image: image310.wmf]2

R


	0.666
	0.840
	0.865
	0.878

	
[image: image311.wmf]2

R


	0.661
	0.837
	0.857
	0.870

	
[image: image312.wmf]s

ˆ


	668.479
	473.798
	434.290
	424.023

	F
	0.933
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The fit was good particularly for the last three trials. Results show that seigniorage, as a form of finance, has a negative relationship with the democracy variable. This might seem contradictory to prior expectations at first in view of the previous result on inflation which showed a positive relationship between democracy and inflation. The result might also seem to be in contradiction with earlier arguments that republics – which tended to have a relatively higher score on democracy
 - would tend to resort more to seigniorage as a form of finance as compared to monarchies – which tended to have a lower score on democracy. That argument was entertained by appeal to the legitimacy and instability hypotheses. Many MENA republics came to being as a result of revolutions and military resurrections and needed to substitute economic for constitutional legitimacy. The expansive policies followed to realize the required economic gains plus the dislocations due to the transfer of regimes fueled inflation
. But seigniorage was computed as 
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where m is real money balances. Relatively democratic countries in the sample including Lebanon, Turkey and Sudan
, suffered from very high inflation rates. As a consequence of that real money balances for all three fell sharply over the latter parts of the period
. Consequently, the seigniorage-GDP ratio fell establishing the noted negative relationship with democracy. Other significant positive factors on reliance on the seigniorage mode of finance included the monocratism indicator XMN reflecting the institutional independence of the executive and the centralization of authority variable CSA which measures the geographic concentration of decision making authority. The de jure monocratism variable ascribes more weight to less monocratism and that leads in turn to less independence and more reliance on seigniorage thus underlining the obtained positive relationship between the score and the variable of interest. Also, as the geographical concentration of state authority CSA increases, there is more resort to seigniorage. More decentralization and diffusion of state authority would require more expenditures and hence there is a need to open up more possibilities of revenue generation which might increase the need to depend on seigniorage.   

ii) The Inflation Tax:

As for the differential inflation tax-GDP ratio, itxy, equation, the model used was:
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Estimation trials with much reduced variable list provided the following results:

Table(29)

Inflation Tax-GDP%

The Polity Variables

	Variable
	POOL1
	POOL2
	FE1
	FE2

	C
	-1.916
	-2.229
	-
	-
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Again, the fit of the estimated equations was good and comparable between the different trials. Democracy had a negative significant relationship with the inflation tax. Justifications of this result run along lines similar to those of the previous seigniorage case as the inflation tax variable was computed via 
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in a way parallel to that of the seigniorage variable. Real money balances were known to decline over substantial latter portions of the samples of some relatively democratic countries under the weight of high inflation thus impacting the inflation tax measure negatively. Other factors which had significant negative impacts on reliance on inflation taxation included the regulation of participation variable ROP. Those with positive impacts on the variable included the monocratism variable XMN and the centralization of state authority variable CSA. Again, and as in the seigniorage equation, since the de jure monocratism variable assigns an increasing code to less monocratism and less independence then the obtained positive relationship between the score and the variable of interest points to the fact that the more institutionally independent the executive is, the less recourse to inflation taxation is made. The regulation of participation ROP variable had a robust negative relationship with the inflation tax measure. Partisan justification could be presented for the significance of the CSA variable whereby more decentralization would lead polities to rely more on inflation as a tax mode in order to tap additional resources needed to finance the decentralized structure.  

iii) Monetary Surprises:


To examine the effect of political regime attributes on reliance on monetary surprises, the required model assumed the form:
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Results obtained after entertaining different specification forms of the money surprise variable and alternative estimation methods were:

Table(30)

Money Surprises

The Polity Variables

	Variable
	POOL1
	POOL2
	FE1
	FE2
	RE

	C
	3322.621
	3181.722
	
	-
	3129.976
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	2247.089
	2235.648
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	d
	2.739
	2.734
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Again the fit was good and comparable for all alternative trials on the variable. The results were rather invariant for different model specifications and estimation methods where the picture remained largely the same throughout. Moreover, apart from the case of the Emirates, the FEs – which are not shown in the table - were largely the same. An alternate RE estimation scheme was also considered, the results are provided in the last column and reflects largely similar patterns to those noted in the FE cases. These results were also robust across different specifications on money surprise ARIMAs and other estimation procedures where estimation yielded a largely similar picture throughout though with some expected differences in magnitudes. 

The results were as conjectured, where it is seen that democracy had a significant negative impact on the use of monetary surprises as an instrument in the MENA region. The rationale for the negative relationship between the two variables was seen before to depend on the symmetry of information argument which would tend to nullify possible gains obtained from the use of the predatory surprise mode. Another factor with a similar negative impact on reliance on surprises was the regulation of participation variable ROP. Transparency and the availability of information - usually increasing with the advent of democratization - limit the effectiveness of policies and would thus discourage the use of surprises as a mode to achieve policy gains. A factor which had a positive influence on surprises - though with some reduced significance - was the institutional independence variable XMN whereby a higher degree of de jure monocratism and consequently more operational independence and decline in the code would lead to less resort to monetary surprises as a mode of affecting policies; i.e. the more independent the executive is, the less recourse to the use of surprises. 

6. Conclusions:

This study investigated the possible occurrences of patterns in macroeconomic policy targeting and instruments use in some Middle East and North Africa(MENA) countries where political regimes differed over the period of study across countries and through time. Some of these patterns were held to correspond to those stipulated by the Partisan Theory(PT) and its Rational(RPT) version for advanced democracies after due allowance was made for the nature of government and modes of regime transfer. In particular, we traced the differential evidence on partisan effects in output growth and inflation; and on political cycles through the use of instruments of finance. Patterns on the mode of use of policy instruments through reliance on monetary policy surprises were also investigated. To gauge the various hypotheses, we utilized methodologies of cross-section time-series panel estimation of models in output growth and inflation; seigniorage and the inflation tax; and in money surprises for the sample of countries of the region and their respective regimes over an unbalanced sample period covering 1960 - 1996. 

The empirical results obtained generally pointed to the admittance of eco-political patterns similar in principle to those operable in the case of Developed Countries but with some distinct differences in nature, rationale and rhythm. In particular, there were clear permanent partisan effects on some outcome variables where monarchy regimes were seen to display a robust negative significant relationship with inflation as compared to republican ones. As regards the instruments use,  seigniorage, as a form of finance, was seen to have a negative relationship with the monarchy regimes in the MENA region. The same pattern of outcomes was also detected for the inflation tax variable. Monetary surprises as a mode of use of instruments to achieve policy gains was also seen to have a negative relationship with the monarchy regimes in the region which are generally more conservative in their instruments and their modes of use as compared to their republican counterparts.


Significant short-run rational partisan effects were also detected in a positive fashion with respect to inflation, and the surprise mode in accordance with prior expectations. The evidence was also positive but lukewarm at higher levels of significance for the seigniorage and inflation tax ratios. Evidence was mutedly negative in the short run for output growth.

Effects of various political structure attributes on the policy outcome variables and instruments use were also considered. Results obtained show that democracy in the region had consistently a negative impact on growth. Monarchies which had low democracy scores performed better in the growth front. This was attributable to the facts that monarchies were more stable, followed free market policies and were generally mostly resource endowed. On the other hand democracy had a robust positive relationship to inflation. The opposite was true for the effect of democracy on seigniorage, the inflation tax ratios and the use of policy surprises but the negative effects were seen to work in these instances through reductions in real money balances which occurred with the advent of high inflations in some relatively democratic countries in the sample. As far as the rest of the polity attribute variables are concerned, results were varied. XRR, the executive recruitment regulation score affected inflation negatively but remained with no discernable effect on the others. XRC, the executive recruitment competitive score had a positive impact on growth. We did not establish a role for this measure as regards the inflation rate, the policy instruments or the modes of use. On the other hand, XRO, the executive recruitment openness score had a negative – though insignificant - impact on growth but a negative and mostly significant one as regards the incidence and severity of inflation. XMN, the monocratism measure of closedness impacted the instruments more significantly as compared to the outcomes and in particular had a clear effect on seigniorage, the inflation tax and the surprise variable. XCN, the executive constraints measure remained contradictory and largely insignificant as regards growth and inflation. ROP, the regulation of participation variable had a negative relationship to inflation, the inflation tax and money surprises. COP, another participation measure, on the other hand was positive on growth but negative on the inflation variable. Lastly, CSA, the centralization variable, was significantly positive on inflation, seigniorage and the inflation tax.

Conclusions drawn from this investigation point to the need for added participation  and transparency in political systems. Democracy which ensures maximum participation, involvement and transparency may be necessary but obviously not sufficient for the attainment of the required objectives. Democracy should be coupled with stability. Here the role of democratic and bureaucratic institutions assume a particular role. Creating and reforming the political institutions with a view of strengthening representation and overall involvement, participation, accountability, and reduction of political and economic instability should guide the agenda of policy reform in the MENA region.
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 � See Alesina et.al.(1992) for example.


� See Alesina et.al.(1997) for example.


� See also Hibbs(1992,1994).


� See Hibbs(1987a).


� Economic performance has been a primary source of political legitimacy in many countries over periods of time particularly in Asia, Latin America and Africa. In relation to Asia, for example, Khong(1995) suggested that in Singapore, “… Lee sought to legitimize his rule through the promise of economic performance.”; in Thailand, General Sarit justified his 1958 coup de tat as essential for both security and development. MacIntyre(1994) suggests that Suharto also sought legitimacy by promising economic growth. Similar anecdotal evidence could be cited in the MENA region where in Sudan, for example, both General Nimiery and General Bashier referred to the “…miserable state of the economy…” as a prime motivation for their assumption of power.


� A new republican regime assuming power after a monarchy usually controls the media and hence obstructs and manages the flow of information to the public.


� Primarily from monarchies to republics and within republics.


� A dictatorship usually controls the media, obstructs and manages the information available to the public.


� In a democracy the media is free from political control. This serves to enhance the informational flows to the public.


� Lebanon may not be representative in this count. Its high rates of growth are due to the fact that the period over which the rates were computed coincided with the time of reconstruction after the civil war with its attendant vigorous economic activity. 


� See Abdel-Rahman(2000) for more details.


� The case of Lebanon is again different since despite relative political stability over the sample period which covered periods after the civil war, inflation tended to accelerate mainly because of structural factors related to the reconstruction period.


� For additional information, see the Polity II code book available from the Inter-university Consortium for Political and Social Research (ICPSR) in Ann Arbor, Mich. (313) 763-5010. See also ICPSR Home Page at � HYPERLINK http://www.icpsr.umich.edu/ICPSR_homepage.html ��http://www.icpsr.umich.edu/ICPSR_homepage.html�


 


� See Jaggers and Gurr(1995) for more detail.


�  For more details on these see Gurr et.al.(1989), Jaggers and Gurr(1995), and Abdel-Rahman(2000).  


� Lebanon had many missing values over the period of the civil war.


� There was a single interruption in this case over 1991 due to the Iraqi invasion and its aftermath.


� Both Iran and Libya are discarded from these calculations because of structural regime transfers.


� Lebanon is discarded from these calculations because it presents an obvious outlier in terms of growth performance – see footnote (9). 


� There are considerable outlier influences in these statistics, but even after allowing for that the differences remain substantial between the two types of regimes.


� Extensive empirical and theoretical literature exists on the scale of economic globalization and its effects on convergence between  the economic strategies of individual states and reduction of the opportunities for economic governance; see for example, Dunning(1993), Hirst and Thompson(1996), Weiss(1997), and Marsh et.al(1999).


� For a taxonomy of political systems, see Krueger(1993) for example.


� See Hibbs(1987a).


� Inclusion of autoregressive terms in a dynamic setting turns the model into a dynamic panel one with many attendant difficulties and problems. See Greene(1997). To abstract from these considerations, we did not use structural factors as explanatories.


� This might require time as seen in the results on output growth.


� Median scores on democracy were respectively 4 for Lebanon, 9 for Turkey  for example. They were also substantial for Sudan during its democratic episodes. In comparison median scores were practically zero for most of the monarchies in the sample.


� See Cukierman et.al.(1992) on the relationship between seigniorage and political instability. See also Cukierman et.al.(eds)(1992).


� Sudan had a few short periods of democratic rule interspersed among lengthy military-led governments which suppressed political participation and manipulated electoral processes to institutionalize one-party rule.


� This is confirmed by inspection of the data on the real money balances variable for the respective countries.





_1020528341.unknown

_1021225935.unknown

_1021921258.unknown

_1022083322.unknown

_1022084389.unknown

_1022607049.unknown

_1022671202.unknown

_1022695025.unknown

_1023391358.unknown

_1022680929.unknown

_1022681304.unknown

_1022671740.unknown

_1022608596

_1022657260

_1022608424.unknown

_1022084454.unknown

_1022084625.unknown

_1022606949.unknown

_1022084626.unknown

_1022084488.unknown

_1022084415.unknown

_1022083752.unknown

_1022084171.unknown

_1022084255.unknown

_1022084281.unknown

_1022084353.unknown

_1022084218.unknown

_1022084103.unknown

_1022084129.unknown

_1022083838.unknown

_1022083619.unknown

_1022083677.unknown

_1022083408.unknown

_1022083490.unknown

_1022083372.unknown

_1022081397.unknown

_1022081690.unknown

_1022082881.unknown

_1022082987.unknown

_1022082835.unknown

_1022081569.unknown

_1022081590.unknown

_1022081555.unknown

_1022081473.unknown

_1021922570.unknown

_1022080897.unknown

_1022080931.unknown

_1022080777.unknown

_1022080861.unknown

_1022080698.unknown

_1021991925.unknown

_1021921353.unknown

_1021921369.unknown

_1021921305.unknown

_1021235705.unknown

_1021236031.unknown

_1021236068.unknown

_1021236418.unknown

_1021236521.unknown

_1021236593.unknown

_1021236451.unknown

_1021236085.unknown

_1021236104.unknown

_1021236114.unknown

_1021236094.unknown

_1021236076.unknown

_1021236049.unknown

_1021236058.unknown

_1021236040.unknown

_1021235926.unknown

_1021235951.unknown

_1021235960.unknown

_1021235943.unknown

_1021235726.unknown

_1021235847.unknown

_1021235716.unknown

_1021234663.unknown

_1021235187.unknown

_1021235643.unknown

_1021235685.unknown

_1021235440.unknown

_1021234718.unknown

_1021234988.unknown

_1021234692.unknown

_1021234047.unknown

_1021234557.unknown

_1021234589.unknown

_1021234528.unknown

_1021234203.unknown

_1021233992.unknown

_1021234011.unknown

_1020534895.unknown

_1020579746.unknown

_1020581024.unknown

_1020582986.unknown

_1020585881.unknown

_1021225912

_1020584314.unknown

_1020584812.unknown

_1020583014.unknown

_1020582998.unknown

_1020581085.unknown

_1020581176.unknown

_1020581047.unknown

_1020580706.unknown

_1020580759.unknown

_1020580800.unknown

_1020580923.unknown

_1020580725.unknown

_1020579898.unknown

_1020579935.unknown

_1020580684.unknown

_1020579788.unknown

_1020579844.unknown

_1020535642.unknown

_1020535816.unknown

_1020579375.unknown

_1020579618.unknown

_1020579645.unknown

_1020579325.unknown

_1020579352.unknown

_1020535731.unknown

_1020535773.unknown

_1020535676.unknown

_1020535343.unknown

_1020535424.unknown

_1020535460.unknown

_1020535514.unknown

_1020535378.unknown

_1020535081.unknown

_1020535173.unknown

_1020535231.unknown

_1020535129.unknown

_1020535051.unknown

_1020529833.unknown

_1020529975.unknown

_1020530629.unknown

_1020530743.unknown

_1020531489.unknown

_1020531559.unknown

_1020531597.unknown

_1020530808.unknown

_1020530666.unknown

_1020530450.unknown

_1020530590.unknown

_1020530392.unknown

_1020529893.unknown

_1020529933.unknown

_1020529861.unknown

_1020529570.unknown

_1020529619.unknown

_1020529663.unknown

_1020529695.unknown

_1020529594.unknown

_1020529261.unknown

_1020529351.unknown

_1020529389.unknown

_1020529298.unknown

_1020528364.unknown

_1018448865.unknown

_1019924669.unknown

_1019929801.unknown

_1020526756.unknown

_1020528185.unknown

_1020528254.unknown

_1020528311.unknown

_1020527946.unknown

_1020527982.unknown

_1019929867.unknown

_1019930040.unknown

_1019930164.unknown

_1019933102.unknown

_1019929884.unknown

_1019929851.unknown

_1019925469.unknown

_1019928999.unknown

_1019929030.unknown

_1019925653.unknown

_1019925341.unknown

_1019925375.unknown

_1019924692.unknown

_1018714359.unknown

_1018723458.unknown

_1019055291.unknown

_1019138712.unknown

_1019139956.unknown

_1019140795.unknown

_1019141038.unknown

_1019141223.unknown

_1019141253.unknown

_1019141087.unknown

_1019140819.unknown

_1019140289.unknown

_1019140569.unknown

_1019139998.unknown

_1019139286.unknown

_1019139750.unknown

_1019139781.unknown

_1019139635.unknown

_1019139662.unknown

_1019139023.unknown

_1019139257.unknown

_1019138990.unknown

_1019055880.unknown

_1019056023.unknown

_1019138380.unknown

_1019055920.unknown

_1019055509.unknown

_1019055541.unknown

_1019055725.unknown

_1019055404.unknown

_1019055405.unknown

_1019053578.unknown

_1019054573.unknown

_1019054616.unknown

_1019053612.unknown

_1019053278.unknown

_1019053305.unknown

_1018723641.unknown

_1018718160.unknown

_1018718410.unknown

_1018723357.unknown

_1018723385.unknown

_1018718528.unknown

_1018718268.unknown

_1018718296.unknown

_1018718198.unknown

_1018715500.unknown

_1018715921.unknown

_1018718094.unknown

_1018718115.unknown

_1018715895.unknown

_1018714978.unknown

_1018715007.unknown

_1018714384.unknown

_1018546619.unknown

_1018616492.unknown

_1018617025.unknown

_1018714128.unknown

_1018714148.unknown

_1018617055.unknown

_1018616525.unknown

_1018616351.unknown

_1018616383.unknown

_1018547315.unknown

_1018547316.unknown

_1018546648.unknown

_1018545828.unknown

_1018546450.unknown

_1018546476.unknown

_1018546092.unknown

_1018546300.unknown

_1018545978.unknown

_1018545734.unknown

_1018545783.unknown

_1018545687.unknown

_1018194128.unknown

_1018447816.unknown

_1018448351.unknown

_1018448478.unknown

_1018448750.unknown

_1018448398.unknown

_1018447874.unknown

_1018447889.unknown

_1018447827.unknown

_1018447539.unknown

_1018447672.unknown

_1018447769.unknown

_1018447605.unknown

_1018446905.unknown

_1018447442.unknown

_1018446649.unknown

_1013103663.unknown

_1014791087.unknown

_1014793862.unknown

_1014878916.unknown

_1017517635.unknown

_1017517754.unknown

_1017517853.unknown

_1015097705.unknown

_1015097706.unknown

_1015097707.unknown

_1014878991.unknown

_1014878467.unknown

_1014878665.unknown

_1014794005.unknown

_1014792551.unknown

_1014793763.unknown

_1014792376.unknown

_1014789880.unknown

_1014790048.unknown

_1014790698.unknown

_1014790001.unknown

_1014789586.unknown

_1014789616.unknown

_1013881383.unknown

_1014789437.unknown

_1013103718.unknown

_990980338.unknown

_990981870.unknown

_991669219.unknown

_1004510635.unknown

_999923425.unknown

_991669178.unknown

_990981809.unknown

_990980118.unknown

_990980231.unknown

_986230386.unknown

_990980085.unknown

_986230349.unknown

