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NOTES 

THE EFFECT OF ECONOMIC EVENTS ON VOTES 

FOR PRESIDENT: 1980 RESULTS 

Ray C 

I” Fair (1978) I developed a fairly general model of 
voting behavior. The model was tested using data on 
U.S. presidential elections. The results indicate that 
voters do not look back more than a year or two in 
judging the economic performance of an administra- 
tion and that they look at the change in the economy 
rather than at its level in measuring economic perfor- 
mance. The basic sample period was 1916-1976. 

From an econometric point of view, the 1980 elec- 
tion is a very good observation. The growth rate of real 
GNP six months prior to the election was much differ- 
ent from the growth rate one year prior. This helps 
break the collinearity between these two variables. 
and so the 1980 observation may help in deciding 
which of the two variables is the better measure of 
performance. No conclusions were drawn from the 
earlier results regarding this choice. Also, the rate of 
inflation prior to the election was high by historic stan- 
dards, and this increased variance may help in decid- 
ing the effects of inflation on voting behavior. There 
was some evidence from the earlier results that it&- 
tio” affected voting behavior, but it was not very 
strong. 

Thenew results are presented in table 1. Equation 1 
is the same as equation 4 in Fair (1978, table 2, p. 168). 
Equation 2 is the same equation estimated using the 
revised national income accounts data. (A major revi- 
sion occurred in 1980.) The estimates of the two equa- 
tions are quite similar, although the 1976 error for 
equation 2 is somewhat smaller (0.0566 vs 0.0607). As 
can be seen near the bottom of table 1, the growth rate 
for 1976 was revised downward, and this led to a larger 
predicted vote for Carter (0.4539 YS 0.4498).’ 

Equations 3 and 4 are the same as 1 and 2, respec- 
tively, except for the use of the growth rate in the 
second and third quarters of the election year (g*,) 
rather than the growth rate for the whole year (ni). The 
estimates of the two equations are similar. although 
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Fair* 

again the equation estimated using the revised data has 
a smaller error for 1976. The fits of equations 3 and 4 
are somewhat better than the fits of equations 1 and 2, 
and one might conclude from these results that g*, is a 
better measure of performance than is g,. I did not, 
however, draw this conclusion in the earlier paper. 
Given the dangers of data mining in an exercise of this 
sort, the results did not seem conclusive enough to 
warrant this.’ At any rate, it does now seem from the 
1980 results that this conclusion can be draw”. This 
can be see” in two ways. First, the (outside sample) 
prediction error for 1980 for equation 4 is much smaller 
than that for equation 2 (-0.0226 vs -0.0693). Sec- 
ond, when both equations are estimated through 1980 
(equations 5 and 6), the difference in fits is now greater 
(0.0352 vs 0.0415 compared to 0.0378 vs 0.0422). With 
respect to the effects of inflation, the r-statistic for the 
inlkation variable increased in absolute value with the 
addition of the 1980 observation. and so somewhat 
more confidence than before can be placed on the 
hypothesis that inflation affects voting behavior. The 
inflation variable used, IP?~[, is the absolute value of the 
inflation rate in the two-year period before the elec- 
tion. 

The individual error terms for equation 6 are pre- 
sented at the bottom of table 1. The largest error oc- 
curred in 1964, where the equation underpredicted the 
large vote for Johnson by 0.0563. The next largest 
error occurred in 1976, where the equation incorrectly 
predicted a Ford victory and made a” error of 0.0372. 
Two other elections were predicted incorrectly regard 
ing the winner: 1948 (Truman YS Dewey) and 1%8 
(Humphrey vs Nixon). These were, however, close 
elections, and the errors were moderate (0.0275 and 
-0.0340). The 1980 election was predicted quite well. 
The two main factors contributing to the low predicted 
vote for Carter were.the low growth rate (-4.9%) and 
the high inflation rate (8.7%). 

i in table 1 is the estimate of the percentage of the 
variance of the total error term due to a candidate’s 
unobserved independent vote getting ability or lack 
thereof (VGA). Because a number of people have run 

* Equation 3 was not pnsented in Fair (1978). Most of the 
estimated equations in the paper excluded the inflation van- 
able. With the inflation variable excluded, the results for g, 
and g*, in the earlier paper are virtually identical with respect 
to fit (0.0421 “S 0.0419). 
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more than once, il is possible to obtain this estimate the VGAs across Republican candidates (see Fair 
under the assumptions (1) that a particular individual’s (197X> p. 163)). The estimate for equation 6 is 0.26. 
VGA is the same in all elections in which he is a which means that about one-fourth of the variance of 
candidate and (2) that the variance of the VGAs across the total error term is estimated to be due to the Dem- 
Democratic candidates is the same as the variance of ocratic candidate’s VGA, about one-fourth to the Re- 
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publican candidate’s VGA. and about one-half to other 
factors. 

If an individual has run more than once, it is possible 
to determine the effects of his VGA on the predicted 
vote. This can be done by making two predictions for a 
given election. one using the estimated value of h and 
one using a value of zero. In Carter’s case, for exam- 
ple, the predicted value for 1980 using equation 6 and 
the estimated value of A is 0.4595 (bottom of table I). 
When a value of zero is used. the predicted value is 
0.4494. Because the equation underpredicted the vote 
for Carter in 1976, his estimated VGA is positive. and 
so the equation predicts more votes for Carter in 1980 
when the estimated value of h is used. The estimated 
VGA for Reagan is small because the estimated error 
term for 1980 is small. 

Alternative measures of the growth rate and the rate 
of inflation were tried using the new data, and none 
proved to be as good as g*, and lpzrj. In particular, the 
results using the growth rate in the first three quarters 
of the year were not as good They were in between 
the results using the growth rate in the second and 
third quarters and the results using the growth rate m 
the entire year. Also, the results using the one-year 

rather than the two-year rate of inflation were not as 
good. 

As mentioned above, there is a serious danger of 
data mining in a study like this, and one is reluctant to 
try too many versions. Three other versions are, how- 
ever, of some interest. First, the use of the time trend 
in equation 6 is somewhat unsatisfying, and it is clearly 
not sensible to extrapolate this variable indefinitely 
into the future. Fortunately, the results are not very 
sensitive to the exclusion of the time trend. Equation 7 
is the same as equation 6 without the time trend. The 
estimates of the two equations are close. The main 
difference is an increase in absolute value in the size of 
the coefficient estimate of the rate of inflation variable 
(-0.0068 “S -0.0096). 

Second, the question of how to treat Ford with re- 
spect to the DPER, variable is a difficult one. Since he 
was appointed rather than elected, should he be 
counted as a Republican incumbent running for reelee- 
tion? For the first 7 equations in table 1 he has been so 
counted: for equation 8 he has not been. The estimates 
for equation 8 are similar to those for equation 6 except 
for the estimate of A, which is much smaller. The fit of 
equation 8 for 1976 is much better, and the election is 
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now predicted correctly with respect to the win for 
Carter. It is not clear, however, that much confidence 
should be placed on this result. Each election has 
special features, and without too much work one could 
rig the equation to predict mosr of the observations 
perfectly within sample. 

Third, the editorJ has expressed concern about the 
number of coeflicient estimates in, say, equation 6 that 
are insignificant by conventional standards. Given the 
small number of observations, this is not necessarily 
surprising, and my general procedure is to retain insig- 
nificant variables if their coefficient estimates are of 
the right sign. I would rather risk the loss of some 
efficiency by incorrectly including a variable than risk 
the loss of consistency by incorrectly excluding it. In 
the present case there is no question that the likelihood 
function is fairly flat in the vicinity of the estimate of A, 
although the size of the estimate seems reasonable. 
The only observations that really matter for the esti- 
mate of ,4 are those in which at least one of the candi- 
dates has rue before, and so the number of observa- 
tions involved in estimating h is very small. There is 
also considerable collinearity among the estimates of h 
and the coefficients of DPER, and It. (The coefficient 

’ I am grateful to the editor for helpful discussions regard- 
ing this point. I, however, am responsible for all errors of fact 
or judgment in the following 

of I, is merely the constant term in the definition of the 
measure of performance (see Fair (1978. p. M)), and 
it is not very important.) There is also some collinear- 
ity between the time trend and the inflation variable. 
Equation 9 is the same as equation 6 except that the 
time trend, I‘, and h have been excluded. The main 
change is that the estimate of the coefficient of DPER, 
has increased from 0.0493 to 0.0637. The results are 
otherwise quite similar. The 0.0637 estimate of the 
coefficient of DPER, in equation 9 seems somewhat 
high VJ me_ and I am inclined to stay with equation 6 
even though there are insignificant estimates. Tastes 
differ on this, however, and there is clearly no right 
answer. 

As a final exercise, equation 6 was used to predict 
the 1984 election for alternative values of R*, and IP~,/. 
The results are in table 2. For an inflation rate of, say, 
S.O%, the break-even point (0.5) corresponds to a 
growth rate of about 0.0%. One standard deviation 
(0.0352) below 0.5 corresponds to a growth rate of 
slightly more than 3.0% for an inflation rate of 8.0%. If 
Reagan does not run, the Republicans do not have the 
person advantage, and the break-even points are less 
favorable for them. 
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