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I. Introduction
In his opening to The Responsible Electorate, V.O. Key argues that voters are not fools.'

They are rational and the political institutions that they have developed are also rational.”
In fact, Key depicts the electorate as a great god — "a rational god of vengeance and
reward."® In this role, voters assess the past performance of the incumbent government
and depending upon their assessment, punish or reward it by voting for or against its
return. It is through this mechanism that governments in democratic systems are held
accountable for the outcomes of their actions and policies. This is the philosophy which
forms the basis of my examination of the extent to which the Canadian electorate holds
the federal government accountable for the performance of the economy through the
traditional democratic mechanism of accountability — voting.

Since the work of Key, a great deal of theorising on the issue of economic
accountability has been advanced and a vast number of studies have been undertaken. For
example, in 2000 Michael Lewis-Beck and Mary Stegmaier reviewed over 150 major
books and articles on the economic determinants of electoral outcomes. This literature is
essential to understanding the process by which any electorate holds its government
accountable. Many of the theories found in this literature are incorporated into this study
of the impact of macro-economic conditions on aggregate government popularity.

This examination of economic performance and electoral accountability proceeds
as follows. In section II, I highlight the key findings from the vast literature on economic

performance, government popularity and voting, placing this study in context. In section
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II1, T describe the key variables — macro-economic conditions and government popularity
— and discuss the statistical difficulties inherent in modelling such economic and political
data. To address these issues, I propose a time-series, state-space model of aggregate
party popularity. In section IV, I provide and discuss the results produced by estimating

the effects of economic conditions on party popularity using the state-space model.



I1. Economic Determinants of Voting and Popularity
In this section, I outline the key literature surrounding the economy, government
popularity, and voting. A great number of modelling techniques have been utilised in the
search for the impact of the economy on public opinion regarding the government.
Models fall into two broad categories - voting models and popularity models. Although
this study utilises the latter of these models, it is important to consider the major findings
produced by both approaches. This is necessary to put the results from this study into
perspective. As a review of the literature demonstrates, these approaches complement
each other but should not be expected to produce precisely the same conclusions.

In voting models, the dependent variable is the electorate's vote decision. These
models are alternatively estimated using individual level survey data or aggregate
electoral outcomes as their unit of analysis. The first uses cross-sectional modelling
techniques and the second time series.” In the cross-sectional case, measures of economic
performance are based on survey responses to questions regarding the voters perceptions
of the economy. In the time series case, aggregate measures of economic performance
such as inflation, changes in unemployment, and economic growth are usually used. The
time series models have the advantage of being able to examine the impact of variables
that vary over time but are constant across the electorate during any one election. Their
disadvantage is a relatively small t value, constrained by the number of elections that
occur during any particular time period. With the accumulation of cross-sectional studies
over time, researchers may be able to combine the cross-sectional and time series
approaches by pooling individual level cross-sectional data sets over time and combining

them with aggregate measures of economic performance. Such studies have the potential
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to be very powerful but pose the researcher with serious data management and statistical
modelling issues.

When examining the degree of public support for the government, aggregate level
voting models benefit from the fact that the most direct measure is electoral outcomes.
However, since these are relatively rare and insensitive to specific government initiatives,
academics regularly rely upon public opinion measures, such as government popularity
ratings. In such popularity models, the dependent variable is the electorate's response to a
survey question inquiring into their hypothetical vote preference or their approval of the
government's performance. These models are estimated using aggregate survey response
data and aggregate measures of macro-economic performance measured over multiple
time points (on a monthly or quarterly basis). Such models have the advantage of
examining public opinion over time while not being so limited by small t values.

Voting models preceded popularity functions. In his 1971 study, Gerald Kramer
uses changes in income relative to the previous year to explain short-term fluctuations in
aggregate party vote outcomes for the US House of Representatives, during the period of
1896-1964.° He notes his findings support those of Key. Economic upturns help the
Congressional candidates of the incumbent party, and economic decline benefits the
opposition. A 10% decrease in per capita real personal income costs the incumbent
administration four or five percentage points in the Congressional vote.® Kramer also
examines Presidential elections and finds them substantially less responsive to economic
conditions. He further tests the impact of other economic variables, such as cost of living

indices and unemployment levels but finds their impact to be relatively insignificant. In
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his 1975 study, Edward R. Tufte uses both presidential popularity and economic
performance to predict midterm congressional election outcomes.’ Tufte, like Kramer,
finds that a 10% decrease in economic growth can produce a loss of four to six popularity
points for the incumbent.®

Howard Bloom and Douglas Price examine the impact of economic conditions on
the electoral success of candidates to the US House of Representatives belonging to the
party of the incumbent president. They argue that voter response to short-run economic
conditions is asymmetric in the face of prosperity and recession.” Specifically, voters are
more likely to respond to bad economic times by punishing the government then they are
to respond to good economic times by rewarding the government. This means that
economic conditions should have less of an impact on government electoral success
during times of prosperity. By examining elections between 1896 and 1970, they
demonstrate that downturns in per capita income reduce the vote for the party of the
incumbent President, while upturns fail to create an equivalent benefit.'’

In "The Effect of Economic Events on Votes for President: 1984 Update," Ray C.
Fair updates his previous examination of the impact of aggregate economic conditions on
presidential electoral outcomes in the US since 1916 to include the 1984 election.'' He
finds a stronger role for economic conditions in presidential electoral outcomes than
Kramer. He confirms his earlier findings that the most important variable is the increase

or decrease in real per capita GNP about six months to a year before the election. Fair
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also demonstrates that voters consider only the performance of the economy under the
incumbent party and not the performance of the economy the last time the opposition
party was in power.

In "Voter Sensitivity to Economic Conditions: A Canadian-American
Comparison, " J.R. Happy examines the impact of provincial economic conditions in the
year of an election on provincial level aggregate federal electoral outcomes in Canada
from 1930 to 1979."* He compares these economic effects to those found in American
Congressional elections by Kramer."® Happy uses pooled time-series, provincial level,
cross-sectional data. Happy argues and demonstrates that it is important to control for the
number of candidates running in a constituency. Overall, Happy finds that real and
nominal increases in income benefit candidates of the incumbent party. The same is true
of decreases in inflation."*

Happy's findings are very similar to those of Kramer's. Canadians in
parliamentary elections are about equally as sensitive as Americans in House of
Representatives elections. However when comparing Happy's results to those of Fair, it
appears Canadians in parliamentary elections are not quite as sensitive to economic
conditions as Americans are in presidential elections.

Happy makes two further important discoveries. First, economic conditions

previous to the election year also affect Canadian electoral behaviour. Second, when only
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a single year passes from one election to the next, economic events have less of an effect
on incumbency voting."’

In "Economic Conditions and the Popularity of the Incumbent Party in Canada,"
Calum Carmichael uses pooled time-series, regional level, cross-sectional electoral
results from 1945 to 1988 to examine the impact of macroeconomic conditions on the
vote for the incumbent party in Canadian federal elections. Generally, he finds that from
1945 to 1972 poor economic conditions improved the government’s electoral success,
while from 1974 to 1988 poor economic conditions hurt the incumbent party.'®
Carmichael's measures of economic performance are price levels, the unemployment rate
and real personal disposable income per capita. Carmichael also uses measures of
economic performance that compare these aspects of the Canadian economy to those of
the US economy.

Carmichael suggests that the1972/1974 structural split is a product of double-digit
inflation, followed by stagflation that began in 1974. He argues this may have changed
the electorate's response to economic conditions. Furthermore, he cites evidence that the
positions of the Liberal and Conservative parties became more distinct in the late
seventies.'’

As already mentioned, there are also voting studies that estimate models using
individual level data. According to Lewis-Beck and Stegmaier, in individual-voter level
studies of electoral outcomes there are three primary dimensions. These are time, target,

and context. Time refers to retrospective versus prospective considerations; target refers
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to the distinction between egotropic and sociotropic considerations; and context refers to
whether perceptions of economic conditions are driven by party preferences.'® These
dimensions have been a constant source of debate for individual level studies.

The first of these debates (retrospective versus prospective considerations) stems
from the difference between Key's and Downs’ views of voters. Key depicts them as
rational gods, looking back at the past performance of the incumbent, and punishing or
rewarding them accordingly.'” Downs depiction is also of a rational being but one that
looks to the future, carefully calculates the gains and losses likely to occur with each
potential government, and votes to maximise the outcome.*® In this way, Key's voters are
retrospective and Downs' are prospective.

The second debate (egotropic versus sociotropic considerations) is over whether
voters take into account their own personal financial situation and/or the financial
situation of the economy as a whole (either retrospectively or prospectively) when
making a vote choice. According to Lewis-Beck and Stegmaier's overview of the
literature, most individual level studies find "strong collective effects and weak to

n2l

nonexistent personal economic effects."” However, Haller and Norpoth show that

personal financial experiences have a greater impact on broader economic judgments for
2

people sheltered from mainstream news information.

In “Inflation, Unemployment and Canadian Federal Voting Behaviour,” Archer
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and Johnson focus on sociotropic effects. They use individual level election survey data
to examine the effect of macro-economic performance on levels of partisan support in
Canada during the 1970s and 1980s.”

They find that the effects of inflation and unemployment on partisan popularity
are unstable overtime. Inflation increased from approximately 3 percent in 1971 to over
11 percent in 1974. It continued to rise to 13 percent in 1981 and then declined to about 4
percent in 1984. The Liberals did not benefit from this large decline in inflation. The
issue of inflation, which was a focus of the 1974 election had declined by the 1979
election. Unemployment, on the other hand seemed to be a bigger issue amongst
Canadians in 1979 compared to 1974. Despite the salience of inflation in 1974, no party
seemed to benefit from it. However, the Conservatives benefited from the unemployment
issue in 1984.%*

In their “Support for the Canadian Federal Progressive Conservative Party since
1988: The Impact of Economic Evaluations and Economic Issues,” Herald Clarke and
Allan Kornberg consider both the retrospective/prospective and egotropic/sociotropic
issues. They use cross-sectional and panel data to examine the decline in support for the
PCs from 1988 to 1990.° They argue that the decline in support evident during this
period is largely due to the public's negative evaluation of the Canadian economy and the
government’s handling of it. They demonstrate that retrospective individual economic

assessments do in fact divide into sociotropic and egocentric factors. However, this
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distinction breaks down for future oriented assessments. Overall, this produces three
distinct economic assessment factors: sociotropic, egocentric, and future.?

The third debate is particularly pronounced in discussions of bias produced by
survey design. If a survey designed to measure an individual's perception of recent
economic conditions and their vote preference places these two items relatively close to
each other, respondents may be cued by the structure of the survey to be artificially
consistent. This may produce an exaggerated link between perceptions of economic
conditions and vote preference. This bias will become even more pronounced if the
survey items measuring perceptions of economic conditions explicitly refer to the
government’s role in producing those conditions.*’

The earliest US research on popularity functions was done by J. Mueller.”® Lewis-
Beck and Stegmaier identify the earliest published popularly function ever as being
C.A.E. Goodhart and R.J. Bhansali's British case.”” Goodhart and Bhansali examine
monthly measures of British government popularity between 1947 and 1968. They find
that levels of unemployment with a four to six-month lag and the rate of inflation
influence the government's political popularity. They also find that the strength of the
impact of these economic conditions had increased over the time period under study.
Further, they find that government popularity may follow what they call a “natural path”
between elections.”” Such a path includes honeymoon effects, trending downwards after

the honeymoon and trending upwards leading into an election. Overall, this suggests
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popularity follows an inter-election cycle. Goodhart and Bhansali attempt to control for
this inter election “natural path” through the application of dummy and index variables.

While most studies find that economics affect government popularity, the
specifics vary between studies because of the different statistical methodologies applied,
and different time period covered.’' Paul Whiteley, in "Inflation, Unemployment and
Government Popularity: Dynamic Models for the United States, Britain and West
Germany," examines the impact of economic conditions on monthly measures of
government popularity in the United States, Britain and West Germany.*> Whiteley uses a
process developed by Box and Jenkins to specify the popularity functions. This allows
him to account for autocorrelation and trending in the independent and dependent
variables. It also allows him to determine the lag structure of the independent variables.
Overall, Whiteley finds that the impact of economic conditions on aggregate government
popularity is relatively weak and unstable overtime.*

Harold Clarke and Gary Zuk construct Box-Jenkins-Tiao models of party
popularity similar to that of Whiteley. In "The Politics of Party Popularity: Canada 1974-
1979," they examine the impact of economic performance on monthly measures of party
popularity. They restrict their analysis to the 1974-1979 period, arguing that the effects of
economic variables may vary overtime and therefore should not be estimated over an
extended period.** Clarke and Zuk also criticise other studies of the political economy of

party popularity for not considering the political context in which economic performance
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is translated into vote preference. They included in their model dummies for the
occurrence of political events, such as leadership conventions, election honeymoons and
"crises of Confederation" — the latter being exemplified by the 1976 election of the Parti
Québecois government in Quebec.

While many of the political forces included within the model were found to be
statistically significant, this was not the case with any of the variables measuring
macroeconomic conditions. It is concluded that political forces rather than
macroeconomic conditions were responsible for shifts in party popularity during the
1974-1979 period. Clarke and Zuk attribute the failure of economic conditions to impact
party popularity to the way in which parties and the mass media translate economic
conditions into political issues. They also highlight the importance of existing partisan
predispositions, the image of party leaders and exogenous political events as factors that
may mute economic effects.”

Kristen Monroe and Lynda Erickson examine the impact of unemployment,
inflation and changes in real personal income per capita on the popularity of the
Progressive Conservatives, Liberals and NDP.*® Quarterly measures of party popularity
between 1954 and 1979 are used. Like Clarke and Zuk, Monroe and Erickson control for
political events such as a change of Prime Minister or a change in government, the FLQ
crisis, the election of the Parti Québecois in Quebec and elections. They use the
Cochrane-Orcutt procedure to control for first order autocorrelation. Generally, Monroe
and Erickson find that support for the Liberals versus the Conservatives is relatively

unaffected by economic conditions. They argue that the lack of policy differentiation
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between the Liberals and Conservatives may be responsible for mediating the impact of
the economy on popularity. Economic conditions do however play a role in the popularity
of the NDP.*’ Unfortunately, the nature of this role is difficult to determine from their
results.

Erickson in "CCF-NDP Popularity and the Economy," further examines the effect
of economic growth, inflation and unemployment on the popularity of the CCF/NDP.*
Erickson uses quarterly aggregate party popularity time-series measures from 1954 to
1984 and corrects for autoregression using the Cochrane-Orcutt procedure. She finds that
economics effects vary overtime. During some periods, real personal income benefited
the party's popularity; during other periods, it reduced the party's popularity; and at some
times it had no effect at all. During the eighties, inflation improved the popularity of the
CCF-NDP. During earlier periods, unemployment produced a decline in party popularity.

Richard Johnston examines the impact of economic factors on the popularity of
Canadian federal governments measured monthly from 1974 to 1998 in "Business
Cycles, Political Cycles and the Popularity of Canadian Governments, 1974-1998."*° He
uses an error-correction and a partial adjustment model to examine the data. In both cases
he accounts for first-order autoregression using a Hildreth-Liu grid search. Johnston
examines the impact of economic growth, unemployment and inflation. Like Clarke and

Zuk, Johnston controls for the effect of leadership conventions.*’
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Johnston determines that the dynamics of public opinion differ before and after
1993. Economics have a statistically significant effect on government popularity before
1993 but not after. Before 1993, real income growth benefited the popularity of the
government as did an increase in inflation. Furthermore, an electoral cycle appears to
exist pre but not post 1993. Unemployment produced no significant impact on
government popularity during either period.41

In their summary of the literature on economic conditions and election outcomes
Lewis-Beck and Stegmaier concluded that overall, "economics and elections form a tight
weave. When anchoring economic threads snag, governments can fall....For all
democratic nations that have received a reasonable amount of study, plausible economic
indicators, objective or subjective, can be shown to account for much of the variance in
government support.... Among the issues on the typical voter's agenda, none is more
consistently present, nor generally has a stronger impact, than the economy. Citizen
dissatisfaction with economic performance substantially increases the probability of a
vote against the incumbent."** Despite this claim, the examination of macro-economic
conditions on aggregate popularity in Canada has produced few results and these have
been largely inconsistent. This study attempts to correct this by employing a state-space
model estimated using Bayesian analysis.

The difficulty in determining the impact of macro-economic conditions on
aggregate popularity in Canada is a perplexing challenge given the strength of the
relationship in other nations such as the US. It is even more perplexing given the many

arguments that suggest aggregate, time-series popularity models have advantages over
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individual-level, cross-sectional voting models. Many important variables such as
political context and real economic performance are constants during any one election.
All voters at any one time experience roughly the same economic environment, therefore
the effects of the economy should be more evident over time because economic
conditions vary over time. Furthermore, Lewis-Beck and Eulau stress the importance of
keeping the historical context in mind.* This also requires the long-term perspective of
time series analysis.

When examining the impact of the economy on public opinion, it is argued that
aggregate level studies have advantages over those at the individual level. "With the
national economy being the focus of attention, the most telling variance is the movement
of national aggregates over time."** A second advantage is that aggregate economic
indicators are superior since individual economic measures produced by surveys contain
a great deal of measurement error.*’

In addition to being an interesting challenge, it is also important to establish that a
link between economic conditions and public opinion exists outside of voting studies.
Individual level voting models are susceptible to the artificial linking of perceptions of
the economy with vote choice. Utilising macro-economic data rather than individual level
perceptions alleviates this problem. Using macro-economic data may reveal a weaker
connection between the economy and vote preference than models that use direct

measures of voters’ economic perceptions. However if we are ultimately interested in

43 Lewis-Beck, Michael, and Heinz Eulau. 1985. Economic Conditions and Electoral Behaviour in
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government accountability, it is the voter’s response to objective economic conditions
that we are most interested in. Studies that use time-series voting models incorporating
macro-economic conditions also examine this link. However, even these studies are
measuring a different phenomenon than those that utilise popularity functions.

Voting data focus exclusively on the election, while popularity data include both
election and inter election periods. Consequently, these two forms of analysis are not
examining the exact same phenomenon and differential findings can be expected as a
result of substantial differences in the focus of study as well as due to technical
considerations.*

Norpoth has found that prospective considerations are more likely to be found in
voting models than in popularity models.*” That is, prospective voting may only be an
election day phenomenon. This is consistent with Lewis-Beck and Heinz Eulaus’
argument that retrospective economic evaluations dominate government popularity and
Lewis-Beck and Mary Stegmaier’s finding that prospective economic considerations are
found to be much stronger than retrospective considerations in individual level American

National Election Studies.*®

* Whiteley, P. 1984. Inflation, Unemployment and Government Popularity: Dynamic Models for the
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Paldam suggests that one would naturally expect to find retrospective and
prospective evaluations taking on different roles in popularity and voting models.* He
suggests polls between elections elicit more of a 'gut feeling' and are probably more
influenced by simple short-term expectations. Polls during elections are likely influenced
more by a greater collection of information.”® The movement in polls is often much larger
around elections than at most other times. Frizzell and Westell describe polls between
elections as "somewhat like by-elections. They constitute an expression of opinion, a sort
of "free vote," when nothing is at stake, and they should be evaluated as such."'
Furthermore, there is evidence from Britain that the electorate assigns greater importance
to economic conditions in their vote decision during elections than during the period
between elections.’

A further characteristic which distinguishes government popularity studies as they
are performed in the US and voting studies is the nature of the dependent variable. The
time series used in estimating popularity models are usually obtained from asking voters
to evaluate their approval of the Presidents job performance. Voting studies use either
actual electoral results or voter responses to a question regarding their voting intention or
behaviour. Approving of a President’s job performance and voting for that President are
two different things. The first is an evaluation and the second is a behaviour or intended

behaviour that is influenced by the evaluation, in addition to other factors.

* Paldam, Martin. 1991. How Robust Is the Vote Function?: A Study of Seventeen Nations over Four
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The University Of Michigan Press.
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By comparing measures of leadership approval and party support in Britain,
Nadeau, Niemi and Amato take the position that they measure distinguishable concepts.’
Irving Crespi goes even further by suggesting that there is no straightforward relationship
between the two measures in US surveys.™ To the extent that a relationship does exist,
we would expect the evaluation to effect the behaviour. As Stewart and Clarke
demonstrate, measures of leadership approval strongly predict voting choice in British
elections.

Canadian studies that examine government popularity use time series constructed
from survey responses to vote intention questions. Therefore, the distinction between the
dependent variables examined in popularity studies and voting studies is less important,
although not insignificant. Keeping the potential distinction in mind, this study constructs
popularity models in order to examine the impact of macro-economic conditions on
public opinion towards federal Canadian political parties between 1957 and 2000. Using
macro-economic measures the popularity function is by its very nature an examination of
the impact of sociotropic economic factors. Furthermore, it assumes that voters are
retrospective in their considerations. Finally, attempts are made to control for the fact that
inter election polls may differ from election polls by accounting for any inter election

cycling or trending that may be produced by this phenomenon.

>3 Nadeau, Richard, Richard Niemi, and Timothy Amato. 1996. Prospective and Comparative or
Retrospective and Individual? Party Leaders and Party Support in Great Britain. British Journal of Political
Science 26:245-258.
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II1. Data and Methods: Modelling Canadian Federal Party Popularity, 1957-2000
In many popularity studies, the dependent variable is the popularity of the government,
regardless of the party in power. Other studies use the popularity of each party, both in
and out of government. In such cases, some effort has been made to control for whether
or not the party is in power.””> The models presented in this study use party popularity as
the dependent variable, while allowing the effect of economic conditions to vary
according to whether the party is in power or opposition. As will be seen, the examination
of the NDP also allows the impact of economic conditions on its popularity to vary
according to whether the PCs or Liberals are in government.

The dependent variable for each model is the popularity of a particular party
measured monthly. Party popularity is measured by asking Canadians: "If a federal
election were held today, which party's candidate do you think you would favour?" The
popularity of a particular party is calculated as the proportion of respondents indicating
they would vote for that party. The calculation is made excluding those that indicate they
do not know for whom they would vote.” Figure 1 is a plot of Liberal and Conservative
party popularity from 1957 to 2000.

Some of the largest shifts in party popularity coincide with fairly clear historical
events. One of the most popular times for the Tories during the period under
consideration (1957-2000) was experienced from April-October, 1958. This is a product
of Diefenbaker's electoral break into Quebec. The Liberals experienced the opposite

fortune in popularity, losing much of Quebec for the first time since the 1930 election.

5 In Canada, Munroe and Erickson have gone the furthest to make these distinctions: Monroe, Kristen, and
Lynda Erickson. 1986. The Economy and Political Support: The Canadian Case. The Journal of Politics
48:616-647.

%6 See appendix for references to data sources.
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The spike in popularity for the Liberals in December, 1970 corresponds with the
FLQ Crisis. This is likely the product of a "rallying around the flag effect," similar to that
experienced by the Liberals between March, 1977 and March, 1978 in response to the
election of a separatist Parti Québecois in the November, 1976 Quebec provincial
election. In each case, the Liberal's gain was greater than the opposition PC’s loss.

In the 1984 election, Mulroney produced a coalition between Quebec and the
West, similar to that of Diefenbaker. This gave the PC party a surge of popularity
between October 1984 and April 1985. Subsequently, the popularity of the Tories
dropped significantly between November 1988 and January 1989. This corresponds with
the debate over the FTA. PC popularity rebounded from this low just in time for the 1988
election.

The record low popularity for the Tories between February, 1990 and January,
1991 was likely driven by the unpopularity produced by the Meech Lake Accord and
Brian Mulroney's personal unpopularity - his approval rating declined to 15 percent. The
fate of the PC party became even worse in October, 1993 during Kim Campbell's election
campaign. On a much smaller scale, the Liberals experienced a similar election-time
downward spike in popularity during Jean Chrétien's 1997 election campaign.

The primary source of popularity deviations to be examined here are those
produced by economic conditions. While there is no obvious connection between the
larger deviations in popularity and traditional economic variables such as unemployment,
inflation and income growth, economics likely still plays a role in more subtle ways.
After all, the Canadian electorate often focuses on economic issues. Monroe and Erickson

demonstrate that Canadians believe the federal government has control over the domestic
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economy and that inflation and unemployment are its responsibility.”’ In many elections,
such as that in 1968, high taxes, high prices and inflation have topped the list of the most
urgent problems facing the country as identified by voters.’® Clarke and Zuk state a great
deal of Gallup poll evidence that Canadians felt the government could and should do
more to manage the economy.”

Unemployment was an important issue during the 1972 election, as was inflation
during the 1974 election and energy pricing in 1980.%° In 1984, unemployment was again
a major concern and received a great deal of media coverage, as did the economy as a
whole.®' "In the 1988 election, free trade policy was the issue, and once that was settled,
unemployment once again dominated the issue agenda in 1993, along with the deficit and
debt reduction. In the 1997 election, jobs were once again at the forefront."®* Dornan
found that "during the 2000 election, even in a time of comparative prosperity and
economic stability [news] articles about unemployment, debt and tax reduction were still

newsworthy, although they did not have the same focus as in the 1988 campaign."®’

" Monroe, Kristen, and Lynda Erickson. 1986. The Economy and Political Support: The

Canadian Case. The Journal of Politics 48:616-647.

>¥ The Gallup Report, April 6, 1968

% Clarke, Herald D., and Gary Zuk. 1987. The Politics of Party Popularity: Canada 1974-1979.
Comparative Politics:299-315.

% Trvine, William P. 1978. An Overview of the 1974 Federal Election in Canada. In Canada at the Polls:
The General Election of 1974, edited by H. R. Penniman. Washington D. C.: American Enterprise Institute
for Public Policy Research, Pammett, Jon H. 2001. The People's Verdict. In The Canadian General
Election of 2000, edited by C. Dornan. Toronto: The Dundurn Group. However, in 1974 the Liberals
attempted to divert attention from inflation to leadership issuesFletcher, Frederick. 1978. The Mass Media
in the 1974 Canadian Election. In Canada at the Polls: The General Election of 1974, edited by H.
Penniman. Washington, D. C.: American Enterprise Institute for Public Policy Research..

o1 Frizzell, Alan, and Anthony Westell. 1985. The Canadian General Election of 1984: Politicians, Parties,
Press and Polls. Ottawa: Carlton University press.

52 Pammett, Jon H. 2001. The People's Verdict. In The Canadian General Election of 2000, edited by C.
Dornan. Toronto: The Dundurn Group.

% Dornan, Christopher, and Heather Pyman. Ibid.Facts and Arguments: Newspaper Coverage of the
Campaign.
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The economic variables included in the models of this study are the three most
commonly used and have been found to have the greatest impact. These are inflation,
changes in real per capita GDP (change in real income) and unemployment levels.
Figures 2, 3 and 4 provide plots of each of these variables between 1957 and 2000.
Inflation is the year-over-year change in the consumer price index, GDP is year-over-year
percentage change in real personal income per capita, unemployment is the monthly
percentage, seasonally adjusted.

It is constructive to consider some of the larger shifts in these economic variables
over the past half century. The small but steady increase in inflation from 1962 to 1970
was simply the product of rising aggregate demand. Compared to later patterns, inflation
was relatively low. However, at the time it caused Canadians concern. The sudden drop
in inflation in 1970 was a reaction to the US switching from fixed to floating exchange
rates. GDP throughout this period was fairly consistent with nearly uniform positive
growth. Unemployment was also relatively low with its peak occurring in the late fifties
and early sixties. This is likely a reflection of the Eisenhower recession occurring at the
time in the US.

Around 1973, inflation spiked to a record high as a result of increasing oil prices
produced by the Yom Kippur War and the Arab Oil embargo. Unemployment rates
increased slightly at the same time and there were long-term consequences for economic
growth.

The second spike in inflation in the late seventies/early eighties coincided with the
overthrow of the Iranian Shah in 1979 and was also the consequence of rising world oil

prices. Around 1982, US Federal Reserve chairman Paul Volcker implemented economic
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policies that put an end to rising inflation. These policies; simultaneously resulted in
negative economic growth and skyrocketing unemployment in Canada.

The economy in the latter part of the eighties was reasonably stable. In the early
nineties, the world economy experienced a recession. This recession was felt particularly
strongly in Canada due to the government's monetary policies at the time. This produced
a small spike in inflation, a noticeable increase in unemployment and a quick downturn in
economic growth. The rest of the nineties witnessed a steady decline in unemployment

and inflation levels. Economic growth cycled but at reasonably high levels.
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Inflation

Figure 2: Inflation (year-over-year change in the consumer price index)
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GDP

Figure 3: GDP (year-over-year percentage change in real personal income per capita)
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Unemployment

Figure 4: Unemployment (monthly percentage, seasonally adjusted)
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Time-Series Models of Party Popularity
A great number of technical issues are poorly dealt with in much of the literature on the
impact of economic conditions on government popularity. With the exception of those
studies that use the Box-Jenkins approach, the studies discussed thus far assume that the

government popularity series is stationary. A time-series process (), V,,..., ¥y ) 1S said to

be weak stationary if:

1) E(yl) = E(.Vz) =.= E(yt) =U,
2) Var(y,) =Var(y,) =...=Var(y,) = 07;
3) Cov(y,, y,,) =Cov(y,, ¥, ) = ®,;

where 12 and o are the mean and variance of (y,, y,,..., ;). @, = Cov(y,,y, .)is called

the autocovariance at lagz .

The first condition for weak stationarity will be violated if the mean of the time-
series is correlated with time. That is, the series trends up or down. The second condition
will be violated if the variances are correlated with time. This may occur if the underlying
variance of the process and/or the variance in the measurement process itself changes
over time. The third condition will be violated if the autocorrelations are correlated with
time. This will occur in data that contains cycles. In a previous study, I demonstrate that
the Canadian monthly aggregate popularity time-series is subject to each of the violations
of stationarity.** The causes of trending or cycling could be a number of phenomenon,
including the fact that inter election polls may differ from those closer to elections.

Regardless of the cause, these violations of stationarity must be controlled for.

64 Pickup, Mark. “Cycles, Trends, Periods and Shocks: Understanding Government Popularity in Canada,
1953-2002.” Presented at the 2003 Canadian Political Science Association Meeting (June 2003).
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A further challenge to analysis has also been identified previously. There appears
to be three distinct time periods since World War II, in which the cyclicity of government
popularity diverges.®® The earliest period extends back before the beginning of our time-
series to the end of the War and ends during the early seventies (around the 1974
election). The second period continues from the early seventies until the 1993 election
and the most recent period picks up from there. Johnston describes the first period as
exhibiting no special inter-election rhythm. In the second, he notes a consistent cycle.
Each election is followed by a honeymoon period in which popularity increases.
Subsequently, popularity drops below the level of the government's election return and
bottoms out. Popularity then begins to recover as the government enters the next election.
Underlying these cycles is a long downward trend. In the third period (after 1993), this
downward trend ceases and government popularity surges up beyond the 50 percent level.
This level of popularity is largely sustained for the entire period except during election
campaigns when popularity temporarily spikes downwards to produce a vote return
within the forties.®

A problem heretofore only tangentially discussed is that the measurement error
component of an economic popularity model's error term may also be correlated with
time. Since 1974, Gallup has regularly used sample sizes of just over 1000 respondents.
Before that time, many of the Gallup poll results used much smaller sample sizes
(although, sometimes much larger). Moreover, the fifties and sixties component of the
time series contains a number of missing values at the monthly level of measurement.

This means more values in an analysis must be interpolated. These interpolated values

% Johnston, Richard. 1999. Business Cycles, Political Cycles and the Popularity of Canadian Governments,
1974-1998. Canadian Journal of Political Science 32 (3):499-520.
66 11.:

Ibid.
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will, of course, contain greater errors than those which were directly measured.®” These
circumstances could possibly produce greater variances in the earlier part of the time-
series, compared to the later.®® A trend which runs counter to this but which may also
produce complications is the increasing number of respondents over time that indicate
they do not know whom they would vote for (except during election months). Since our
measure is of decided voters, the increase in “don't know” respondents may produce
greater variances in the latter part of the time-series, compared to the earlier.

In addition to the increased precision with which public opinion is measured
overtime, figure 5 also reveals how spikes in measurement accuracy occur around
elections. This is produced by the combination of two phenomenon. Leading into an
election, there is an increase in the number of polls, while at the same time the number of
undecided voters drops significantly. This has the potential to actually produce a cycling
in the measurement accuracy between elections and therefore cycling in the popularity

series.

57 Aggregating the data to a quarterly level does not solve this problem. Quarterly measurements made later
in the time series will still be more accurate and have smaller variances than those earlier in the time series.
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In order to address each of the statistical challenges identified above, the following state-

space model of Liberal Party popularity is proposed.

Liberal Popularity State-Space Equation

LIBVOTE, = a, + B, +cyc, +v,

a, = pa,_ +yLIB, +y,PC,

+0,GOV,INF,_| + 6,0PFINF, | + 6,GOV,GDP_, + 6,0PPGDEP _,

+0,GOVUNEMP._, + 6, OPPUNEMP_, + 6,GOV,GDP,_|INF, |+ 6,OPPGDP_,INF, , + &/

B, = BLIB, + B,PC, +¢&’

cyc, = O, sin(A0)LIB, + O, cos(A0)LIB, + O, sin(A0)PC, + O, cos(10)PC, + &7

where

b gzaN(O’O-gzg )’ gtBN(O’O-gztB)’ gfyCN(O;O'jfm), V,N(O,O',i) and COV(&‘Z,Vt):O

o O'i is the estimated sampling error,/p (1- p,)/ N, , where p is the proportion of

respondents and N, is the sample size. The sample size is calculated as the number
decided voters polled in each survey. If more than one poll was performed in any
given month, the individual responses were combined and overall aggregate
popularity values were calculated. The sample sizes in these cases would be the total
number of decided voters obtained from combining the polls. Including the separate

measurement error term (v, ) is consistent with Beck's use of the Kalman filter to

estimate presidential popularity.”’

e p isthe AR(1) term

% Beck, Nathaniel. 1990. Estimating Dynamic Models Using Kalman Filtering. Political Analysis 1.




A 1is the frequency (1/wavelength) of the popularity cycle and is defined by the length
of the inter-election period, varying from one election to the next

V15V2501504,05,0,,05,04,0,,04, B, 3,,0,,0,,0, and O, are parameters to be

estimated.

INF is the year-over-year change in the consumer price index.

GDP is year-over-year percentage change in real personal income per capita.

UNEMP is the monthly percentage, seasonally adjusted.

GOV and OPP are dummy variables. GOV is 1 when the Liberals were in government
and 0 otherwise. OPP is 1 when the Liberals were in opposition and 0 otherwise.
Both GOV and OPP are 0 the first month after a new party became the government.
PC and LIB are dummy variables. PC is 1 when the Conservatives were in
government and 0 otherwise. LIB is 1 when the Liberals were in government and 0
otherwise.

Estimated parameters ®, and ®, can be used to calculate the cycle

amplitude=/o2+02 and phase= cos™' (ﬁ) for the Liberals when they are in

government. Parameters ®, and ©, can be used to calculate the cycle amplitude and
phase for the Liberals when they are in opposition.
The impact of trending can be calculated by y/(1— p). This is total drift that would

occur in the Liberals popularity if they were to remain in government/opposition

indefinitely.

In the state-space model, empirical values of party popularity (LIBVOTE) are considered

the sum of structural elements B,and cyc,, economically determined popularity o and
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measurement error v,. The cyc, component explicitly accounts for any inter election
cycling that may exist within the party popularity series. B, is a measure of base-line

support for the party excluding any trending. The component « acts as the dependent
variable in the equation which estimates the impact of economic conditions on popularity
(its stochastic element also tends to capture the effects of unmeasured variables not
related to baseline support or cycling). The p term within the « equation represents the
first order autoregression within party popularity. The equation describing component «
is similar to the partial adjustment model recommended by Nathaniel Beck and used by

Johnston.”” The y terms, along with the lagged values of « , accounts for trending.
The sum of B,, cyc, and o represents “filtered” values of party popularity, in
that they exclude v,, the “noise” produced by survey measurement error. This is the

strength of the state-space model.”' Furthermore, Bayesian estimation of these values
uses information from the empirical measures of party popularity previous to time ¢ to
increase the precision with which each day’s filtered popularity is estimated.”” Over all,
this provides filtered party popularity estimates (¢, + B, +cyc, ) that are the empirical
measures of party popularity with the “noise” of sampling error filtered out. This allows

us to explicitly account for the variations in measurement accuracy produced by

fluctuating sample sizes, hereinbefore described — that is, increased accuracy overtime

70 Beck, Nathaniel. 1991. The Economy and Presidential Approval: An Information Theoretic Perspective.
In Economics and Politics: The Calculus of Support, edited by J.-D. Lafay. Ann Arbor, Michigan: The
University Of Michigan Press, Johnston, Richard. 1999. Business Cycles, Political Cycles and the
Popularity of Canadian Governments, 1974-1998. Canadian Journal of Political Science 32 (3):499-520.
"' Harvey, A. C. 1993. Time series models. 2nd ed. Cambridge, Mass.: MIT Press.

7 Jackman, Simon. 2000. Estimation and Inference via Bayesian Simulation: An Introduction to Markov
Chain Monte Carlo. American Journal of Political Science 44:369-398. Missing values are handled by
using interpolation and than assigning large standard errors to the interpolated value. Within the Bayesian
framework, this allows the surrounding time points which have more certain measurements to be used to
fill in for the missing data.
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with rising numbers of polls, decreased accuracy over time with increasing numbers of
undecided voters, spikes in accuracy near and during election months and cycling
accuracy between elections.

The PC, LIB, GOV and OPP dummy var