
DOCUMENTOS DE TRABAJO
Unequal Political Business Cycles: 
Inequality, Policy Uncertainty and the 
Macroeconomy

Alvaro Aguirre

N° 861  Enero  2020
BANCO CENTRAL DE CHILE



BANCO CENTRAL DE CHILE

CENTRAL BANK OF CHILE

La serie Documentos de Trabajo es una publicación del Banco Central de Chile que divulga 
los trabajos de investigación económica realizados por profesionales de esta institución o 
encargados por ella a terceros. El objetivo de la serie es aportar al debate temas relevantes y 
presentar nuevos enfoques en el análisis de los mismos. La difusión de los Documentos de 
Trabajo sólo intenta facilitar el intercambio de ideas y dar a conocer investigaciones, con 
carácter preliminar, para su discusión y comentarios.

La publicación de los Documentos de Trabajo no está sujeta a la aprobación previa de los 
miembros del Consejo del Banco Central de Chile. Tanto el contenido de los Documentos 
de Trabajo como también los análisis y conclusiones que de ellos se deriven, son de 
exclusiva responsabilidad de su o sus autores y no reflejan necesariamente la opinión del 
Banco Central de Chile o de sus Consejeros.

The Working Papers series of the Central Bank of Chile disseminates economic research 
conducted by Central Bank staff or third parties under the sponsorship of the Bank. The 
purpose of the series is to contribute to the discussion of relevant issues and develop new 
analytical or empirical approaches in their analyses. The only aim of the Working Papers is 
to disseminate preliminary research for its discussion and comments.

Publication of Working Papers is not subject to previous approval by the members of the 
Board of the Central Bank. The views and conclusions presented in the papers are 
exclusively those of the author(s) and do not necessarily reflect the position of the Central 
Bank of Chile or of the Board members.

Documentos de Trabajo del Banco Central de Chile
Working Papers of the Central Bank of Chile

Agustinas 1180, Santiago, Chile
Teléfono: (56-2) 3882475; Fax: (56-2) 3882231



Documento de Trabajo 

N° 861 

Working Paper 

N° 861 
 

 

Unequal Political Business Cycles: Inequality, Policy Uncertainty 

and the Macroeconomy 
 

 

 

 

Abstract 

This paper explores the presence of political cycles that are contingent on inequality. I claim that high 

inequality leads to high policy uncertainty as pressures for redistribution increase at the same time that 

the richest become politically more powerful. This higher policy uncertainty harms the economy 

through channels already studied by the literature. Using data for the US from 1947 to 2014 I find 

supporting evidence for this mechanism. Only when inequality is sufficiently high, policy uncertainty 

spikes during an election and GDP falls below its trend thereafter. 

 

Resumen 

Este trabajo explora la existencia de ciclos políticos de actividad económica que dependen del nivel 

de desigualdad. Se argumenta que altos niveles de desigualdad llevan a altos niveles de incertidumbre 

con respecto a las políticas que se realizarán en el futuro, toda vez que aumentan las presiones 

redistributivas y al mismo tiempo aumenta el poder político de los más ricos. Esta mayor incertidumbre 

tiene un efecto negativo sobre la economía por medio de canales de transmisión que ya han sido 

estudiados previamente por la literatura. En base a datos para EEUU desde 1947 hasta 2014, este 

trabajo encuentra evidencia a favor del mecanismo planteado. Únicamente cuando la desigualdad es 

alta la incertidumbre salta durante una elección y el PIB cae bajo su tendencia posteriormente. 
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1 Introduction

Inequality has gained considerable academic as well as popular attention in the last years. The surge

of interest has been pushed by a widening in income and wealth inequality in developed countries

and the growing availability of micro data facilitating its economic and historical analysis. Despite

this there are still few papers studying the connection between inequality and macroeconomic

dynamics, particularly at the business cycles frequency.1 In this paper I document empirically a

specific connection using elections as an exogenous shock that triggers policy uncertainty depending

on the level of inequality. This gives rise to unequal political business cycles (UPBC), which are

characterized by a fall in GDP, private consumption and investment right after elections only in

times of high inequality.

In their classic paper Meltzer and Richard (1981) present a stylized model where rising inequal-

ity in democratic countries leads to votes for redistribution. Voters in countries depicting a large

concentration of wealth and income may be pleased by politicians proposing higher levels of redis-

tribution, hurting only the few that concentrate most of the resources in the economy. However

rising inequality might boost the power of the rich, enabling them not only to counter the popular

will but also to achieve even less redistribution through over representation in the political process.2

Hence inequality increases the distance between the desired policies of the different groups with

similar levels of political power. Since political power switches between parties adhering to each of

these political groups, uncertain election results translate in higher policy uncertainty as inequality

grows.

Hence inequality leads to higher policy uncertainty, which, in turn, affects the economy. The

macroeconomic effects of policy uncertainty have been extensively studied. High uncertainty may

have detrimental effects on economic activity due to adjustment costs in investments and hiring

and firing decisions (Bernanke, 1983; Bloom, 2009), or due to the surge of precautionary savings

by households (Ravn and Sterk, 2017; Den Haan et al., 2017; Bayer et al., 2019), among other

channels, predictions that seem to be confirmed by empirical work (see e.g. Baker et al., 2016).3

However causality from policy uncertainty to macro outcomes is difficult to identify because policy

responds to economic conditions in a forward looking manner. In this dimension the paper can

be understood as identifying an exogenous source of uncertainty, i.e. elections in times of high

inequality, in order to measure its causal macroeconomic effects.4

1The relation between inequality and business cycles has been analyzed in the context of heterogeneous agents

models. See for instance Krusell and Smith (1998) and Krueger et al. (2016).
2There is an extensive literature pointing to this as a main reason for the lack of empirical support to the

theoretical predictions posed by Meltzer and Richard (1981) (see e.g. Acemoglu et al., 2015; McCarty et al., 2016,

and the references therein).
3The papers studying the effects of precautionary savings focus on job rather than policy uncertainty as a deter-

minant of aggregate fluctuations through its effect on household’s consumption decisions.
4Julio and Yook (2012) exploit elections as a exogenous shock to uncertainty in a cross-section of countries and
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According to this line of thought it is to be expected that in times of high inequality we

should observe a recession around elections, everything else constant. The extensive literature on

political business cycles (PBC) goes back to Nordhaus (1975) and Lindbeck (1976). Its focus has

been on the incentives for an incumbent to appear competent ahead of elections and the political

rewarding of preelectoral booms.5 Therefore it tries to explain the presence of economic booms

around elections, being unsuccessful in finding undisputed evidence supporting it at least for the

US. Differently from this literature I focus on uncertainty and hence the occurrence of recessions

around elections. Canes-Wrone and Park (2012) find related evidence for private fixed investment

in ten OECD countries between 1975 and 2006. They don’t consider explicitly policy uncertainty

in their estimations, neither inequality as a conditioning variable.6

I exploit recently constructed historical series of US policy uncertainty and wealth inequality

spanning from 1947 to 2014, which includes 17 presidential elections, to asses whether the existence

of a PBC is conditional on the extent of wealth inequality. The findings support the existence of

UPBC. In particular I find no significant unconditional effect of elections neither in macroeconomic

outcomes nor in policy uncertainty. However when conditioning on wealth concentration I find

a statistically significant effect of elections in these variables. When inequality is relatively high

policy uncertainty starts to increase two quarters before an election and reaches a peak in the

election quarter above two standard deviations. GDP starts to fall one or two quarters before the

election and achieves its lowest level, 2% below trend, two quarters after the election. Under low

inequality the response of GDP and uncertainty is of opposite sign, smaller and less significant.

These results are not driven by the 2008 election, which coincided with the Great Recession and

relatively high wealth inequality. I control for it using dummy variables that clean for this episode

in all of the estimations. Results are not only driven by low-frequency changes in inequality but by

high-frequency changes as well, and they are robust to the inclusion of a trending effect in elections,

lowering the likelihood that the estimations are capturing some alternative slow-moving explanatory

variable. Although the effects are significant under different measures of wealth inequality it is the

fraction accumulated by the very rich, i.e. 1% of the population, the one that is more relevant

in the results. Also, in line with the hypothesis that wealth inequality leads to policy uncertainty

and hence to a negative economic cycle, the effects in economic activity are quantitatively smaller

when keeping uncertainty constant in the estimations. Moreover results are stronger when the

incumbent doesn’t run for reelection and when the election results are more difficult to forecast.

find that corporate investment falls the year of an election.
5There is also a focus on the macroeconomic effects of policy switches due to partisan motivations. See Alesina

(1988); Franzese Jr (2002); Drazen (2004); Persson and Tabellini (2002) for reviews of the literature on office-seeking

and partisan PBC.
6Canes-Wrone and Park (2012) condition the effect of elections on electoral competitiveness and partisan polar-

ization. In my framework these variables, which are not available for the period considered, are not only endogenous

to macroeconomic conditions but also to wealth inequality, which makes them bad controls. Note that the period

1975-2006 is a period of relatively high wealth inequality for most OECD countries.
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But in any case there is no electoral recessions when inequality is low, no matter how unpredictable

the election is. I find a slightly larger effect when the Democratic Party wins the election, which

may be evidence that uncertainty comes from a higher likelihood of more redistributive policies.

But the effect is still present when the Republican Party wins the election so partisan effects are

not behind the results. Finally, in terms of macroeconomic aggregates I find that, similarly to the

pattern found for GDP, both private consumption and investment fall around elections under high

inequality. Albeit smaller in scale and significance, public spending decreases as well, probably as

an outcome of the fall in revenues. The unemployment rate rises after elections only under high

inequality, probably as the consequence of the earlier fall in GDP.

2 Data and Empirical Specification

I consider the following specification for exploring the dynamic effects of elections conditional on

the level of wealth inequality:

xt = β0 + β1xt−1 +

Lde∑
l=−Lge

β2let+l +

Lde∑
l=−Lge

β3l(et+l × wit+l) + β4wit + εt (1)

where xt is the variable of interest, firstly GDP and policy uncertainty, et is an indicator that

takes the value of 1 when there is an election in quarter t, and wit is an inequality indicator. The

coefficients of interest are those in β2l and β3l. These, together with β1 allow to study the dynamics

of the variables of interest before and after elections.7

To this equation I add dummy variables to ensure that results are not driven by the 2008

election, which coincided with a large drop in GDP in a time of relatively high wealth inequality,

but for reasons that may be not related to the election. I add Lge + 1 +Lde dummy variables, each

taking the value 1 in only one of the same number of quarters considered in (1), but only around the

2008 election. Without these dummies results are stronger, both for GDP and uncertainty. Besides

this I try to keep the specification as parsimonious as possible, without including additional controls

in the baseline estimations.8 Below I show different extensions of (1) to explore the robustness of

the results and possible mechanisms behind them.

For inequality I use as a preferred measure the fraction of wealth accrued by the top 1% of the

population, which is published by WID. The choice of wealth instead of income inequality is made

based on availability since measures of income concentration are only available from 1962. Figure

1 shows the series from 1947 to 2014.9 It is worth noticing that wealth concentration at the top

7Lge and Lde are selected based on AIC.
8Additionally I include a dummy variable for the third quarter of 2000, when considering uncertainty as the

dependent variable. When this dummy is exluded significance falls in the quarter before the election, to a level that

is significantly below that found for the other quarters.
9Although these series are available from 1913 I only consider the postwar period.
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has not behaved monotonically during the period analyzed. Raising shares are observed only since

around 1980, when they bottomed out after a sustained decline that started around 1960. From

the beginning of the sample until that year it remained relatively stable. This U-shaped pattern

is relevant for the interpretation of the results since otherwise the estimations may be capturing

some trending factors not necessarily related to inequality.

As dependent variables I focus first in the effects in GDP and policy uncertainty (PU). For GDP

I use the real seasonally adjusted index published by BEA, which I detrend using the HP filter.

For PU I use the index constructed by Baker et al. (2016), which reflects the frequency of articles

in six major U.S. newspapers that contain ceratin combinations of terms related to PU. The index,

presented in the left panel of Figure 2, shows an upward drift since the 1960s. According to Baker

et al. (2016) this may have been caused by rising political polarization or the growing economic

role for government. I use the cyclically adjusted component using the HP filter to clean for this

trending factors. The resulting series is shown in the right panel of Figure 2.

3 Results

3.1 Baseline Results

First I explore whether there are systematic differences in the behavior of GDP and PU around

elections, without taking into account the effect of wealth inequality. To do this I estimate Equation

(1) but only including the lags of the dependent variable and the dummies for elections. Figure 3

shows the results. On the left panel I show the path for GDP and on the right panel the path for

PU, each with 90% confidence bands. Period 0 is the election quarter, and I present the predicted

series starting three quarters before the elections and for a total of 11 quarters. It can be seen that

none of the variables take values that differ significantly from their sample averages (zero in both

cases). Therefore I don’t find evidence of a PBC in the US in the last 70 years.

Figure 4 shows the results when conditioning on wealth inequality. It depicts two predicted

series for the same dependent variable, each with its corresponding 90% confidence interval. The

red line is the implied path for GDP (left) and PU (right) in the case wealth inequality takes the

minimum value in the sample, which is 21% in 1978. The blue line is the corresponding path when

wealth inequality takes the maximum value, which is 39% in 2012. Variables differ significantly

from their mean values around elections. In the case of high wealth inequality (blue) GDP (left

panel) starts falling one quarter before the election, and becomes significantly different from zero

on the election quarter, remaining as such for the following seven quarters and reaching its lowest

level, around -2%, two quarters after the election. PU (right) in elections of high inequality (blue)

starts to increase one or two quarters before the election and reaches a level that is close to two

standard deviations above its average in the election quarter. It starts falling the following quarter

until it comes back to a level close to its average in the second quarter after the election. Note
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that the timing is consistent with PU causing the subsequent fall in GDP; PU starts reacting one

quarter before the election and reaches its average level much faster than GDP.10

In the case of low inequality (red) the results show that GDP (left) doesn’t fall during elections.

Indeed under low inequality GDP becomes positive and slightly significant after the first quarter

following the election. A similar, although inverse pattern, is observed for PU, which falls below

its average for four quarters, starting the second quarter before the election. Hence, although

quantitatively smaller than the case of high inequality, these results imply that elections do have

significant macroeconomic effect with low inequality as well. It is not clear however why an election

may lead to a fall in PU.11 In any case a significant difference between the two impulse-response

functions is what the hypothesis suggested in the introduction would predict.

3.2 Sensitivity Analysis

In this subsection I perform different exercises to test the robustness of the results. First I use an

alternative measure of wealth inequality; the fraction of total wealth accrued to the 10% richest

fraction of the population. Figure 5 shows the results. The responses of both GDP and PU

are qualitatively the same. They are about half the size estimated in the baseline case under high

inequality, pointing to the prominent role of wealth accumulation at the very top of the distribution.

As an additional exercise I control by an interaction between elections and a linear trend.

This is done to capture any unobservable process that may make political business cycles less

or more marked over time. Although wealth inequality has been increasing only since the mid-

seventies, it may still be capturing some trending effect not related with inequality. The inclusion

of a multiplicative trend tries to ensure that this is not the case. Specifically I include the terms∑Lde
l=−Lge

β4l(et+l×(t+l)) in the baseline Equation (1). Hence there are now Lge+Lde+1 additional

coefficients, capturing the existence of the same number of linear trends in each quarter around

the elections. Figure 6 shows the results, which are mostly unchanged relative to the baseline

estimation.12

Alternatively I explore the results when using a dummy variable that takes the value one

when inequality is higher than its sample average, and zero otherwise, instead of the continuous

wi variable. Under this specification there is still a U-shaped path for inequality but relatively

small differences in wi, and hence most of it changes at higher frequencies, are not considered to

10Unlike GDP the variable for PU is just a proxy. Actual policy uncertainty may be more persistent that what the

proxy for PU shows.
11These results would be consistent with an opportunistic political cycle, since the rise in GDP might cause the fall

in uncertainty. However I don’t find evidence of an increase in public spending, and below I show that these results

are not robust to some extensions.
12Since some of the new coefficients are significant the paths of the variables of interest around elections do change

over time. In Figure 6 I evaluate the effects in the middle of the sample but results remain significant when evaluating

them at any other point.
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identify the results. If the estimations are capturing some low-frequency change, maybe unrelated

to inequality, results should be at least as strong as in the baseline case. The implied path for

GDP and PU are shown in Figure 7. The effect of elections is much smaller in this case, with GDP

(left) changing less than half the amount estimated in the baseline case, and being not significant

under low inequality. In the case of PU (right), a similar pattern emerges where even under high

inequality the effects are not significant. Since a big fraction of the variability in wi, and the one

that must be less correlated with some other low-frequency changing variable, is not considered in

the estimations, these results support the hypothesis that inequality is behind the different paths

for GDP and PU around elections depicted in Figure 4.

Next I check whether the results are influenced by one particular election, different from the

2008 election, which is already controlled for in all of the estimations above. I introduce dummy

variables, with the corresponding leads and lags, for each election, one at a time. Hence again there

are Lge+Lde+1 additional coefficients in each estimation.13 Figure 8 shows the corresponding paths

for GDP. Overall the results show that the estimated effects are not due to some specific election,

different from the one in 2008, with an extremely large drop in GDP. Indeed point estimates of

the largest drop in GDP under high inequality are always larger than the baseline case, and GDP

remains significantly negative for the same number of periods. Figure 9 shows the same results

but for the case of the PU index. Conclusions are similar. The point estimate for the peak in

the election quarter ranges from 55 (the baseline without 2008) to 65. Again it can be concluded

that the baseline estimates of the effects of elections in PU are not driven by one specific, and very

uncertain, election, to the extent that the baseline includes dummies for the 2008 elections.

3.3 Differences in Elections

In this subsection I explore whether the size of the UPBC depends on certain observable character-

istics of elections. In particular I consider different responses in elections when the incumbent goes

for reelection, when the results were relatively easy to predict, and when the same party lost or

won power. Note that to do this it is necessary to increase substantially the number of parameters

to be estimated, something that has to be taken into account when analyzing the results.

First I consider whether results differ when the incumbent runs for reelection. We should expect

smaller effects on GDP and PU in this case since more information is available about at least one of

the candidates, and it is relatively less likely a drastic change in policy. To verify this I introduce in

Equation (1) a new interaction term between a dummy variable that takes the value one when the

incumbent goes for reelection and zero otherwise, and the terms already included in the baseline

specification, where wi interacts with the election dummies. The upper panel in Figure 10 shows

the results. It only compares the two cases when inequality is high for ease of exposition, but it

is worth noticing that, as in the baseline case, a drop in GDP and an increase in PU are only

13When dummy variables for an election are introduced the ones for the 2008 election are excluded.
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found under high inequality. The left panel depicts the path for GDP. The red line shows the

implied path when the incumbent runs for reelection and the blue line when the incumbent doesn’t

do so. In both cases GDP becomes significantly negative around the election quarter, similarly

than in the baseline specification (blue line in Figure 4). Same results are observed for PU on the

right-hand side graph. But, as expected, the effect is quantitatively larger, both for GDP and PU,

when the incumbent doesn’t run for reelection (blue). The largest drop in GDP is almost 4% when

the incumbent doesn’t run for reelection, and less than 2% otherwise. The PU index is almost 20

points higher in the first case in the election quarter, and persists at that level for an additional

period, while it falls more quickly when the incumbent doesn’t run for reelection.14

Second I explore the influence of competitive or unpredictable elections. If election results are

difficult to predict then uncertainty should be even larger when inequality is high, making bigger

the negative effects on GDP. To test this I first use midterm election results and polling data

to estimate the probability that the Democratic Party wins the election. Specifically I run the

following regression,

Ide = α0 + α1Ide−1 + α2mde + α3sd
2
e + α4ire + ue (2)

where e indexes presidential elections, Ide is a dummy variable that takes the value 1 when the

Democratic Party wins the election and 0 otherwise, mde is the fraction of elected democrats

for Congress in the midterm election previous to the presidential election e, sde is the support

for democrats inferred from polling data, ire is a dummy variable that takes the value 1 if the

Republican incumbent goes for reelection and 0 otherwise, and ue is an error term.15

After estimating (2) I obtain the predicted probability that the Democrat candidate wins the

election, pe. Then the election predictability index for election e is defined as epie = 1− |pe − 0.5|.
I introduce in Equation (1) an interaction between this variable and the ones used to estimate

the UPBC; the dummy variables with and without interactions with wealth inequality. The lower

panel in Figure 10 shows the results. Again, for ease of exposition, it only compares the cases

when inequality is at the highest level in the sample. GDP and PU around elections are depicted

in the left and right graphs, respectively. In red are the implied paths when epi takes it maximum

value in the sample, i.e. the most unpredictable election, and in blue the one corresponding to

the minimum value of epi, i.e. the most predictable election. As expected the UPBC is more

marked in the unpredictable election. GDP reacts before, and the jump in PU is larger, in that

case. It is difficult however to conclude that there is no UPBC when elections are predictable. The

estimations in this case are not statistically significant, but as noted above there is an important

14In the case the incumbent doesn’t run for reelection confidence intervals are wider. This makes the fall in GDP

just before the election not significant although the point estimate is very similar than the case when the incumbent

runs for reelection.
15Specifically, denoting by sie the support for the incumbent previous to election e, sde = Ide−1s

i
e +(1− Ide−1)(1−sie).

The source for sie is Gallup.
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lost of degrees of freedom. They show a similar pattern than those for unpredictable elections, and

we need to take into account that the blue line is the easiest to predict election in the sample.

Although results for low inequality are not shown to save space it is important to know that in

this case there is no significant drop in GDP, or a significant increase in PU.16 Thus even in the

case that the election result is difficult to predict, PBC are only observed with high inequality. If

there are no important differences between the policies that each of the potential governments is

expected to put in place there is no policy uncertainty. And without this, there is no fall in activity.

Finally in the third exercise I explore partisan differences between elections. First I differentiate

estimations according to the winner party. Results are depicted in the upper panel of Figure 11,

again showing only the case of high inequality. In blue it is shown the case when the Democratic

Party wins the election and in red the case the winner is the Republican Party. We can see that the

effects are larger when the Democratic Party wins the election, both for GDP and PU. However

the difference is mostly related to the significance of the estimations, something that can be due

to the degrees of freedom that are lost when estimating these specifications. When the effects are

differentiated with respect to the incumbent party the results, depicted in the lower panel of Figure

11, show stronger effects in the case the Democratic Party is the incumbent (blue), but mostly

for PU, and again, in the case of GDP, mostly in terms of the significance of the results. Overall,

although differences exist, they are small, making difficult to conclude that there are partisan effects

behind the results.

3.4 Macroeconomic Aggregates

In this section I assess how the UPBC affects the main macroeconomic aggregates; private consump-

tion, private fixed investment and public spending, and the unemployment rate.17 The demand

components may be causing the fall in GDP, or they may be affected by it. I cannot identify

causality but I explore the correlations to see which are the most affected components. Figure

12 depicts the paths for these variables implied by estimating Equation (1). The largest response

is for fixed investment (upper-left panel), the macroeconomic aggregate that is most affected by

uncertainty due to the large fixed costs involved. The maximum fall in fixed investment is more

than 6% two quarters after the election, the same period in which GDP falls the most after the

election.18 The response of Private Consumption (upper-right panel) is lower in magnitude, as

expected, but strong. It starts falling significantly one quarter before the election and reaches its

minimum in the same quarter than fixed investment and GDP, with a level that is 1.5% below trend.

I don’t show the results but when differentiating between durable and nondurable consumption,

16Therefore the UPBC is not due to the revision of expectations as in the so called rational partisan theory. Also,

under rational partisan theory, a boom should be observed after an unexpected win of a left-wing government, but

as I show below, a recession is observed independently from the identity of the winner party when inequality is high.
17The source for all these variables is BEA, and all of them are seasonally adjusted.
18Results are similar when using total gross private domestic investment or fixed nonresidential investment.
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both fall around elections under high inequality, but the response of the latter is much stronger,

with a minimum around 4% below trend. This fall in consumption may be explained by the fall in

GDP and the corresponding effect on disposable income. Alternatively it may be explained by the

accumulation of precautionary savings by families facing more uncertainty about their income after

taxes and subsidies in electoral periods under high inequality. Relative to their historical volatility,

the fall in investment, consumption and GDP are similar, with falls between 1.25 and 1.38 standard

deviations. In the lower-left panel I show the response of federal public spending. There is a fall as

well but it is not very significant and it takes place later than the response of GDP, investment and

consumption. Probably the fall is due to the fall in revenues generated by the UPBC. A similar,

delayed response, is observed for the unemployment rate, which is included in first differences in

Equation (1). There is a significant increase starting in the second quarter after the election, with

an accumulated effect above 0.4 points of higher unemployment.

3.5 The Role of Uncertainty

The last exercise I pursue in this paper is to include the PU index as a right-hand side variable

in Equation (1). If uncertainty is the link between elections and economic activity then we should

estimate a smaller response of GDP and the rest of the macroeconomic variables in this case. Figure

13 shows this for the case of high inequality. The red line depicts the baseline results and the blue

line the ones coming from the same estimation but including additionally the PU index as control.

The response of GDP, shown in the upper-left panel, is about two thirds of the baseline response.

The fact that there is still a significant effect means either the existence of channels different form

uncertainty, or that the PU index doesn’t capture all of the movements in uncertainty, which is

likely since this index is a proxy for policy uncertainty. Similar results are found for fixed investment

(upper-left panel), private consumption (lower-left panel) and the unemployment rate (lower-right

panel), which shows half of the response and it is not statistically significant. The only variable

with a different pattern is public spending (lower-middle panel). Its negative response is stronger

and more significant when controlling for uncertainty.

4 Conclusions

In this paper I document a specific mechanism by which inequality affects macroeconomic dynam-

ics at the business cycles frequency. This mechanism is novel and manifests itself trough policy

uncertainty triggered by presidential elections. Using data for the US spanning from 1947 to 2014

and 17 presidential elections I find the existence of UPBC, i.e. a raise in policy uncertainty and a

fall in GDP around presidential elections only in times of relatively high inequality.
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Figure 1: Wealth Inequality in the US, 1947-2014.
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Note: the original index on the left and the dentrended series using the HP filter on the right. Source: Baker et al.
(2016).

Figure 2: PU in the US, 1947-2014.
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Note: predicted paths for GDP (left) and PU (right) around elections according to the estimation of Equation (1)
but without including the interaction with wi. Dashed lines are 90% confidence intervals computed using the Wild
Bootstrap.

Figure 3: Political Business Cycles in the US, 1947-2014.
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Note: predicted paths for GDP (left) and PU (right) around elections according to the estimation of Equation (1),
using values of wi equal to its minimum (red) and maximum (blue) levels in the sample. Dashed lines are 90%
confidence intervals computed using the Wild Bootstrap.

Figure 4: Unequal Political Business Cycles in the US, 1947-2014.

-3 -2 -1 0 1 2 3 4 5 6 7
-0.04

-0.03

-0.02

-0.01

0

0.01

0.02

0.03

-3 -2 -1 0 1 2 3 4 5 6 7
-40

-20

0

20

40

60

80

Note: predicted paths for GDP (left) and PU (right) around elections according to the estimation of Equation
(1), using the fraction of total wealth accumulated by the top 10% of the population, using values of this variable
equal to its maximum level in the sample. Dashed lines are 90% confidence intervals computed using the Wild
Bootstrap.

Figure 5: Unequal Political Business Cycles in the US, 1947-2014. Top 10% Inequality.
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Note: predicted paths for GDP (left) and PU (right) around elections according to the estimation of Equation
(1), controlling for a linear trend interacting each of the lags and leads of the election dummies, using values of
wi equal to its maximum level in the sample. Dashed lines are 90% confidence intervals computed using the Wild
Bootstrap.

Figure 6: Unequal Political Business Cycles in the US, 1947-2014. Linear Trend.
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Note: predicted paths for GDP (left) and PU (right) around elections according to the estimation of Equation (1),
with a measures of wdi that takes the value 1 when wi is above its sample average, and zero otherwise. In blue is
the predicted path when wdi = 1 and in red when wdi = 0. Dashed lines are 90% confidence intervals computed
using the Wild Bootstrap.

Figure 7: Unequal Political Business Cycles in the US, 1947-2014. Discrete Measure of Inequality.
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Note: predicted paths for GDP around elections according to the estimation of Equation (1), including dummy
variables to eliminate the effect of the corresponding election in the results, and using values of wi equal to its
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using the Wild Bootstrap.

Figure 8: Unequal Political Business Cycles in the US, 1947-2014. GDP and the Influence of

Specific Elections.
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Note: predicted paths for PU around elections according to the estimation of Equation (1), including dummy
variables to eliminate the effect of the corresponding election in the results, and using values of wi equal to its
minimum (red) and maximum (blue) levels in the sample. Dashed lines are 90% confidence intervals computed
using the Wild Bootstrap.

Figure 9: Unequal Political Business Cycles in the US, 1947-2014. PU and the Influence of Specific

Elections.
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Note: predicted paths for GDP (left) and PU (right) around elections according to the estimation of Equation
(1), augmented by an interaction dummy for the participation of the incumbent in elections (upper panel) and the
predictability of the election result (lower panel), using values of wi equal to its maximum level in the sample. In
red the implied path when the incumbent goes for reelection (upper panel) and when the election result is difficult
to predict (lower panel), and in blue the opposite cases. Dashed lines are 90% confidence intervals computed using
the Wild Bootstrap.

Figure 10: Unequal Political Business Cycles in the US, 1947-2014; Incumbent for Reelection and

Election Result Predictability.
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Note: predicted paths for GDP (left) and PU (right) around elections according to the estimation of Equation
(1), augmented by an interaction dummy for the incumbent or winning party, using values of wi equal to its
maximum level in the sample. In the top panel the blue (red) line corresponds to elections when the Democratic
(Republican) Party won the election, in the lower panel the blue (red) line corresponds to elections when the
Democratic (Republican) Party was the incumbent. Dashed lines are 90% confidence intervals computed using the
Wild Bootstrap.

Figure 11: Unequal Political Business Cycles in the US, 1947-2014; Partisan Effects.
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Note: predicted paths for Fixed Investment (upper-left), Private Consumption (upper-right), Government Con-
sumption (lower-left) and the Unemployment Rate (in differences) (lower-right) around elections according to the
estimation of Equation (1), using values of wi equal to its minimum (red) and maximum (blue) levels in the sample.
Dashed lines are 90% confidence intervals computed using the Wild Bootstrap.

Figure 12: Unequal Political Business Cycles in the US, 1947-2014; Macroeconomic Aggregates
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Note: predicted paths for GDP (upper-left), Fixed Investment (upper-right), Private Consumption (lower-left),
Government Consumption (lower-middle) and the Unemployment Rate (in differences) (lower-right) around elec-
tions according to the estimation of Equation (1) when of wi is equal to its maximum level in the sample. In red
baseline results and in blue results when UP is added as an explanatory variable in Equation (1). Dashed lines are
90% confidence intervals computed using the Wild Bootstrap.

Figure 13: Political Business Cycles in the US, 1947-2014. UP as a Control.

18



Documentos de Trabajo 

Banco Central de Chile 

 

 

NÚMEROS ANTERIORES 

 
La serie de Documentos de Trabajo en versión PDF 

puede obtenerse gratis en la dirección electrónica: 

 

www.bcentral.cl/esp/estpub/estudios/dtbc. 

  

Existe la posibilidad de solicitar una copia impresa 

con un costo de Ch$500 si es dentro de Chile y 

US$12 si es fuera de Chile. Las solicitudes se 

pueden hacer por fax: +56 2 26702231 o a través del 

correo electrónico: bcch@bcentral.cl. 

Working Papers 

Central Bank of Chile 

 

 

PAST ISSUES 

 
Working Papers in PDF format can be downloaded 

free of charge from: 

 

www.bcentral.cl/eng/stdpub/studies/workingpaper. 

 

Printed versions can be ordered individually for 

US$12 per copy (for order inside Chile the charge 

is Ch$500.) Orders can be placed by fax: +56 2 

26702231 or by email: bcch@bcentral.cl. 

 

 

DTBC – 860 

Proyección de Inflación en Chile con Métodos de Machine Learning  

Felipe Leal, Carlos Molina, Eduardo Zilberman 

 

DTBC – 859 

A note on currency-hedging  

Rodrigo Alfaro, Natan Goldberger 

 

DTBC – 858 

Multimarket Contact in Banking Competition in The United States  

David Coble 

 

DTBC – 857 

Immigration in Emerging Countries: A Macroeconomic Perspective  

Agustín Arias, Juan Guerra-Salas 

 

DTBC – 856 

Saving Rates in Latin America: A Neoclassical Perspective  

Andrés Fernández, Ayşe Imrohoroǧlu, Cesar Tamayo 

 

DTBC – 855 

Returns to Work Experience in Chile 

Rosario Aldunate 

 

 

 

http://www.bcentral.cl/esp/estpub/estudios/dtbc
mailto:bcch@bcentral.cl
http://www.bcentral.cl/eng/stdpub/studies/workingpaper
mailto:bcch@bcentral.cl


DTBC – 854 

Hindsight vs. Real time measurement of the output gap: Implications for the Phillips 

curve in the Chilean Case 

Camila Figueroa, Jorge Fornero, Pablo García 

 

DTBC – 853 

Prudential Policies and Bailouts - A Delicate Interaction  

Ernesto Pasten 

 

DTBC – 852 

Capital Controls and Firm Performance  

Eugenia Andreasen, Sofia Bauducco, Evangelina Dardati 

 

DTBC – 851 

S&P 500 under Dynamic Gordon Model 

Rodrigo Alfaro, Andrés Sagner 

 

DTBC – 850 

Inflation Globally  

Òscar Jordà, Fernanda Nechio 

 

DTBC – 849 

Trade Exposure and the Evolution of Inflation Dynamics  

Simon Gilchrist, Egon Zakrajsek 

 

DTBC – 848 

The link between labor cost and price inflation in the euro area  

Elena Bobeica, Matteo Ciccarelli, Isabel Vansteenkiste 

 

DTBC – 847 

Trend, Seasonal, and Sectoral Inflation in the Euro Area  

James H. Stock, Mark W. Watson 

 

DTBC – 846 

Has the U.S. Wage Phillips Curve Flattened? A Semi-Structural Exploration  

Jordi Galí, Luca Gambetti 

 

DTBC – 845 

The "Supply-Side Origins" of U.S. Inflation 

Bart Hobijn 

 



DOCUMENTOS DE TRABAJO • Enero 2020


	Introduction
	Data and Empirical Specification
	Results
	Baseline Results
	Sensitivity Analysis
	Differences in Elections
	Macroeconomic Aggregates
	The Role of Uncertainty

	Conclusions



