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Table 1  
Economic Volatility and Deficit Reduction    

20 OECD Countries, 1975-2000, Panel RE 
 1 2 3 4 5 6 7 8 

DEFICIT -0.141*** -0.127*** -0.149*** -0.234*** -0.220*** -0.234*** -0.216*** -0.229***
 [0.027] [0.029] [0.033] [0.040] [0.048] [0.052] [0.049] [0.052] 
SD -0.191* -0.256** -0.238** -0.201** -0.266** -0.247** -0.244** -0.236** 
 [0.098] [0.116] [0.095] [0.095] [0.111] [0.102] [0.105] [0.100] 
OUTPUTGAP  -0.095**   -0.094**  -0.089**  
  [0.042]   [0.044]  [0.044]  
dlog(GDP)   31.882***   31.533***  31.381***
   [5.530]   [5.553]  [5.440] 
CRISIS_DEF    -1.226*** -1.217** -1.113** -1.158** -1.063* 
    [0.457] [0.488] [0.535] [0.535] [0.573] 
election       0.295 0.157 
       [0.185] [0.189] 
left       0.267 0.161 
       [0.259] [0.224] 
younggov       0.354 0.369* 
       [0.237] [0.209] 
         
Observations 346 346 346 346 346 346 346 346 
Countries 20 20 20 20 20 20 20 20 
Country-FE NO NO NO NO NO NO NO NO 
R2 (within) 0.120 0.106 0.232 0.138 0.128 0.248 0.141 0.257 
R2 (between) 0.0492 0.0811 0.278 0.00611 0.0151 0.172 0.00186 0.137 
 
Note. Dependent variable is DEFICIT = annual change in government deficit as a share of GDP. 
Regressors are lagged values of: DEFICIT; SD = standard deviation of the output gap over the previous 
five years; output gap; dlog(GDP) = growth rate of real GDP per capita; CRISIS_DEF = dummy taking 
value 1 if DEFICIT is less than or equal to -7.5; election = dummy for legislative and/or executive 
elections; left = dummy for left-wing governments; younggov = dummy for governments in the first two 
years of office. Regressions are performed with least squares with random effects. Standard errors, in 
brackets, are clustered by country and robust. ***, ** and * denote significance at 1, 5 and 10 per cent level. 

 



 
Table 2  

Economic Volatility and Deficit 
20 OECD Countries, 1975-2000, Panel FE 

 1 2 3 4 5 6 7 8 

DEFICIT 0.843*** 0.852*** 0.819*** 0.725*** 0.734*** 0.729*** 0.735*** 0.728***
 [0.0468] [0.047] [0.042] [0.047] [0.048] [0.044] [0.047] [0.044] 
SD  -0.332**  -0.344**  -0.324**  -0.351**  -0.361**  -0.349***  -0.311**  -0.337**
 [0.148] [0.152] [0.136] [0.148] [0.151] [0.136] [0.155] [0.140] 
OUTPUTGAP   -0.024    -0.021   -0.014  
  [0.048]   [0.049]  [0.049]  
dlog(GDP)   0.315***   0.309***  0.308***
   [0.044]   [0.044]  [0.044] 
CRISIS_DEF     -1.317***  -1.311***  -1.022**  -1.241***  -0.982**
    [0.434] [0.446] [0.417] [0.449] [0.418] 
election       0.253 0.130 
       [0.267] [0.246] 
left       0.490* 0.184 
       [0.298] [0.279] 
younggov       0.480* 0.543** 
       [0.294] [0.275] 
         
Observations 346 346 346 346 346 346 346 346 
Countries 20 20 20 20 20 20 20 20 
Country-FE YES YES YES YES YES YES YES YES 
R2 (within) 0.120 0.120 0.272 0.140 0.248 0.140 0.262 0.155 
R2 (between) 0.0508 0.0542 0.0949 0.0141 0.180 0.0150 0.119 0.00123 
 
Note. Dependent variable is DEFICIT = government deficit as a share of GDP. Regressors are lagged 
values of: DEFICIT; SD = standard deviation of the output gap over the previous five years; output gap; 
dlog(GDP) = growth rate of real GDP per capita; CRISIS_DEF = dummy taking value 1 if DEFICIT is 
less than or equal to -7.5; election = dummy for legislative and/or executive elections; left = dummy for 
left-wing governments; younggov = dummy for governments in the first two years of office. Regressions 
are performed with least squares (LSDV) with country fixed effects. Standard errors, in brackets, are 
corrected for heteroskedasticity and consistency with Kiviet (1995) procedure. ***, ** and * denote 
significance at 1, 5 and 10 per cent level. 

 


