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“Does electoral accountability affect 
economic policy choices? Evidence 

from gubernatorial term limits”
Besley and Case (1995)
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Why look at the US states?
• Advantages:

• Plentiful comparable panel data on a wide range 
of policy outcomes and political variables

• Similar economic and constitutional setting

• Disadvantages:
• Relatively limited differences in institutional 

variation

• DATA:
• Panel of US states between 1950s and 1990s. 
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Why would opportunistic 
politicians care for voter needs?

Question:

Reputation-building models of political behavior:

• Asymmetric information about politicians type 
or about the state of the world

• Possibility of reelection raises politicians’
effort since they are after political rents of the 
next term
• Start with Barro (1970) 

• Besley&Case (1995) also belongs to this literature
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Term limits
• Can be used to test reputation-building 

models
• Exogenous change in the discount rate

• Prediction: If politician cannot stand for 
reelection, reputation mechanism does not 
work
• Should observe more opportunistic behavior 

(smaller payoff to voters, higher payoff to 
politicians)
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What may have an effect on the quality of 
testing?

Alternative mechanisms of disciplining politicians:
• Party Control 

• Parties may want to maintain reputation and may have 
other instruments to influence governor’s career 
concerns other than elections 

• Life after Governorship
• Politicians independently of the party may want to 

continue political career and run for another office

• Lack of Gubernatorial Discretion
• If the politician has no discretion, the policy outcome 

will not depend on T

• These stories weaken the prediction of the 
theory
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A lot of variation…
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Can we conclude 
from this that term 
limits lead to lower 
taxes and lower 
wages?

It could be that voters 
in the states with 
term limits prefer 
smaller government 
and higher turnover

Need covariates, 
Need fixed effects 
both for states and 
time

Identify effect from 
within-state variation

Summary statistics:
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Empirical strategy

• Estimate:
• Pst – taxes, expenditures, state min wages, 

worker compensation
• in constant dollars

• Tst – dummy =1 if governor cannot run again

• Zst – set of controls (income, demographics)
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Basic results

T-stat – in parentheses
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Basic results -2:

• When face binding term limits, governors 
go for:
• larger taxes

• larger spending

• smaller minimum wages 
• Governors may restrict certain special interests or 

the legislature when do not run again…

• But parties may be important in extending 
the time horizon of policy-making
• Add party affiliation
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• All of the tax effect is due to behavior of 
democratic governors (that’s why the effects were 
weaker in the basic specification).
• Why? Internal party discipline may differ; also the 
way in which parties select candidates may differ
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• For Dem. Gov. - cycles:
• between the terms

• within the term with binding TL 
b/w t=-3 & t=0

• It could take time to 
incorporate the shift in 
governor preferences into 
policy

Induced fiscal 
electoral cycle

(P-value)

(SE)
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Estimated Fiscal Policy Cycle

• Governors hold 
taxes and spending 
low in the first term 
to get re-elected 
and in the second 
term – increase 
both taxes and 
spending
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TL and Natural Disasters
• Exogenous source of 

variation in voter 
preferences for spending 
and taxes

• “Lame ducks” do not 
increase it further in 
response to a shift in 
voter preferences!
• They increase taxes and 

spending independently of 
a disaster

• Again – all action is among 
governors-democrats
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TL, Retirements and Congressional bids

• No retirement effect for those who do not continue political career; 
• Opposite from TL, effect for those who bid for Congress after 

retirement

(T-stats)
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Costs and Benefits of Term Limits
• Grand conclusion: reputation-building models 

found strong support in the data!!!

• These are more convincing results that x-section

• Fiscal electoral cycles due to term limits are a 
source of inefficiency 
• MDWL of taxation should be equalized over time; 

Distortion both in taxation and PG provision

• Why do we have TL?
• TL reduce possibilities for entrenchment in politics

• Accumulation of some forms of political capital by 
politicians who are in power for two long may damage 
electoral competition 

• “Breach of trust” with some privileged special interests


