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 log(I,) = x + I31federal + P210g(I) + 13[federal X
 log(I,-1)] + [controls] y + or From the estimates, we
 can derive: aF = l0(?t+131); au = 10; bF = 12 + 13;
 bU = I2. H1 can be rewritten as 12 + 13 > 12, or P3
 > 0; and H2 yields: 10(t 131) < 10t, or x ? 13 < a and

 1P < 0. This proved to be the case.27 Both the
 interaction term and the federal structure dummy are
 significant, or very close to significant, with the ex-
 pected signs, whether or not the controls are includ-
 ed.28 The other columns of Table 2 show that this
 relationship also holds when subnational expenditure
 or tax share is used as the indicator of decentralization.

 These findings provide some strong support for the
 continuity hypothesis. In general, average inflation
 rates tended to rise during the 1970s and 1980s in both
 unitary and federal states. Although there was a gen-
 eral upward drift, the rise was less in federations with
 low inflation in the previous period compared to
 similar unitary states, and the rise was greater in
 federations that started from high inflation compared
 to similar unitary states. The regression suggests a
 cutoff point around 7.5%. Federations with inflation
 higher than this five years earlier tended to have a
 faster rise than similar unitary states, and those with
 inflation lower than 7.5% five years earlier tended to
 have a slower rise than similar unitary states.29 Figure
 1 graphs this estimated relationship.

 Another way to make the same point is to consider
 the correlations between current and earlier inflation.
 Among unitary states, the correlation is a respectable
 .55. Among federal states, it is .82. There is also a far
 tighter relationship in federal states between average
 inflation rates across long periods. The correlation
 between the log of average inflation in 1985-89 and in
 1955-59 is .58 for unitary states but .93 for federations.
 The relationships are shown in Figure 2A and B.

 I performed some additional checks in order to be
 sure that the results were not sensitive to the coding of
 certain countries on the federal dummy. For instance,
 some federations in the developing world are less
 politically decentralized than others. In India, Pakistan,
 Venezuela, Nigeria, and former Yugoslavia, state gov-
 ernors are appointed by the center rather than elected
 or selected locally. In Malaysia, some state governors
 are federally appointed and others inherit the office. I
 excluded these cases from the sample (both with and
 without Malaysia) and ran the regressions in Table 2

 27 The estimated relationship for unitary states: Log(I,) = .71Log
 (I,-,) + .48, which yields I, = 3.02Ii71. For federal states it is:
 Log(It) = 1.03Log(It-1) + .20, which yields It = 1.58I11 03.
 28 Including the controls, the federal dummy just misses the conven-
 tional .05 level of significance (p < .06).
 29 The 7.5% cutoff is implied by the estimated regression coefficients
 not including controls. Controlling for log per-capita GDP, central
 bank independence, openness to imports, exchange rate system,
 political instability, size of the banking sector, and democracy, the
 cutoff is around 10%. Obviously, these should be taken as only
 approximate estimates.

 The estimates imply that a unitary state with inflation above about
 45% will on average see inflation decrease in the following period at
 inflation (It) of 45%, the estimates from Table 2, model 1, with
 decentralization set at zero, imply that It = It_. The estimates for
 federal states (without controls) suggest a tendency for inflation to
 increase on average from all starting points above zero.
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 FIGURE 1. Inflation in Federal and
 Unitary States
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 (both with and without the controls). The results were
 very similar and often stronger than those reported in
 the table.30

 Since the rest of the article focuses on this result, it
 is worth repeating that it holds regardless of which of
 these three measures of political or fiscal decentraliza-
 tion is used. Each is imperfect in its own way. Coverage
 for the fiscal variables is much poorer, and the data
 may contain considerable measurement error. Further-
 more, states that call themselves "federal" are not by
 any means equally decentralized politically. The fact
 that the same result appears regardless of indicator
 adds some confidence in the finding. In most of the
 analysis below, I use federal status as the primary
 decentralization indicator, since that information is
 available for a far larger number of cases than data on
 either of the fiscal variables, but where relevant I also
 use the other indicators.

 30 One reviewer wondered whether the results might be influenced
 by the coding of India, Pakistan, and Germany as federal. He
 considers these far more centralized than "federal" suggests. I ran
 the regressions in Table 2 (using both the dichotomous federal
 dummy and the continuous fiscal variables, both with and without
 controls) excluding Germany, Pakistan, and India. The results were
 virtually identical.
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 FIGURE 2. Inflation in the 1950s to 1980s
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 Source: IMF International Financial Statistics Yearbook.
 Note: Log average inflation 1955-59 = log(1 + (inf. 1955 + inf. 1959)/2); when inflation < 0, coded as 0.

 TRACING THE MECHANISMS

 What does political decentralization perpetuate? What
 explains the persistently high inflation in some federal
 states (Argentina, Brazil, Mexico, Nigeria, and Yugo-
 slavia) and the persistently low inflation in others
 (Austria, Canada, Germany, Malaysia, Switzerland,
 and the United States)? To answer this question, I
 proceed in two stages. First, I sketch a very simple
 model of how particular economic and political condi-
 tions as well as fiscal and monetary policies translate
 into inflationary outcomes. I show that the relation-
 ships assumed by this model are consistent with the
 evidence available in this data set. Second, I explore
 what elements in this policy process model are more
 persistent in federal than in unitary states. That con-

 stancy may explain why inflation rates are likely to
 remain either relatively high or relatively low in feder-
 ations over long periods.

 Figure 3 outlines a simplified model of the causes of
 inflation. No claims for originality or completeness are
 made; the goal is merely to distill some of the impor-
 tant relationships assumed in the economics and polit-
 ical science literature. First, various economic and
 political conditions create pressures on the central
 government to indulge-or not indulge-in deficit

 spending. For example, strong regional and local gov-
 ernments that run up deficits and demand bailouts are
 one source. Political instability may prompt central
 politicians to spend unsustainably in the hope of re-
 taining office. Some argue that the need to attract votes

 845

This content downloaded from 
            147.46.181.251 on Tue, 12 Jan 2021 04:21:19 UTC              

All use subject to https://about.jstor.org/terms

 American Political Science Review Vol. 94, No. 4

 FIGURE 2. Inflation in the 1950s to 1980s

 A. Federal States

 0) 3.5
 00

 IC) 3.0 D
 0o
 0 U
 c 2.5 -
 0

 M 2.0 -

 1.0

 X . 10
 0
 - 0.0 U .

 -.5 0.0 .5 1.0 1.5 2.0

 Log average inflation 1955-59

 B. Unitary States

 4.0
 0)

 0o 3.0

 . 2.0

 -1.05 .

 > 0.0

 C,)

 . B -1 .0 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

 -.5 0.0 .5 1.0 1.5 2.0

 Log average inflation 1955-59

 Source: IMF International Financial Statistics Yearbook.
 Note: Log average inflation 1955-59 = log(1 + (inf. 1955 + inf. 1959)/2); when inflation < 0, coded as 0.

 TRACING THE MECHANISMS

 What does political decentralization perpetuate? What
 explains the persistently high inflation in some federal
 states (Argentina, Brazil, Mexico, Nigeria, and Yugo-
 slavia) and the persistently low inflation in others
 (Austria, Canada, Germany, Malaysia, Switzerland,
 and the United States)? To answer this question, I
 proceed in two stages. First, I sketch a very simple
 model of how particular economic and political condi-
 tions as well as fiscal and monetary policies translate
 into inflationary outcomes. I show that the relation-
 ships assumed by this model are consistent with the
 evidence available in this data set. Second, I explore
 what elements in this policy process model are more
 persistent in federal than in unitary states. That con-

 stancy may explain why inflation rates are likely to
 remain either relatively high or relatively low in feder-
 ations over long periods.

 Figure 3 outlines a simplified model of the causes of
 inflation. No claims for originality or completeness are
 made; the goal is merely to distill some of the impor-
 tant relationships assumed in the economics and polit-
 ical science literature. First, various economic and
 political conditions create pressures on the central
 government to indulge-or not indulge-in deficit

 spending. For example, strong regional and local gov-
 ernments that run up deficits and demand bailouts are
 one source. Political instability may prompt central
 politicians to spend unsustainably in the hope of re-
 taining office. Some argue that the need to attract votes

 845

This content downloaded from 
            147.46.181.251 on Tue, 12 Jan 2021 04:21:19 UTC              

All use subject to https://about.jstor.org/terms

1955-1959년 인플레이션 평균(%) 1955-1959년 인플레이션 평균(%)

1
9
8
5
-
1
9
8
9
년

인
플
레
이
션
평
균
(%
)

1
9
8
5
-
1
9
8
9
년

인
플
레
이
션
평
균
(%
)

(a) 연방국가 (b) 단일국가

úò: Treisman (����, p. 8��)

I •0⌅–x\x��tXXç1@)m�–⌧TíL.

�8 / ��



Treisman (����):hX

I Ë}\�X·Ω⌧�ptX–⌧x��tXD⌅t0⌅t
)¸X/ÑåT|‹ƒ`Ω∞⌅ÿ\∞¸\t¥»⇠àL.

I )¸X�îåXƒÖ@0tXàH�\µT�ED

‡)T‹§‡�E�¿T|¥5åÃ‰0L8.
I  ƒmXΩÿ<\Ä0ƒú\P»t⌧⌧ƒ¡m–Ÿ|Xå

�©⇠¿JL.

I �X⌧�¸Ω⌧⌧�tîƒ⇠î⌧⌧�⌘îh.
I �X�xÑåT�¥ê�ƒtË¥ƒ§–µT�EXH�T

�EttË¥¿îÉtå¡.
I p‹Ω⌧�H�T�Et<�ƒâ⇠‡t|⌅\Ω⌧�

tï<\�X�ÑåT|‹ƒ`Ω∞‰(`�•1tíL.

�� / ��



∞`

I t`�t¡¸Ωÿ��0¨tX⌅˘

I Ωÿ�Ñ�X∞¸î)¸X@¸¸¸X·Ω⌧1•¨tX
���x�ƒ–�\t`�0�Ã|ô��t¿îJL.

I )¸Xî�X�·Ω⌧�⌧⌅–⌧�� ƒ,��EƒDÿ.
I )¸X�ëŸXîXΩ–0|¯®¸ƒÏ|»⇠àL.

I �X�pt:¸¸¸X vs.å⌅¸X, ƒ vs.‡›¸¸¸X
I Ω⌧�pt: ƒm vs.⌧⌧ƒ¡m
I ⌧ƒ�pt:¸¸¸X�⌧ƒ,‹•Ω⌧⌧ƒX 4✏⌧⌅�ƒ
I ¨å�pt:xÖ�·xlY�‰ë1Ò

I tÏ\(t|‡$X¿J@)⌧/ÑåT⌧�–�\
|`�x�E�ò)@Ωƒt|h.

�� / ��



8‡8Ã

I Hayek, Friedrich August. “The Use of Knowledge in Society.” American Economic
Review Vol. ��, No. � (����): ���-���.

I North, Douglass C., and Barry R. Weingast. “Constitutions and Commitment: The
Evolution of Institutions Governing Public Choice in Seventeenth-century England.”
Journal of Economic History Vol. ��, No. � (��8�): 8��-8��.

I Oates, Wallace E. Fiscal Federalism. Harcourt Brace Jovanovich (����).
I Qian, Yingyi, and Barry R. Weingast. “Federalism as a Commitment to Preserving

Market Incentives.” Journal of Economic Perspectives Vol. ��, No. � (����): 8�-��.
I Tiebout, Charles M. “A Pure Theory of Local Expenditures.” Journal of Political

Economy Vol. 6�, No. � (���6): ��6-���.
I Treisman, Daniel. “Decentralization and In�ation: Commitment, Collective action,

or Continuity?” American Political Science Review Vol. ��, No. �. (����): 8��-8��.
I Weingast, Barry R. “The Economic Role of Political Institutions: Market-preserving

Federalism and Economic Development.” Journal of Law, Economics, &
Organization (����): �-��.

I Wibbels, Erik. “Federalism and the Politics of Macroeconomic Policy and
Performance.” American Journal of Political Science Vol. ��, No. �. (����):
68�-���.

�� / ��



⇣¨i»‰.

moohyungcho@snu.ac.kr

https://www.moohyungcho.com

�� / ��

moohyungcho@snu.ac.kr
https://www.moohyungcho.com

