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ABSTRACT

This paper examines how gubernatorial elections influence the local 
economy in South Korea.  The local economy is alleged to be boomed as 
an election day approaches, yet this phenomenon, so called political business 
cycle, has not been empirically examined at the local elections in South Korea.  
Existing researches of the political business cycle are about a presidential 
election and the South Korean macro economy. Moreover, when the previous 
studies explain a gubernatorial election, they only look at spending patterns 
of local governments. A gubernatorial election may be more important than 
a presidential election in two reasons. First, in South Korea, governors can 
run for reelection, not a president. So, it is possible to study mid-to-long 
term influence of local politics to its economy. Second, a research on a 
gubernatorial election can promote democracy in local regions of South Korea 
by providing insights to voters. In relation to the previous researches of the 
political business cycle, the hypothesis is that local economy, especially 
average housing price of election regions and stock prices of regional 
companies, becomes more favorable for incumbents as an election 
approaches.  In other words, the local housing market and stock prices of 
local companies will increase as time moves closer to an election day. The 
gubernatorial election data are used to analyze their influence on the local 
housing market and the local companies’ stock price.  Dependent variables 
are an average housing price and an average stock price of local companies. 
Independent variable is time before an election day. Because economical 
changes can be delayed appearing in an actual market, monthly adjustment 
of data are applied to the model as an independent time variable.

Keywords: Political Business Cycle, Gubernatorial Election, Stocks, Housing, 
South Korea
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I. Introduction

There are three types of a national election in South Korea.  It holds the 

presidential election in every five years, and both the general election and 

the gubernatorial election in every four years.  All elections are equally 

important to become a politically matured and developed nation.  However, 

voters do have different weights of importance for all elections.  According 

to the past voter turnout rate in South Korea, people believe the presidential 

election is the most important and the general election is the second.  The 

gubernatorial election is the least interested election to Korean voters.  More 

than 4000 positions available for the gubernatorial election.1)  By far, it has 

the greatest number of elected officers compared to the other types of an 

election.  There are two other reasons to emphasize the importance of the 

gubernatorial election aside from the number of positions available.  First, these 

elected officers become critical assets to candidates of the general election.  

National Assembly members and potential candidates desperately attempt to 

involve in the gubernatorial election expecting to receive a favor from them 

during an election campaign.  Different from National Assembly members, 

these local council members stay in their elected region and have a better 

relationship with local voters than the Assembly members.  As a consequence, 

a result of the gubernatorial election may influence the general election.  

Second, it spends the most money among different elections because there 

are so many candidates.  If it considers primaries, the amount spent will grow 

significantly.  By the nature of the election, money goes to a local market, 

which can stimulate the local economy.  Among the different elections, its 

1) This number is based on 7th Gubernatorial Election held in June 2018.  A 
number of local council members can change between the elections based on 
administrative district and population.
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actual impact to the local economy can be the most significant. 

The gubernatorial election is closely related to decentralization.  As Seoul 

and Gyeonggi-do grow larger in population, the central government starts to 

consider allocating more power and control to local governments.  Citizens 

of local cities and provinces desire their region to be lively and prosperous.  

Recently the newly elected president, Jae-In Moon, proposed a revision of 

the Constitution, strengthening the autonomy of local governments.  He sent 

the bill indicating the revision to the National Assembly to vote, yet the bill 

did not pass.  It drew a great amount of public interest while the Assembly 

sit on the proposed revision.  To accomplish proper and sufficient 

decentralization, it is necessary to understand a relationship between politics 

and the economy in local and national levels.  A part of Political Business 

Cycle2) tries to illustrate the connection.  In this context, illustrating how a 

gubernatorial election, can influence the local economy is important to carry 

out decentralization in South Korea. 

Economy is one of the most influential factors for an election and politics 

in general.  In every election, at least one of political parties or all parties 

insist that they are the better choice to achieve the booming economy.  In 

addition to politicians, voters seriously consider economic conditions when 

they decide whom to vote for.  There are many researches explain voting 

pattern based on economic environments (Jung and Kwon, 2009; Bae and 

Eom, 2016).  However, these studies only focus on the national level.  

Considering importance of the gubernatorial election and the local economy, 

it is necessary to expand the study to local elections, governments, and 

markets. 

This research emphasizes the gubernatorial election and the local economy.  

2) Political Business Cycle is abridged to PBC in the following parts of this 
article.   
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It attempts to explain how the election influence local economy in terms of 

its closeness in time.  It considers the local housing market and stocks of 

local companies rather than inflation and unemployment rate.  In detail, this 

paper tests application of PBC using public-friendly local economic indicators.  

It also makes effort to provide an empirical evidence of PBC in South Korea.  

Chapter 2 summarizes previous researches of PBC and presents hypotheses.  

Chapter 3 explains data and a model to perform an empirical analysis.  The 

analysis is in Chapter 4 using data and the model presented in the previous 

chapter.  Finally, Chapter 5 concludes the study by providing implications and 

limitations.  

II. Literature Review

1. Studies on political business cycle

Political Business Cycle is the theory to explain a connection between 

politics and economics.  There are two main arguments.  First, Nordhaus(1975) 

came up with the explanation that opportunistic politicians purposely 

manipulate inflation and unemployment in order to secure reelection.  

Therefore, there is the expansion of an economy before the election and the 

contraction after.  In other words, a president or a ruling party may increase 

inflation or lower unemployment before an election and does the opposite 

after the event to alleviate excess growth.  There is the cycle in accordance 

with a national election. 

There are many researches providing empirical evidences of PBC using this 

Nordhaus’s opportunistic model (Kramer 1971, Tufte 1975, Fair 1978, 

Lewis-Beck 1988).  These studies support Nordhaus’s argument by revealing 
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existence of inflation in U.S. and OECD countries after elections.  However, 

there are also researches present the opposite empirical evidences (Alesina, 

Roubini and Cohen 1997, Faust and Irons 1999).  These studies present that 

increases of macroeconomic indicators in U.S. and OECD countries are weak 

to conclude that there is the PBC cycle.  

Second, Hibbs (1977) provides a different view on what causes PBC.  He 

attempts to explain the cycle with political parties’ economical orientation.  

Political parties choose economic policies, which suit their constituents, and 

make effort to implement them.  So, a left-wing party emphasizes employment 

and welfare and a right-wing party focuses on low inflation and growth in 

accordance with their support groups.  

Hibbs’s explanation of PBC also has the competing evidences.  Alesina, 

Roubini and Cohen (1997) reveal that political parties’ economic orientation 

influences the economy; however, Faust and Iron (1999) explains that there 

is no concrete evidence that the parties’ orientation does exist.

As previously indicated, PBC is criticized because it has competing 

evidences.  Lack of an empirical evidence has been its weak point.  So, it 

is import that continuously test the theory under different settings and 

approaches.

2. Studies regarding politics and non-macroeconomic factors 

PBC is mainly about a relationship between an election and macroeconomic 

factors like income, inflation, growth, and unemployment.  Yet, there is the 

criticism that empirical evidences of PBC are lacking.  In order to overcome 

this shortcoming and further develop PBC, researchers deviate their focus to 

microeconomic factors, which voters can easily understand like stocks and 

housing price.
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The researches on how political actions influence securities like stocks have 

existed separate from traditional PBC studies.  Allvine and O’Neil (1980) reveals 

that there is a cycle that first two years of low returns and higher returns 

in last two years of a presidential term.  Huang (1985) confirms that the 

previous research’s outcome and added that there are higher returns under 

the Democratic than the Republican.  This is also called the question of 

‘Presidential Puzzle.’  From 1990s, the studies on the relationship between 

politics and stock markets has changed their direction to focusing on investors’ 

sentiment.  Stovall (1992) describes that the cycle is due to positive 

perceptions, which election campaigns create.  Booth and Booth (2003) reveals 

that the business cycle alone cannot fully explain excess returns based on 

the presidential cycle.  Kraussl, Lucas, Rijsbergen, Van der Sluis, and Vrugt 

(2014) also supports that there is investors’ sentiment to explain the 

presidential cycle.  The study also denied that the traditional PBC sufficiently 

explaining the presidential cycle.

Unlike stock markets, a research is very limited describing possible 

connection between politics and housing, especially housing price.  There is 

a study by Ladewig (2008) describing housing starts is a better variable 

explaining PBC.  It reveals that there is PBC in terms of the housing start 

growth in U.S.  

3. PBC studies in South Korea

The researches on Political Business Cycle in South Korea have been less 

productive in term of quantity of studies published.  This lack of interests 

in the field of PBC is mainly due to the political environment, which South 

Korea had experienced.  South Korea started to have a direct and democratic 

election in 1987.  Therefore, there are only limited amount of election data 

to use.  Considering the traditional PBC has only dealt with a presidential 
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election, there are only seven elections including the 2017 election.  South 

Korean elections have been influenced by regionalism significantly.  However, 

economics factors, which influence politics, has become important to describe 

voting pattern of South Korean people as Korean economy develops (Bae and 

Eom 2016).  In accordance with this trend, PBC also gains relatively greater 

academic momentum compared to previous years. 

Despite the underwhelming number of studies, there are attempts to reveal 

existence of PBC in South Korea.  In 1990s, Pak (1993) and Lee (1999, 2000) 

revealed that there is no PBC in South Korea’s early presidential elections.  

These studies were early researches on this subject replicating Nordhaus’s 

traditional PBC.  Similar to the criticism that the PBC in general has, there 

is no definitive empirical evidence of PBC in South Korea (Kwon, 2001; Kim 

& Won, 2001; Park, 2002; Moon at el, 2003).

4. Research Question and Hypothesis

This research is to find out how politics, especially the gubernatorial 

election, influence the local economy.  In accordance with the Political 

Business Cycle theory, it is possible that the local economy can expand as 

the election day approaches.  Mayors and governors can use their power to 

purposely manipulate economy within their governance.  Moreover, it is also 

possible that political parties’ economic ideology or agenda affects the local 

economy.  Political actors like an incumbent and a ruling political party can 

provide incentives and implement favorable policies to facilitate local markets.  

Voters may respond to these actions by giving a vote to the specific politicians 

at an election.  In summary, this research tries to reveal existence of the 

Political Business Cycle under a non-nationwide environment in South Korea 

by testing the following hypotheses. 
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1. Housing price change will increase as the gubernatorial election 

approaches.

2. Stock price change will increase as the gubernatorial election approaches. 

3. Housing and stock price change will be higher under a conservative party.

4. Housing and stock price change will be higher when local government 

is not divided.

5. Housing and stock price will be higher when there is no change of a 

governing individual or political party. 

The first and second hypotheses are to test whether PBC exist in South 

Korea in relation to Gubernatorial election and, if there is, what market may 

show the cycle. The third and fourth hypotheses are to find out Hibb’s 

approach of PBC happens. The last hypothesis is to reveal whether the 

traditional Nordhaus’s PBC model applies to South Korean markets.  

III. Data and Model

In order to see whether there is PBC in South Korea’s local economy, the 

research uses housing and stock price as dependent variables.  Housing price 

is the monthly average price of all apartment sales within each metropolitan 

city and province.  An apartment is the most popular type of housing in South 

Korea.  According to Korean Statistical Information Service, 60.1% of people 

live in apartments in 2016.  However, sales prices significantly vary upon 

districts within and outside of cities and provinces.  In order to compare among 

different regions, rate of the sales price change is used.  This logic also applies 

to stock prices.  The sales price of all apartments from June 2010 to June 

2016 are collected from the Ministry of Land, Infrastructure and 
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Transportation.  The other dependent variable, changes of stock price, is 

obtained from Korea Exchange for the period of June 2010 to June 2016.  

Like the housing price change variable, the stock price is the monthly average 

of all stocks’ closing price.  Stocks are divided into relevant regions based 

on their legally reported address.  Korea Financial Investment Associate 

reported in April 2018 that there are more than 25 million accounts for stocks 

trading.  This number is approximately a half of the entire population of South 

Korea.  Considering a number of children and elders, almost every working 

men have a stocks account.  This indicates that people in South Korea is 

familiar with stocks and understand the economy through the stock market.  

The analysis uses the rate of stock price change in order to compared across 

regions and minimize difference of the market capital among stocks.  Unlike 

the mainstream of the PBC researches, which use macroeconomic indicators, 

this study uses stocks and housing market.  There are three reasons for 

selecting these markets rather than the traditional indicators.  First, PBC studies 

in South Korea have not revealed any signs of PBC using indicators including 

inflation and unemployment.  Thus, a different approach towards PBC may 

show the signs of PBC.  Recent researches regarding politics and economy 

consider micro-level indicators including growth of local housing starts and 

investor sentiment.  This current trend can deliver different result about the 

non-existence of PBC in South Korea.  Second, this research focuses on 

Gubernatorial election, which takes a place in the most fundamental local 

districts.  The traditional indicators are not suitable to represent local economy.  

Stocks and housing market can be adjusted and broken into the level of local 

districts.  Third, one of the important assumptions of PBC is that voters respond 

based on their understanding of economy.  As emphasized above, stocks and 

housing market are more popular to general public compared to 

macroeconomic indicators.  Voters may understand stocks and housing much 
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better than the indicators like unemployment rate and inflation. 

The main independent variable is the distance variable.  It represents a 

distance to an election month.  There are three different distance terms.  

‘PBC_1’ is incremental measure between two gubernatorial elections.  June 

of 2010 and 2014 are coded zero and month after the election month is minus 

forty-seven (-47).  It increases by one as month moves closer to the election.  

‘PBC_2’ is to find out difference between the first two and the last two years.  

The year one and two get the value of zero and the year three and four gets 

the value of one.  ‘PBC_3’ emphasizes the last year of the incumbency; 

therefore, the year four has the value of one and otherwise zero.  For a control 

variable, the all models below use the first lagged value of the dependent 

variable.  This is to control for the natural business cycle may exist to a certain 

market.  

There are three main models for each dependent variable.  The model 1 

includes the dependent variables and the distance variables.  This model is 

tested for the every metropolitan cities and provinces to reveal possible PBC 

in South Korea.  

Model 1. Impact of the Distance 

The Model 2 attempts to find out possible influence of political parties’ 

economic orientation.  As Hibbs (1977) argues, political parties may have 
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economic preferences.  This may affect the economy to have the cycle.  For 

the political party variable, the conservative party gets ‘0’ and the liberal party 

is ‘1.’  The model 2 includes the variable representing local governance is 

divided among different political parties.  If a local government and council 

are under the same party, then it gets the value of one, if not, zero. 

Model 2. Impact of the Distance and Party Orientation

The model 3 is to test Nordhaus’s view of the Political Business Cycle.  

There are two variables, ‘Party Change’ and ‘Individual Change,’ besides the 

distance variable.  Value ‘0’ is given to the variable when there is no change 

to a governing political party or an individual.  

Model 3. Impact of the Distance and Party or Individual Change
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Seventeen (17) metropolitan cities and provinces are pooled together for 

the model 2 and 3.  The descriptive statistics are attached as Appendix I.  

IV. Empirical Analysis 

The monthly average prices of stocks and housing of three cities; Seoul, 

Daegu, and Kwangju, are in Graph 1 and 23).  For average stock prices, Seoul 

and Kwangju shows a similar pattern, yet Daegu is completely different from 

the two other cities.  The stock prices of the companies in Seoul gradually 

had increased during the given period.  The stock prices of Kwangju had 

moved in highly related manner to Seoul, yet they had diverged in the last 

12 months.  Unlike the other two cities, Daegu had had extremely undynamic 

changes in the prices.  It is quite difficult to notice that there is a certain 

patter or cycle in prior or after the elections.  There were decreases in front 

of the General elections and increases after the Gubernatorial elections.  

However, these similar changes may not have applied to other regions.  

3) The study selects Daegu and Kwangju because these two regions has been 
greatly influenced by regionalism.  Historically the conservative party has been 
dominant in Daegu, and Kwangju is the opposite.  Seoul is the most diverse 
and dynamic place in South Korea as almost one-fifth of population resides.  
The analysis result of all seventeen regions are attached as Appendix II. 
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<Graph 1> Stock Price on Distance to Election Month

The housing price has the relatively clear upward trend within the given 

period time.  Especially Daegu and Kwangju had had gradual increase of 

housing price over time. However, it is not possible to identify any pattern 

in relation to the elections. 
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<Graph 2> Housing Price on Distance to Election Month

There is no clear evidence in Graph 1 and 2 that there is the pattern in 

relation to the Gubernatorial election in both the stock and the housing market.  

Both the stock price and housing price had increased gradually over time, 

yet the change could be the natural growth of the Korean economy. 

In order to test for the possible Political Business Cycle in both the stock 

and the housing market, multivariate regressions are performed using the 

monthly change of stock and housing prices.  First, the rate of the average 

stock price change is tested upon the three different distance terms.  Table 

1 illustrates the result.  
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<Table 1> Impact of Different Distance Variables4)

Seoul Daegu Kwangju

Housing Stocks Housing Stocks Housing Stocks

PBC 1
(Incremental)

-0.014
(0.707)

-0.006
(0.875)

-0.029
(0.614)

0.026
(0.515)

-0.058
(0.155)

-0.060
(0.284)

PBC 2
(Year 1 & 2 vs. 

Year 3 & 4)

-1.307
(0.199)

1.165
(0.315)

-0.584
(0.724)

1.587
(0.165)

-1.041
(0.365)

-1.086
(0.488)

PBC 3
(Year 1, 2, 3 vs. 

Year 4)

-0.765
(0.553)

-0.067
(0.963)

-0.291
(0.889)

0.274
(0.849)

0.101
(0.945)

-1.216
(0.538)

N 65 65 65 65 65 65

* p<0.05; ** p<0.01

As the table indicates, the gubernatorial election does not affect the local 

economy.  All PBC 1, 2, and 3 do not reveal any statistical significance in 

Seoul, Daegu, and Kwangju.  The other cities and provinces show the similar 

result5).  The rate of the housing price change is not statistically significant 

in all seventeen regions.  Busan has statistically significant PBC 2 for the rate 

of the stock price change at 90% level.  The coefficient of PBC 2 is 2.571.  

The rate of the stock price change for companies Busan increases 2.57% from 

the first two years to the last two years.  In general, there is no sign of Political 

Business Cycle in all regions of South Korea, except Busan.  The coefficients 

direction is different among locales.  This indicates there is no certain pattern 

between the Gubernatorial election and the local economy.  

The model 2 and the model 3 are tested using the pooled data.  All 17 

regions are combined together for the analysis.  As previously explained, the 

4) P-values are in the parentheses.  
5) Appendix III includes the regression result of all cities and provinces.
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model 2 is to reveal that the partisan orientation toward the economy.  Table 

2 below illustrates impact of the political parties’ economic orientation on 

the rate of the housing price change.

Rate of Housing Price Change

(1) (2) (3)

VARIABLES PBC 1 PBC 2 PBC 3

PBC_1 -0.0199

(Incremental) (0.0237)

PBC_2 -0.361

(1, 2 vs. 3, 4) (0.660)

PBC_3 -0.482

(1, 2, 3 vs 4) (0.832)

Governing Party -0.918 -0.911 -0.924

(0.651) (0.651) (0.651)

Divided Governance 0.569 0.557 0.574

(0.699) (0.699) (0.699)

Lagged Rate of HPC -0.0307*** -0.0306*** -0.0308***

(0.00887) (0.00888) (0.00888)

Constant 0.383 1.051 1.007

(0.994) (0.790) (0.769)

Observations 1,105 1,105 1,105

R-squared 0.014 0.014 0.014

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

<Table 2> Impact of Parties’ Economic Orientation on Rate of Housing 

Price Change

The political parties do not affect the local housing market.  According to 

Table 2, there is no statistical significance for all variables, except the lagged 
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control term.  

The political parties’ economic orientation does not relate to the stock price 

change.  In addition, there is no statistical significance whether a local 

government and a local council are under the same political party or not in 

relation to the dependent variable. 

Rate of Stock Price Change

(1) (2) (3)

VARIABLES PBC 1 PBC 2 PBC 3

PBC_1 -0.0243

(Incremental) (0.0182)

PBC_2 -0.00882

(1, 2 vs. 3, 4) (0.506)

PBC_3 -0.860

(1, 2, 3 vs 4) (0.639)

Governing Party 0.204 0.209 0.190

(0.499) (0.500) (0.500)

Divided Governance -0.188 -0.194 -0.178

(0.536) (0.537) (0.536)

Lagged Rate of SPC -0.0464 -0.0452 -0.0465

(0.0322) (0.0323) (0.0322)

Constant -0.220 0.445 0.588

(0.763) (0.607) (0.590)

Observations 1,105 1,105 1,105

R-squared 0.004 0.002 0.004

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

<Table 3> Impact of Parties’ Economic Orientation on Rate of Stock Price 

Change
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According to Table 2 and Table 3, the model 2 indicates that there is no 

PBC at the local level.  Moreover, Hibb’s argument, which political party’s 

economic ideology is the force behind the PBC, does not apply to both the 

local housing market and the local stocks.

The model 3 is about an opportunistic governor.  If a governing party or 

politician manipulates the local economy in purpose, the added independent 

variables, ‘Party Changed’ and ‘Governor Changed,’ will reveal statistical 

significance.  According to Table 4, there is no significance shown for the 

terms related to the political change.  Continuation of a political party or a 

governor have no influence over the rate of the housing price change.

Rate of Housing Price Change

(1) (2) (3)

VARIABLES PBC 1 PBC 2 PBC 3

PBC_1 -0.0230

(Incremental) (0.0244)

PBC_2 -0.455

(1, 2 vs. 3, 4) (0.689)

PBC_3 -0.538

(1, 2, 3 vs 4) (0.846)

Governing Party -0.975 -0.964 -0.970

(0.662) (0.662) (0.662)

Divided Governance 0.616 0.596 0.608

(0.708) (0.708) (0.709)

Party Change 0.119 0.0740 0.0596

(1.098) (1.097) (1.095)

Individual Change -0.425 -0.384 -0.318

(0.866) (0.875) (0.853)

Lagged Rate of HPC -0.0307*** -0.0306*** -0.0309***

<Table 4> Impact of Opportunism on Rate of Housing Price Change
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Table 5 is about the rate of stock price change and the continuation of 

the governance.  Different from the local housing market, the variable of ‘Party 

Change’ is statically significant will all three PBC variables.  Still there is no 

significance for PBC variables regardless of adding other control variables.  

The variable of ‘Individual Change’ has no significance.  It may indicate a 

political party is more influential than a politician in terms of voters’ 

understanding of the economy.  The change of a governing party only 

influences the rate of the stock price change, not the housing.  The stock 

market may take the change as increase in uncertainty.  The coefficient is 

positive for the variable.  The rate of the stock price change increases 

approximately 2 percent when there is change in a governing party.  So, 

increase in political uncertainty may translate to higher volatility of the local 

stocks.  There is no cycle shown in Table 5, yet the impact of a political 

party is revealed in the local stocks.  

(0.00888) (0.00889) (0.00889)

Constant 0.416 1.198 1.112

(1.012) (0.849) (0.814)

Observations 1,105 1,105 1,105

R-squared 0.015 0.014 0.014

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Rate of Stock Price Change

(1) (2) (3)

VARIABLES PBC 1 PBC 2 PBC 3

PBC_1 -0.0264

<Table 5> Impact of Opportunism on Rate of Stock Price Change
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In summary, there is no evidence to support the existence of PBC under 

the Gubernatorial elections in South Korea.  Both the local housing and the 

stock market are not subject to the elections.  This outcome is aligning with 

the other PBC researches in South Korea using macroeconomic indicators.  

Moreover, Nordhaus and Hibbs discovery do not apply to this setting.  Political 

parties’ economic orientation does not affect either the stock or the housing 

price change.  Unison of a local government and a local council also is not 

a significant factor for both markets.  The terms to test a politician and a 

(Incremental) (0.0187)

PBC_2 0.0289

(1, 2 vs. 3, 4) (0.527)

PBC_3 -0.930

(1, 2, 3 vs 4) (0.647)

Governing Party 0.357 0.386 0.351

(0.506) (0.506) (0.506)

Divided Governance -0.0621 -0.0965 -0.0584

(0.541) (0.541) (0.541)

Party Change 2.401*** 2.248*** 2.373***

(0.840) (0.840) (0.838)

Individual Change -0.502 -0.259 -0.433

(0.662) (0.669) (0.651)

Lagged Rate of SPC -0.0528 -0.0517 -0.0530

(0.0322) (0.0322) (0.0322)

Constant -0.649 0.0143 0.213

(0.773) (0.649) (0.622)

Observations 1,105 1,105 1,105

R-squared 0.012 0.010 0.012

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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political party’s opportunistic quality show the certain significance, yet it is 

difficult to conclude that the party change influences the cycle, as there is 

no statistically significant PBC variable.  This result can be a lead to future 

researches in PBC in relation to voters’ sentiment.  

V. Conclusion

The economy is an important factor for voters in all election levels.  It is 

reasonable to assume that politics may influence the economy whether to 

maximize political gain or to accomplish political ideology.  This paper 

attempts to reveal a possible relationship between politics, especially the 

Gubernatorial election, and the local economy.  In addition, it desires to apply 

non-macroeconomic indicators like a stock and a housing price because these 

are friendlier economic indicators to a general voter.  If there is PBC in the 

Gubernatorial election, the local stock and the housing price will increase as 

the election approaches.  However, the empirical analysis indicates otherwise. 

The analysis illustrates there is no Political Business Cycle locally in South 

Korea.  The Gubernatorial election does not affect the local economy.  Despite 

different periodical settings towards the election, there is no sign of change 

in the local economy.  Secondly Hibbs and Nordhaus’s illustration of PBC also 

do not apply to this environment.  The variables included in the model 2 

and 3 are not statistically significant, except change in a governing party.  

However, in connection with the finding, which there is no PBC, this result 

has to be explained with other theories besides PBC.  These results are 

confirmation of the previous researches of PBC in South Korea (Pak, 1993; 

Lee, 1999 & 2000; Kwon, 2001; Kim & Won, 2001; Park, 2002; Moon at el, 

2003)



｜ 54 ｜ 연구방법논총 ｜ 2018년 가을호 제3권 제2호

This research also has limitations.  First, the research may include more 

elections.  Adding more gubernatorial elections to the data set may bring 

different result.  Second, different types of elections can be applied to this 

study.  The General election and the Presidential election can influence the 

local economy as well as the national economy.  Third, different statistical 

methodology can be applied.  Especially there could be more control variables 

for the models presented.  It is important to continue the research to 

emphasize and understand a relationship between the local economies and 

the elections in South Korea.  By overcoming these limitations in the future, 

it can deliver a better insight of the local politics and the economy. 
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Appendix I. Descriptive Statistics of Variables 

Variable Obs Mean Std. Dev. Min Max

region 0

prox_inner
(PBC 1)

1,241 -27.12329 13.55997 -47 0

prox_bi
(PBC 2)

1,241 0.3287671 0.4699545 0 1

prox_last
(PBC 3)

1,241 0.1643836 0.3707727 0 1

d_housing
(Rate of Housing 

price change)
1,224 1.757013 33.74858 -88.95125 1122.51

d_stock
(Rate of stock 
price Chage)

1,224 0.4843448 7.769349 -24.79784 84.31246

party
(governing Party)

1,241 0.5979049 0.4905186 0 1

gov_div_inner
(Divided Local 
Governance)

1,241 0.7026591 0.4572721 0 1

p_change
(party ChangE)

1,241 0.1426269 0.349833 0 1

ind_change
(INdividual 

Change)
1,241 0.3070105 0.4614397 0 1
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Appendix II. Graphs of All 17 Cities and Provinces – Housing and Stock 

Prices 

1. Housing Price
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2. Stock Price
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Appendix III. All 17 Cities and Provinces on PBC Variables 

1. Metropolitan Cities

Seoul Daegu Kwangju Incheon Daejeon Sejong Busan Ulsan

H S H S H S H S H S H S H S H S

PBC 1
(Incremental)

-0.014
(0.707)

-0.006
(0.875)

-0.029
(0.614)

0.026
(0.515)

-0.058
(0.155)

-0.060
(0.284)

-0.041
(0.525)

-0.031
(0.731)

-0.005
(0.916)

-0.060
(0.309)

-0.037
(0.797)

-0.031
(0.731)

-0.104
(0.494)

0.053
(0.305)

-0.034
(0.754

0.012
(0.867)

PBC 2
(Year 1 & 2 vs. 

Year 3 & 4)

-1.307
(0.199)

1.165
(0.315)

-0.584
(0.724)

1.587
(0.165)

-1.041
(0.365)

-1.086
(0.488)

-0.415
(0.819)

-0.068
(0.978)

0.603
(0.660)

-0.645
(0.697)

-0.221
(0.957)

-0.068
(0.978)

-0.695
(0.871)

2.571*
(0.075)

1.462
(0.632)

1.488
(0.473)

PBC 3
(Year 1, 2, 3 vs. 

Year 4)

-0.765
(0.553)

-0.067
(0.963)

-0.291
(0.889)

0.274
(0.849)

0.101
(0.945)

-1.216
(0.538)

-0.264
(0.908)

-2.915
(0.362)

0.512
(0.767)

-1.933
(0.354)

-1.800
(0.728)

-2.915
(0.362)

-2.355
(0.660)

1.614
(0.376)

-1.986
(0.606)

0.683
(0.795)

N 65 65 65 65 65 65 65 65 65 65 65 65 65 65 65 65

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1
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2. Provinces

Gyeonggi Gangwon Chungbuk Chungnam Gyungbuk Gyungnam Jeonbuk Jeonnam Jeju

H S H S H S H S H S H S H S H S H S

PBC 1
(Incremental)

-0.045
(0.607)

0.009
(0.886)

-0.051
(0.496)

-0.133
(0.223)

0.017
(0.823)

-0.012
(0.844)

0.044
(0.644)

-0.093
(0.237)

-0.025
(0.749)

0.028
(0.571)

-0.046
(0.584)

-0.046
(0.600)

-0.0001
(0.998)

-0.004
(0.958)

-0.144
(0.283)

-0.068
(0.209)

.043
(0.654)

-0.128
(0.302)

PBC 2
(Year 1 & 2 

vs. 
Year 3 & 4)

-1.477
(0.552)

0.395
(0.823)

-0.840
(0.689)

-3.034
(0.319)

0.563
(0.801)

1.093
(0.547)

1.342
(0.618)

-2.604
(0.236)

0.024
(0.991)

0.883
(0.526)

-1.105
(0.641)

-0.025
(0.992)

-2.628
(0.270)

1.229
(0.603)

-4.333
(0.250)

1.622
(0.287)

0.527
(0.844)

-3.295
(0.339)

PBC 3
(Year 1, 2, 

3 vs. 
Year 4)

-1.774
(0.571)

-1.180
(0.596)

-2.578
(0.329)

-5.717
(0.139)

-0.149
(0.958)

-1.393
(0.542)

2.163
(0.527)

-1.311
(0.635)

0.547
(0.846)

0.653
(0.710)

0.673
(0.822)

1.741
(0.574)

-3.521
(0.241)

-0.673
(0.821)

1.628
(0.730)

2.374
(0.217)

0.405
(0.905)

-4.672
(0.285)

N 65 65 65 65 65 65 65 65 65 65 65 65 65 65 65 65 65 65

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1
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지방선거는 지역단위 주식시장과 주택시장에 영향을 미치는가?: 
2010년부터 2016년 자료를 활용한 정치적경기순환 연구

김 대 식*

6)

논문요약

이 논문은 지방선거가 대한민국 지역경제에 미치는 영향을 분석하려는 시도이다. 
선거일이 다가올수록 지역경제는 활기를 띄게 되고, 이러한 현상을 정치적경기순환
(Political Business Cycle)이라고 한다. 하지만 현재까지 대한민국 지방선거를 통해 
이러한 현상이 존재하는지 여부에 대한 경험적 연구는 이루어지지 않았다. 지금까지 
정치적경기순환에 대한 연구는 대한민국 거시경제와 대통령선거를 분석의 대상으로 
하였다. 그리고 지방정부의 예산안과 지출만으로 지방선거의 영향력을 설명하려 한
다. 대통령선거와 비교해 지방선거는 두가지 관점에서 더욱 중요하다. 첫째, 시장과 
도지사는 대통령과 달리 재선이 가능하다. 그래서 지방선거가 경제에 미치는 중장기
적 영향력을 볼 수 있다. 둘째, 지방선거에 대한 연구는 유권자에게 적절한 정보를 
제공하여 지역단위 민주주의 발전에 도움을 줄 수 있다. 이전 정치적경기순환 연구와
는 차별하여 평균 선거지역의 평균주택가격과 지역회사의 주식가격의 평균이 선거에 
가까워질수록 현직자에게 유리하게 변화한다는 가설을 검증한다. 즉, 지방선거 선거
일이 가까워질수록 지역의 주택가격과 주식가격이 상승한다는 것을 경험적으로 분석
한다. 지역의 평균 주택가격과 그 지역의 주소를 둔 상장회사의 평균주식가격을 종속
변수로 사용하고, 선거일까지의 시간을 독립변수로 사용하여 분석한다. 경제적 변화
가 시장에 나타나는 시차를 고려하여 독립변수를 월단위로 조정하여 정치적경기순환
을 분석한다. 

주제어: 정치적 경기순환, 주택시장, 주식시장, 지방선거
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