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Abstract

How do international markets affect domestic politics? I present a new channel based on
international finance and patronage politics. I argue that US Federal Reserve policy, as
driver of the global financial cycle, affects patronage by loosening (or tightening) the bud-
get constraints of politicians in the developing world. Examining developing countries from
1960 to 2014, I show that a looser US monetary policy harms governance: it increases pa-
tronage, corruption and private goods provision, and decreases government transparency,
while having no effects on public goods provision. I offer corroborating evidence from Mex-
ican municipalities between 1995 and 2010. Using a regression discontinuity design in
close electoral races I further show that the patronage effects of looser US monetary pol-
icy are stronger in politically aligned municipalities. These findings highlight an under-
emphasized mechanism through which financial globalization influences domestic politics
and development.
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According to the Ministry of Economy and Public Finances of the Province of Buenos Aires,

the largest and richest province in Argentina, “the international liquidity context [of the early

1990s] provided opportunities for accessing the international financial market. The Province

took advantage of this favorable context [...] The newly available funds were used in infras-

tructure projects, driving public investment.”1 However, this portrait of efficient spending is

not widely regarded as an accurate description of reality. For example, in the context of re-

cent Argentinian congressional debates about sovereign debt, Frente Renovador leader and

national congressman, Sergio Massa, emphasized that “We [Argentines] need to limit debt

creation to infrastructure goals, so Argentina can go on the market and then finance the Bel-

grano cargas, a hydroelectric plant, a highway... Otherwise we may repeat a mistake that

Argentina made when we were paying salaries by borrowing money”.2 Crucially, lurking be-

hind the criticism of paying salaries with borrowed funds is a denouncement of patronage

spending –i.e., the allocation of public jobs in exchange for political support.3

This account highlights a longstanding and fundamental question in political science,

namely: How do international markets affect domestic politics and development? As part

of such ‘second image reversed’ approach, understanding the political consequences of inter-

national market dynamics and globalization has been a central theme in the international

and comparative political economy literature. Scholars have written extensively on how eco-

nomic integration affects domestic politics throughout the world. Many have offered grounds

for optimism –i.e., globalization can encourage political competition and better democratic in-

stitutions (Eichengreen and Leblang, 2008; Freeman and Quinn, 2012; Rudra, 2005). Others

have more pessimistic views, as international market forces can have pernicious consequences

for governance, peace, and prosperity (Ross, 2012; Ahmed, 2012; Pinto and Zhu, 2016; Zhu,

2017).4

In this paper, I examine an important piece in this larger question by studying the extent

to which international financial markets influence patronage politics in developing countries.
1Taken from the website of the Dirección Provincial de Deuda y Crédito Público, Finance Minister, Province of

Buenos Aires, here. Emphasis added. Quotations from Spanish sources have been translated by the author.
2“Sergio Massa adelantó que apoyará el acuerdo con los holdouts,” March 7, 2016, La Nación, here. Emphasis

added.
3Like a large body of research, my analysis of patronage focuses on public employment (e.g., Calvo and Murillo,

2004; Robinson and Verdier, 2013).
4Such consequences may also depend on domestic conditions (Kurtz and Brooks, 2011).
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With a few exceptions, the literature has analyzed the sources of patronage from a purely

domestic point of view. This ignores the channels through which international credit markets

can have an indirect influence. Specifically, if politicians borrow funds to relax their budget

constraints and utilize them to engage in patronage, then international financial markets

can provide windfalls of capital, as well as liquidity constraints, affecting domestic politics

(Frieden, 1991; Maxfield, 1998). This represents an under-emphasized mechanism through

which international economic conditions may influence governance. Since I focus on targeted

patronage redistribution, I refer to this phenomena as patronage by credit.

The research design focuses on the effects of US Federal Reserve policy, as main driver of

global finance (see Rey, 2013, 2016). I leverage the exogeneity of Fed policy with respect to

governance in the developing world as a plausible identification strategy (Betz and Kerner,

2015; Campello and Zucco Jr., 2016; Ballard-Rosa, Mosley, and Wellhausen, 2018). Given the

size of the US economy and the role of the dollar in global markets, US interest rates influence

the attractiveness of other assets, inducing investors to adjust their portfolios accordingly.

Specifically, a looser US monetary policy draws new flows of money into developing countries.

This renders, I argue, a newfound credit opportunity for politicians, who can take advantage

of this –almost politically irresistible– favorable time to secure and increase their political

support by engaging in patronage spending.

To test my argument, I begin by examining up to 135 developing countries since 1960.

First, I show that looser US monetary policy increases public employment –my proxy for

patronage– in developing countries. Substantially, a 1 percentage point decrease in the Fed-

eral Funds Rate corresponds to, on average, an increase of 5 public employees per 10,000

people across the developing world. In a country the size of Argentina, this would translate

into nearly 21,000 more public employees.

There are two main concerns with interpreting this finding as patronage by credit. First,

one could argue that such increase in public employment spending is part of a broader looser

fiscal policy instead, thus unrelated to patronage. To address this, I replicate the analysis

examining public good outcomes, finding no support for this type of mechanical fiscal adjust-

ment. A second concern is about the extent to which public employment is indeed patronage,

when it can arguably be conceived as the most efficient way to provide welfare safety nets.
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To disentangle these processes, I turn to several corollaries of a patronage-ridden regime that

would be absent otherwise. I analyze subjective measures of corruption and different proxies

for private goods, namely deposits of private wealth in foreign banks and imports of luxury

goods. I also examine government transparency, expecting patronage and rent-seeking to be

associated with opaque finances. Across these tests I find robust evidence aligned with my

argument.

To further analyze the underlying mechanisms and enhance my causal claims, I use a

difference-in-differences strategy to show that that the effects of US monetary policy on pa-

tronage behavior are stronger in economies that are more sensitive to international finance,

and an instrumental variable approach to show that this effect is indeed channeled through

sovereign borrowing.

Next, I complement this evidence by testing my arguments at the subnational level, ex-

amining nearly 1,800 Mexican municipalities between 1995 and 2010. The purpose of the

subnational analysis is not only to ameliorate concerns of internal validity but also to rig-

orously analyze the moderating role of domestic factors, namely political parties and federal

dynamics. Mexico is a good case as its municipalities have the independent ability to contract

debt and also exhibit considerable variation in corruption and patronage practices. First, I

corroborate the cross-country findings: when it comes to patronage spending, a 1 percentage

point decrease in the Fed rate corresponds to a 3% increase in public employment spending

in Mexican municipalities; when it comes to public goods, I again find no support for a looser

fiscal policy. Second, using a regression discontinuity design on close elections, I show that

the effects of US monetary policy on patronage spending are stronger on politically aligned

municipalities, but only if they are ruled by the traditionally clientelistic Institutional Revo-

lutionary Party (PRI).

These findings contribute to several literatures. First, they add to the debate about

how politicians use windfalls of resources to their electoral advantage; in particular, to the

“resource curse” with respect to oil wealth and commodity booms (Ross, 2012), foreign aid

(Bueno de Mesquita and Smith, 2009), or remittances (Ahmed, 2012). In a way, this paper

introduces the “Fed curse.” This is important for several reasons. First, it explicitly incor-

porates international financial sources to the supply side of patronage politics, something
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underemphasized in the literature. Second, it provides a better understanding of how local

politicians react to financial shocks following US Federal Reserve policy. These insights shed

light on the consequences of international finance, further demonstrating how domestic pol-

itics in the US and its central bank can, via the international market, affect politics in the

rest of the world. This also contributes to the debate on the domestic consequences of glob-

alization. Given the well-known pernicious consequences of patronage politics on democratic

quality, accountability and economic growth (Kitschelt and Wilkinson, 2007; Hicken, 2011),

the argument advanced here elucidates an indirect channel via which international market

forces influence political institutions in the developing world.

1 The International Sources of Patronage Spending

To stay in power, politicians use distributional policies to create political support. Such

policies often take the form of targeted clientelistic redistribution, particularly in develop-

ing countries. More specifically, politicians engage in patronage politics, opting out of policy

performance in the provision of public goods or programmatic commitments, giving rise to a

“perverse accountability” (Stokes, 2005). Explanations for this strategic choice are based on

both political demand and supply. Demand-side explanations emphasize the efficacy of pa-

tronage politics as a function of voters’ income and economic uncertainty (Alesina, Baqir, and

Easterly, 2000; Stokes et al., 2013). That is, the socioeconomic status of citizens determines

whether they find such political exchange beneficial or not. Because of this, poor voters are

often the main targets of political machines.

In contrast, supply-side accounts explore factors constraining or enabling politicians to

engage in targeted allocations –such as partisan or ethnic biases in the fiscal and electoral in-

stitutions that influence access to public resources and voter mobilization (Calvo and Murillo,

2004; Chandra, 2004; Kitschelt and Wilkinson, 2007; Magaloni, Diaz-Cayeros, and Estevez,

2007; Weitz-Shapiro, 2012). However, the literature on the supply side of patronage politics

has yet to carefully analyze the potential consequences of international financial markets, and

in particular, how they may impact the budget available to incumbent politicians. In canoni-

cal models of redistributive politics, the budget determination is kept in the background and
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taken as exogenously given (Cox and McCubbins, 1986; Dixit and Londregan, 1996). In real-

ity, the resources available are mainly a function of two sources: one, funds raised by collecting

taxes and revenues, and two, funds obtained by borrowing from the credit market. The latter

option represents a relatively overlook and centuries-old way in which leaders buy political

support. Already in 16th century Spain, Phillip II borrowed funds to pay soldiers and keep

the Habsburg political and military machine turning (Drelichman and Voth, 2014); in 19th

century New York, “Boss” Tweed tripled New York City’s debt without modifying the tax rate

to fuel Tammany Hall (Scott, 1969).

To the best of my knowledge, however, the link between international credit markers and

patronage has not been systematically analyzed. As such, crucial questions remain unan-

swered: Do politicians borrow funds from the credit market to engage in patronage behavior?

And if so, to what extent do the dynamics of the international market influence patronage pol-

itics? To fill these gaps, I next present the core of my argument —its building blocks consist of

three key actors: the US Federal Reserve, which drives global finance; investors, who react to

Fed policy and (re)adjust their portfolios to include more or less public debt from developing

countries; and local politicians, who by being office-oriented engage in targeted redistribution

and borrow funds from the credit market to do so.

1.1 The Global Financial Cycle and US Monetary Policy

The notion that developing countries are (directly or indirectly) affected by decisions made

at financial and political centers has a long intellectual history. In a financially globalized

world, concerns about loss of policy autonomy, contagion of crises and other systemic risks are

particularly acute. For instance, Maxfield (1998) discusses how fundamental international

conditions in the form of global interest rates financially constrain emerging markets and

their prospects for democracy. In a similar vein, Campello and Zucco Jr. (2016) argue that

the global cost of capital is linked to presidential approval rates in Latin America, and Betz

and Kerner (2015) show that it is linked with the signature and ratification of bilateral in-

vestment treaties. That is, one of the key ways in which global finance exerts pressures on

developing economies is through international interest rates (Maxfield, 1998; Mosley, 2003;
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Campello, 2015). High rates in international returns on capital reduce its supply to emerging

markets, which consequently see a decrease in their foreign reserves. Conversely, low rates

make creditors less risk-averse and more willing to divert capital from developed markets

to the emerging world (Calvo, Leiderman, and Reinhart, 1996). Crucially for my argument,

it also makes these investors less likely to pay close attention to “suboptimal government

policies” (Brooks, Cunha, and Mosley, 2015).

However, the global nature of international interest rates is, to some degree, more do-

mestic than it would appear. This is because the global financial cycle is mainly driven by US

monetary policy. It is well established that monetary conditions in the United States influence

aggregate risk aversion and volatility, capital flows, and the leverage of the financial sector in

many parts of the international financial system (Miranda-Agrippino and Rey, 2015). These

channels reflect the well known “search for yield” (Rajan, 2005). Rey (2013, 2016) shows that

the global financial cycle –that is, common movements in gross capital flows, credit growth,

and leverage around the world– is indeed primarily driven by US monetary policy. This is

specific to the US given its central role in the current international financial system. The

importance of the US dollar in international finance is unquestionable, giving the US a cen-

tral role in the international monetary and price system (Gopinath, 2016). More generally,

Rey (2016) documents that US monetary shocks are transmitted internationally across ex-

change rate regimes, thereby challenging the strenght of the Mundellian trilemma. That is,

in a world of globalized finance, insulating the economy from global factors and retaining

monetary policy independence is harder to achieve than previously thought.

If global finance is driven (at least to some degree) by US monetary policy, then it is worth

discussing the characteristics of the US central bank, namely the Federal Reserve. Scholars

have argued that the Federal Reserve was created largely to advance the position of the US

in the world economy (Broz, 1997). The U.S. Congress created and set up the Fed in 1913

by enacting the Federal Reserve Act, and after some amendments, since 1977 the monetary

policy objectives of the Fed are to “maintain long run growth of the monetary and credit ag-

gregates commensurate with the economy’s long run potential to increase production, so as

to promote effectively the goals of maximum employment, stable prices and moderate long-

term interest rates.” The objectives of ‘maximum employment’ and ‘stable prices’ are usually
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known as the Fed’s dual mandate. Despite criticism of its international repercussions, Fed-

eral Reserve authorities emphasize that its monetary policy focuses on the US economy and

should not take into account how it may impact other economies. India’s central bank Gov-

ernor at the time, Raghuram Rajan, voiced his concern about this issue claiming that the

“U.S. should worry about the effects of its policies on the rest of the world.”5 To which Ben

Bernanke responded the next day “What we’re trying to do with our monetary policy here –as

I think my colleagues in the emerging markets recognize– is trying to create a stronger U.S.

economy.”6 Moreover, even when it is clear which fundamentals the Federal Reserve analyzes

to formulate its policies, it is also clear that investors and politicians are uncertain about fu-

ture rates. For instance, based on Federal Fund Futures, estimated probabilities of Fed rate

cuts can vary substantially, from over 80% to near 0 in a matter of months (see Figure A1).

Such type of wide variation can also be seen in a matter of hours (see Figure A2). In line with

this, even central bankers from the Federal Open Market Committee change their opinions

in unexpected ways. For example, St. Louis Fed President James Bullard, regarded as one of

the more hawkish members of the committee, has recently called for no more than one rate

hike in 2016, and none further until at least 2019.7

In short, US monetary policy is driven by domestic considerations, but has global conse-

quences. Next, I argue that one specific consequence is patronage behavior in the developing

world. Importantly, these accounts support the interpretation that US monetary policy can

be regarded as exogenous with respect to politics in the developing world. This plausible

exogeneity is the foundation of the identification strategy presented below.

1.2 Patronage by Credit

Political agents use their control over government resources to improve their odds of re-

maining in office (Bueno de Mesquita et al., 2003). Key to this goal is the use of policies

that link voter utility to politician’s success, a dynamic that makes distributive politics an
5“Rajan Warns of Policy Breakdown as Emerging Markets Fall,” by Kartik Goyal, Bloomberg, January 31, 2014,

here.
6“India vs. the U.S.: When Central Bankers Collide,” by Peter Coy, Bloomberg Business Week, January 31,

2014, here.
7“Fed Minutes Could Still Hold Important Clues Post-Brexit Vote,” by Christopher Condon and Steve

Matthews, Bloomberg, July 6, 2016, here.
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exchange relationship. However, not all distributive strategies are the same. For the majority

of the world’s voters electoral accountability is guided less by programmatic considerations

than by clientelistic and patronage elements (Wantchekon, 2003; Remmer, 2007). In this pa-

per, I analyze patronage politics by focusing on public employment. Public employment is a

well-known staple of and widely used operational measure of clientelistic government (Calvo

and Murillo, 2004; Keefer, 2007; Remmer, 2007). Politicians rely on the allocation of public

sector jobs to build their power bases, reward supporters, co-opt other groups, and create sup-

port for their policies (Chandra, 2004; Nooruddin and Rudra, 2014). More specifically, public

employees can serve as political brokers and monitors who gather information about voters

and build networks around them (Stokes et al., 2013). Theoretically, the exchange of public

employment for political support solves the two-sided credibility problem of clientelism where

both politicians and voters might wish to commit to actions that might not be ex post optimal

(Robinson and Verdier, 2013).8

Crucially, the supply of patronage might vary with state resources. Scholars have noted

the impact of nontax revenues, be they from natural resources (Ross, 2012), foreign aid

(Bueno de Mesquita and Smith, 2009), transfers (Remmer, 2007), or remittances (Ahmed,

2012). In line with these arguments, and building upon the previous section, I argue that

patronage spending is affected by international credit markets. Specifically, an exogenously

given looser (tighter) US monetary policy, via international financial markets, can ease (ag-

gravate) politicians’ budget constraints. For instance, when investors face low US rates, most

foreign assets become more attractive, and part of their investments will flow into those more

attractive places. This is nothing but newfound credit opportunities for office-seeking politi-

cians, particularly in developing countries, that would have been absent otherwise. Thus,

politicians can embrace them and use these new funds in patronage so to improve and secure

their political support. Hence, in the context of developing countries –examining within-

country over-time variation– I hypothesize the following:

Hypothesis 1 (Patronage by credit). A looser US monetary policy increases patronage pol-
8A key issue here is that jobs must be reversible. I lack data for a systematic test, but research shows that

a substantial share of public employees are indeed temporary workers, and that these are the most affected by
patronage practices. For instance, in a sample of Brazilian municipalities, about 25% of public employees are
temporary (Brollo and Troiano, 2016).
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itics in the developing world.

2 Baseline Research Design

I examine this proposition in two sections. First, I examine developing countries. Then,

I study subnational evidence from Mexican municipalities. In both cases, I analyze several

corollaries of my argument, aiming to support the patronage by credit interpretation.

In the baseline analyses, I examine within-country (municipality) over-time variation, re-

lying on the following baseline OLS estimation:

Yi,t = �US Federal Funds Ratet−1 + Xi,t−1 + �i +
3∑

n=1

�nt
n + �i,t (1)

where Yi,t represents different outcomes of interest from unit i at time t (explanatory variables

are lagged one period). The vector X corresponds to a battery of controls appropriate for each

particular estimation. By employing country (municipality) fixed effects (�i) I control for time-

invariant characteristics that may be correlated with socioeconomic conditions and political

or economic outcomes that might affect patronage, such as ethnic fractionalization or colonial

history.

The US Federal Funds Interest Rate is the main independent variable of interest. I focus

on the Federal Funds Rate as it is the main indicator of US monetary policy actions (Bernanke

and Blinder, 1992). As in similar research, the identification strategy comes from the fact that

US Federal Funds rates are plausibly exogenous to the developing world.

However, despite such exogeneity, there are two potential threats to identification. One

is that any given result might be driven by a spurious correlation between the US Federal

Funds Rates and patronage spending in the developing world. By including a flexible time

trend –here, a cubic time trend polynomial (
∑3

n=1 �nt
n)– I control for time and ensure that

secular patterns in the evolution of US monetary policy and the variables of interest do not

induce a spurious correlation in the results (Carter and Signorino, 2010).

A second potential threat is the possible confounding effects of other key indicators that

also vary by t. A clear candidate for such a confounder is the movement of international
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commodity prices. To address that concern, I incorporate the Free Market Commodity Price

Index, drawn from UNCTAD, as a key control in the analyses.9

Nonetheless, one could posit that there might still be other changes over time that are not

controlled for by either the time trend or commodity prices and that are spuriously correlated

with US monetary policy. This concern can be addressed by the inclusion of time-fixed effects,

which should also account for any other global shocks that vary by year. But since the US

Federal Funds rate only varies over time, it is collinear with year fixed effects. Below, I take

two steps in this direction. First, I also estimate Equation 1 including 5-year period fixed

effects. Second, I also present different estimation strategies that will allow me to include

year fixed effects and enhance my cuasal claims: In the cross-country analysis, I implement a

difference-in-differences strategy; in the sub-national analysis, I use a regression discontinuity

design.

3 Cross-Country Analysis: Evidence from the Developing World

This section examines the effect of US monetary policy on patronage politics in up to 135

non-OECD countries from 1960 to 2014.10 I show that a looser US monetary policy increases

patronage politics, proxied by public employment. Next, I rule out alternative explanations.

As a corollary, I also investigate leader survival, which provides results fully aligned with

the patronage argument. Finally, I explore the borrowing mechanism underlying the link

between US monetary policy rate and patronage.

3.1 US Monetary Policy & Patronage Politics in the Developing World

Public employment data is drawn from the Groningen Growth and Development Centre

(GGDC) 10-Sector Database and LABORSTA, hosted by the International Labour Organi-

zation (ILO). I use the number of public employees per 1,000 people as the main outcome

of interest (but will discuss robustness measures below). Here, public employees are those
9In a way, this is also captures oil dynamics; the correlation between the Commodity Price Index and real

(nominal) oil prices is 0.85 (0.94).
10In this sample OECD countries correspond to the founding and early members. Using alternative definitions

does not affect the results.
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employed in general government and other community services, which means that, when ap-

plicable, they include local, state, and central government units. Data availability limits the

sample to a maximum of 90 countries from 1960 to 2012, although the panel is not balanced

and few observations come from 1960s. In this sample, the average country has about 65

public employees per 1,000 people. Low-income countries such as Malawi and Senegal natu-

rally have lower averages (20 and 30, respectively). Some Latin American countries, such as

Mexico or Argentina, exhibit a behavior close to the sample mean or slightly above it (Mexico

has a mean of 72 and Argentina 104). Oil-rich countries also behave in a broadly similar way,

with countries such as Nigeria, Iran, and UAE averaging 39, 62, and 86 public employees per

1,000 people, respectively.

Figure 1: US Federal Funds Rate and Public Employment in the Developing World since 1970
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Over the sample period, the yearly average Federal Funds rate was 5.4 percent, with

several hikes and drops over the years –peaking in 1981 with a yearly average over 16 percent

and reaching a near zero rate at the end of 2008. Figure 1 illustrates the bivariate relationship

between US Federal Funds rates and median public employment in the developing world
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since 1970, showing the expected pattern.11 For a more systematic analysis, the estimating

equation takes the form of Equation 1. Here, the vector X includes a series of time-varying

controls: a Commodity Price Index (as described above), a measure of democracy (Polity2

from Polity IV) as well as real GDP per capita and population from the World Development

Indicators (WDI). In additional models, I also control for measures of trade openness as per

compensation theories, other forms of foreign capital –namely Foreign Aid and Remittances

(as % of GDP) – to account for other resources, as well as of the state of the economy, proxied

by GDP growth. Table A1 presents descriptive statistics.

Table 1: US Monetary Policy and Patronage in the Developing World

Public Employees (per 1,000)

(1) (2) (3) (4) (5)
Federal Funds Rate -0.440∗∗ -0.570∗∗ -0.373∗∗ -0.426∗∗ -0.502∗∗

(0.185) (0.253) (0.175) (0.206) (0.204)
Democracy 0.470∗ -0.212 0.430∗∗∗ 0.429∗∗ 0.489∗∗

(0.205) (0.253) (0.140) (0.203) (0.197)
Commodity Price Index 0.074∗∗∗ 0.098∗∗∗ 0.070∗∗∗ 0.081∗∗∗ 0.082∗∗∗

(0.023) (0.032) (0.022) (0.023) (0.023)
GDPpc (Ln) 11.035∗ 4.178 16.956∗∗∗ 9.478 3.633

(6.044) (17.287) (5.340) (6.353) (7.078)
Population (Ln) 6.351 54.906∗ -10.131 13.016 8.822

(20.842) (32.048) (19.448) (20.723) (19.764)
Trade (% of GDP) -0.052 0.008

(0.056) (0.063)
Aid and Remittances (% GDP) -0.694∗∗∗

(0.219)
GDP Growth (%) -0.581∗∗

(0.224)
Observations 1929 1432 1929 1866 1788
Countries 90 90 90 89 88
R2 0.33 0.09 0.48 0.35 0.37
Country FE X X X X X
Cubic Time Poly. X X X X X

Notes: All specifications are estimated using OLS. Column 2 restricts the sample to the post-1981
period. Column 3 also controls for region-specific time trends. Standard errors clustered by country
are in parentheses. ∗ denotes p < 0:1, ∗∗ denotes p < 0:05, ∗∗∗ denotes p < 0:01.

Table 1 shows the main results. Columns 1 presents the baseline specification; the co-

efficient on the Federal Funds Rate is negative and statistically significant at conventional

levels. Substantively, a 1 percentage point decrease in the Fed funds rate corresponds to an
11The relationship is substantially the same if one analyzes mean public employment (Figure A3) or the entire

period (Figure A4). Another way to visually examine the data is to look at annual changes (Figure A5).
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increase of close to 5 in the expected number of public employees per 10,000 people. Columns

2 through 7 assess the robustness of this result. One concern is that it is driven by the 1979

interest rate hike. Column 2 addresses that by restricting the sample to the post-1981 pe-

riod. To control for region specific fluctuations, Column 3 includes region specific time-trends.

Columns 4 and 5 add a series of controls linked to different theoretical accounts. In all cases,

the results support Hypothesis 1.

The appendix presents additional robustness checks. Table A2 shows that the results are

robust to additionally controlling for 5-year period fixed effects. Section A1.2.2 addresses one

specific threat to the exogeneity of the Fed policy, namely how increased imports from the

developing world could potentially drive both patronage spending in the developing world

and a loose monetary policy in the US. Results shown in Table A3 ameliorate such concern.

Before analyzing further extensions, I discuss alternative explanations below.

3.2 Alternative Explanations

3.2.1 Looser Fiscal Policy? Evidence from Public Goods

A potential concern with the previous results is that they simply reflect an overall increase

in spending that occurs when politicians relax their budget constraints. That is, it might be

the case that increases in public employment are unrelated to patronage and are a conse-

quence of a looser fiscal policy instead. To disentangle those effects, I turn to the implications

of my patronage argument by focusing on public goods.

The literature on the political economy of clientelism argues that when politicians engage

in patronage politics, they have fewer incentives to provide public goods. In the absence

of public good spending, patronage politics becomes more credible and attractive to voters.

Indeed, this logic is supported by theory (Robinson and Verdier, 2013) as well as empirical

evidence (e.g., Keefer, 2007). The core idea behind this premise is that the marginal political

return of a marginal dollar spent on patronage is higher than one spent on public goods. There

are a few reasons why this might be the case. First, increasing the gap between the provision

of private goods and public goods can make supporters more loyal as they lose more if they do

not belong to the ‘winning coalition’ (Bueno de Mesquita et al., 2003). Second, arguably, the
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returns to patronage spending can be harvested rather quickly, whereas some public goods

investments –such as infrastructure– might take some time to create such returns.12 Finally,

as is argued in the non-taxed resources literature, since these newfound resources do not

come from citizens’ taxes (at least in the current period), the pressures to ensure such money

is spent on public goods may be reduced or even absent.

Overall, if public goods outcomes move in tandem with public employment, then the latter

is likely to be part of overall changes in fiscal policy, and potentially unrelated to patronage

politics. If in contrast, public goods are not influenced in the same way as public employment

(i.e., we see null effects, or effects in the opposite direction) then one can be more confident

that newfound financial resources are allocated away from public goods and toward patronage

politics, supporting the argument of this paper.

To test these alternative explanations, I follow the estimation from the previous sec-

tion, examining standard public goods spending and outcomes.13 Table 2 shows the results.

Columns 1 and 2 analyze education and health expenditures (natural logarithm of 2005 US

dollars). The estimated effects are not robustly statistically significant. However, such spend-

ing can still be targeted, for instance to some politically favored areas but not others (Keefer,

2007), or even misused.

As such, Columns 3 through 5 examine outcomes. To do so in a systematic way, I create

additive indexes related to health, education, and development outcomes (further described

in Appendix A1.1). Column 3 analyses an Education Index, which includes (standardized)

indicators of literary rates, school enrollment and human capital, with a Cronbach’s alpha

of 0.78. Next, Column 4 presents the results for the Health Index, containing indicators of

health outcomes, namely hospital beds, incidence of tuberculosis, infant mortality rate, low

birthweight rate, and number of physicians, with a Cronbach’s alpha of 0.96. Finally, Column

5 explores a Development index, also a standardized summative rating scale combining access

to electricity, access to improved sanitation facilities, people practicing open defecation, and

prevalence of undernourishment, with a Cronbach’s alpha of 0.88. The results suggest either
12This is unlikely to hold for all public goods, but it is arguably the case for some, such as infrastructure, which

is in turn a key determinant of the marginal productivity of other public goods, thus reinforcing the incentives to
spend on patronage.

13Data retrieved from the WDI.
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Table 2: US Monetary Policy & Public Goods in the Rest of the World

Education Health Educ. Health Dev.
Exp. (Ln) Exp. (Ln) Index Index Index

(1) (2) (3) (4) (5)
Federal Funds Rate -0.015 -0.007∗ 0.001 0.007∗∗∗ -0.001

(0.010) (0.004) (0.002) (0.003) (0.002)
Democracy 0.010∗ 0.012∗∗ -0.001 0.013∗∗∗ -0.004

(0.005) (0.005) (0.003) (0.005) (0.003)
Commodity Price Index -0.000 0.001∗∗∗ 0.000 -0.001∗∗∗ -0.000

(0.001) (0.000) (0.000) (0.000) (0.000)
GDPpc (Ln) 0.769∗∗∗ 0.758∗∗∗ 0.259∗∗∗ 0.044 0.133

(0.290) (0.095) (0.060) (0.084) (0.082)
Population (Ln) 0.801 1.175∗∗∗ -0.025 0.896∗∗∗ 0.376∗∗

(0.557) (0.211) (0.152) (0.179) (0.163)
Trade (% of GDP) 0.005 -0.000 -0.000 -0.001 0.001∗∗

(0.004) (0.000) (0.001) (0.001) (0.000)
Aid and Remittances (% GDP) 0.003 0.007∗∗∗ -0.002∗ 0.008∗∗∗ -0.002

(0.006) (0.002) (0.001) (0.003) (0.002)
GDP Growth (%) 0.008∗∗ 0.001 -0.005∗∗∗ 0.001 0.002∗

(0.003) (0.001) (0.001) (0.002) (0.001)
Observations 733 2456 4675 4968 3040
Countries 90 134 134 135 135
R-squared 0.41 0.70 0.75 0.47 0.44
Country FE X X X X X
Cubic Time Poly. X X X X X

Notes: All specifications are estimated using OLS. Standard errors clustered by country are in
parentheses. ∗ denotes p < 0:1, ∗∗ denotes p < 0:05, ∗∗∗ denotes p < 0:01.
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a null effect or, as in health outcomes, provide evidence in line with arguments of underprovi-

sion of public goods as spending is directed towards patronage (Robinson and Verdier, 2013;

Bueno de Mesquita et al., 2003).

In short, I do not find a robust relation between US monetary policy and public goods provi-

sion. This is in line with the interpretation that the increased spending in public employment

is driven by patronage politics rather than an overall relaxation of fiscal policy.

3.2.2 Is Public Employment Patronage? Analyzing the Corollaries of Patronage

Politics

The interpretation of the main result, with public employment as a proxy for patronage, is

subject to another critique. Perhaps politicians choose public employment as their preferred

type of fiscal stimulus or welfare safety net, explaining the previous results on public goods,

but still being unrelated to patronage. Indeed, compensation theories predict that facing pres-

sures from globalization and economic integration politicians seek to offer compensation and

protection, and use public employment to achieve that (Rodrik, 1998). Scholars have found

support for this notion, whereby more integrated economies display larger public sectors (e.g.,

Nooruddin and Rudra, 2014).

However, there is plenty of anecdotal and country-specific evidence pointing to the fact

that public employment is indeed a standard way to engage in patronage politics across the

developing world. Here, I disentangle these two accounts by presenting systematic evidence

in line with the latter. First, Appendix A1.2.3 shows that the patronage by credit dynamic is

absent in OECD countries. This type of placebo test supports the expectation that program-

matic politics tops patronage politics in these set of countries. Second, to further untangle

these alternative explanations, I analyze a series of corollaries of patronage politics —i.e.,

rent seeking, political capture, and political obfuscation— which should otherwise be absent

if the underlying mechanism would be one of programmatic politics.

Among the much-discussed consequences of patronage politics is the deterioration of demo-

cratic institutions, with extant corruption and rent seeking being one of them (Kurer, 1993).

Moreover, there is a perverse dynamic where clientelism, both reflects and feeds corruption

behavior (Hicken, 2011) just as corruption reflects and feeds clientelism (De La O, 2015). For
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instance, Singer (2009) argues that clientelism may generate incentives for other corrupt be-

haviors by influencing the need for funds to maintain clientelist machines. Indeed, the strong

priors on the comovement between patronage practices and corruption is such that indicators

of corruption have been used as a proxy for the level of clientelism (Persson, Tabellini, and

Trebbi, 2003; Keefer, 2007).

Yet another logical extension of my argument relates to government transparency. Politi-

cians have incentives to optimize degrees of transparency across policy areas. In many cases,

these incentives lead politicians to optimize obfuscation. For instance, Kono (2006) argues

that democratic governments obscure policy areas that go against the preferences of the ma-

jority of voters. In the same spirit, the role of secrecy surrounding oil revenues has been em-

phasized by Ross (2012). The core idea is straightforward: limiting the information available

to the electorate increases the leeway politicians have to manage policy actions, and specially,

budget allocations (Hollyer, Rosendorff, and Vreeland, 2011). Consequently, if politicians use

new funds for patronage and rent seeking purposes, it is in their best interest to be opaque

about it.

Overall, I expect corruption to move in tandem with my proxy for patronage and trans-

parency to move in the opposite direction; that is, I expect looser US monetary policy to in-

crease corruption and decrease government transparency in the developing world Empirically,

I examine subjective ratings of corruption, private wealth deposits in bank account abroad,

imports of luxury (or elite) goods, and government transparency.

Table 3 shows the results. First, I rely on political risk ratings from the International

Country Risk Guide (ICRG) to study a subjective measure of corruption/patronage. An ad-

vantage of these measures is that they are available on a monthly basis, from January 1984

to December 2014, thus alleviating concerns about time aggregation. I rely on one particular

component of political risk, namely the ICRG’s ‘Corruption’ measure, which is actually close

to my working definition of ‘Patronage’ —as put by the ICRG, it is “concerned with actual or

potential corruption in the form of excessive patronage, nepotism, job reservations, ‘favor-for-

favors,’ secret party funding, and suspiciously close ties between politics and business.” It is

coded on a six-point scale index where (once recoded) higher values indicate higher corrup-

tion, with a mean over the sample period of about 3.4. Column 1 shows the results, which are
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Table 3: US Monetary Policy & Rent Seeking in the Developing World

Corruption Net Intl. Elite Imp. Elite Imp. Transparency
Rating Claims (Ln) (Ln) (‰ of trade) Index

(1) (2) (3) (4) (5)
Federal Funds Rate -0.027∗∗∗ -0.119∗∗∗ -0.029∗∗∗ -0.006∗∗∗ 0.038∗∗∗

(0.007) (0.035) (0.004) (0.001) (0.006)
Democracy -0.016 -0.033 0.009∗ 0.002 0.005

(0.011) (0.044) (0.006) (0.001) (0.009)
Commodity Price Index -0.003 0.012∗∗∗ 0.001∗ 0.000 -0.006∗∗∗

(0.003) (0.004) (0.000) (0.000) (0.001)
GDPpc (Ln) 0.010 -2.263∗∗ 1.225∗∗∗ 0.029 0.693∗∗∗

(0.308) (1.133) (0.125) (0.028) (0.196)
Population (Ln) 0.147 2.398 0.966∗∗∗ 0.105∗ -1.296∗∗

(0.522) (2.108) (0.264) (0.057) (0.599)
Trade (% of GDP) 0.002 -0.006 0.005∗∗∗ -0.000 -0.000

(0.002) (0.008) (0.001) (0.000) (0.002)
Aid and Remit. (% GDP) 0.009∗∗ 0.005 0.014∗∗∗ 0.001 0.004

(0.004) (0.015) (0.003) (0.001) (0.004)
GDP Growth (%) -0.001 0.016 0.012∗∗∗ 0.002∗∗ 0.002

(0.004) (0.011) (0.003) (0.001) (0.004)
Observations 30,421 3,936 2,742 2,725 2,772
Countries 98 134 127 127 100
R-squared 0.24 0.10 0.54 0.04 0.35
Year FE X
Country FE X X X X X
Cubic Time Poly. X X X X X

Notes: All specifications are estimated using OLS. Column 1 analyzes country-months. Columns
2-5 analyze country-years. Standard errors clustered by country are in parentheses. ∗ denotes
p < 0:1, ∗∗ denotes p < 0:05, ∗∗∗ denotes p < 0:01.
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fully in line with the core argument of the paper.

Next, Columns 2 through 4 analyze, admittedly imperfect, proxies for private goods pro-

vision —which should be broadly consistent with the patronage by credit phenomenon. To

proxy for private goods, I follow DiGiuseppe’s (2016) approach and rely on private wealth de-

posited abroad and imports of luxury goods. Column 2 analyzes the extent to which private

wealth is deposited in foreign banks. Data from the Locational Banking Statistics, compiled

by the Bank of International Settlements, provides banks’ balance sheets and the geograph-

ical breakdown of their counterparties and is available from 1976 to 2013. I analyze net in-

ternational claims (natural logarithm, in 2005 constant million dollars) which is a measure of

interconnections at the country level and has been shown to be key when analyzing the chan-

neling of funds through offshore financial centers or the recycling of the petrodollars of oil

exporters (McGuire and Tarashev, 2008). The result displayed in Column 2 has the expected

sign and is statistically significant at conventional levels; a 1 percentage point decrease in the

Federal Funds rate increases private bank deposits abroad by about 12%.

Columns 3 and 4 aim to identify the provision of private goods by analyzing import of goods

associated with elites –i.e., luxury goods. Following DiGiuseppe (2016), I categorize ‘elite’

goods from the list of sanctioned products by the US surrounding UN sanctions on North

Korea for its missile tests and nuclear behavior. Country-industry level import data from

1975 to 2012 is drawn from the UN COMTRADE database. Column 3 analyzes the natural

logarithm of total luxury goods imports while Column 4 looks at the share of luxury imports

with respect to total imports. In both cases the results are as expected: the Federal Funds

rate coefficient is negative and statistically significant at conventional levels. Substantively,

based on the estimate from column 3, a 1 percentage point decrease in the Federal Funds

increases luxury goods imports by approximately 3%.

Finally, Column 5 explores the effects on government transparency. The logic behind this

is simple. If politicians are actually able to amass newly available sums of money, they have

incentives to hide that from voters –especially in cases where, for example, debt accumulation

not only implies taxation in the future but also inefficient spending in the present. I rely on

the HRV Transparency Index which measures the disclosure of policy-relevant information

by the government to the public. Specifically, the reporting behavior of 240 variables from
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the WDI is summarized on a single dimension via an item response model. In the sample

available of 100 developing countries from 1980 to 2010, the HRV index has a mean (SD) of

about 0.97 (1.8), where higher values indicate higher transparency. The results are, again,

as expected: the coefficient on the Federal Funds Rate is positive and statistically significant.

That is, a looser US monetary policy translates into patronage spending, as governments

become more opaque about their finances.

3.3 Extensions & Mechanisms

The results discussed so far are informative as they refer to an average effect of US mone-

tary policy across the developing world, leveraging within-country over-time variation. Here,

I further examine the underlying mechanisms behind such effects, and by doing so, I also

assess robustness by using empirical strategies that allow me to control for year fixed effects.

Specifically, I explore the extent to which the effects of US monetary policy on patronage

politics are moderated by a country’s sensitivity to international finance.14

In regards to financial conditions, it is intuitive to argue that the importance of the global

financial cycle for a given country is increasing in the amount of foreign capital inflows needed

(Betz and Kerner, 2015; Campello, 2015). Countries that necessitate greater inflows of foreign

capital –to ensure their repayment capacity and macroeconomic stability– are relatively more

exposed to variations in US monetary policy as they are especially vulnerable to reversals in

investor sentiment.

I follow Campello (2015) and Campello and Zucco Jr. (2016), and construct a time-invariant

indicator on whether a given country has a high debt service-to-exports ratio, which captures

a country’s sensitivity to international financial fluctuations. In a way, this captures the

financial stress on borrowers and, in the language of potential outcomes, can be interpreted

as a proxy for the propensity to ‘comply’ with the US Federal Reserve ‘treatment.’ As such,

I hypothesize that the effects of US monetary policy on patronage are stronger on countries

that are sensitive to international finance. I test this prediction by estimating the following
14I leave a rigorous analysis of political institutions as moderators to the Mexican case, although Appendix

A1.2.3 could be interpreted as such.

21



equation:

Public Employmentit = �(Fedt−1 × International Sensitivityi) + Xit−1 + �i + �t + �it (2)

where International Sensitivity is an indicator variable that takes the value of 1 if country

i has a high debt service-to-exports ratio, 0 otherwise. Similarly to Campello (2015) and

Campello and Zucco Jr. (2016), the high debt service-to-exports ratio indicator equals 1 when

the average debt service obligations over the sample period are greater than or equal 35% of

exports, which is equivalent to the 90th percentile (below I show robustness to changes in the

threshold and/or period).15

The variable of interest is the interaction term Fedt × International Sensitivityi which

now varies by country and year. This allows me to control for year fixed effects (�t). Country

fixed effects also absorb the International Sensitivityi effect, as it is time-invariant. The ex-

pectation is that the coefficient � is negative. Conceptually, analyzing this effect is akin to a

difference-in-differences design, where I compare the effects of US monetary policy in coun-

tries that are sensitive to international financial markets to countries that display relatively

less sensitivity, in years following looser US monetary policy relative to years following tighter

policy.

Table 4 shows the results. Columns 1 through 4 estimate Equation 2 in different ways.

Column 1 presents the baseline specification. Column 2 restricts the sample to the post-1981

period. Column 3 includes region-specific time-trends. Column 4, again, adds additional

relevant covariates. In all cases, results are as expected.

Finally, I examine the underlying purported mechanism which relies on sovereign borrow-

ing. Politicians, taking advantage of favorable credit conditions, can increase their budgets by

borrowing so as to engage in patronage spending. The prediction is straightforward, namely

that a looser US monetary policy increases sovereign debt, which in turn increases patron-

age spending. To test this claim, I instrument a country’s sovereign borrowing with the US

Federal Funds Rate interacted with the International Sensitivity indicator, and then analyze

the impact of sovereign debt on patronage behavior. To do so, I rely on the following 2SLS
15These countries are Algeria, Argentina, Brazil, Burundi, Colombia, Ecuador, Jamaica, Kazakhstan, Lebanon,

Mexico, Morocco, Pakistan, Peru, and Seychelles.
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Table 4: US Monetary Policy and Patronage in the Developing World

Public Employees (per 1,000)

OLS 2SLS

(1) (2) (3) (4) (5)
Fed × International Sensitivity -1.801∗∗∗ -4.060∗∗∗ -1.084∗∗ -1.619∗∗∗

(0.456) (1.086) (0.479) (0.536)
Sovereign Debt Dis. (Ln) 19.477∗∗

(8.380)
Democracy 0.404∗ -0.462∗ 0.395∗∗∗ 0.389∗ 0.733

(0.215) (0.242) (0.141) (0.198) (0.527)
GDPpc (Ln) 11.955∗ 6.605 19.010∗∗∗ 2.643 -10.606

(6.819) (21.351) (6.226) (8.634) (15.155)
Population (Ln) 0.677 77.726∗ -6.727 4.279 77.315

(24.875) (41.177) (22.042) (23.563) (47.179)
Trade (% of GDP) 0.034 0.095

(0.078) (0.156)
Aid and Remittances (% GDP) -0.624∗∗∗ -1.182∗∗

(0.223) (0.552)
GDP Growth (%) -0.704∗∗ -1.944∗∗∗

(0.277) (0.665)
First Stage
Fed × International Sensitivity -0.128∗∗∗

(0.030)
Kleibergen-Paap F-stat 17.93
Observations 1,560 1,118 1,560 1,442 1,222
Countries 68 68 68 67 64
R-squared 0.39 0.20 0.53 0.42
Country FE X X X X X
Year FE X X X X X

Notes: Column 2 restricts the sample to the post-1981 period. Column 3 also controls for Region-
specific time trends. Clustered standard errors at the country level in parentheses. ∗ denotes
p < 0:1, ∗∗ denotes p < 0:05, ∗∗∗ denotes p < 0:01.

estimation:

Sovereign Debtit = �(Fedt−1 × International Sensitivityi) + �Xit−1 + ’i +  t + �it (3)

Public Employmentit = � ̂Sovereign Debtit−1 + Xit−1 + �i + �t + �it (4)

where Equation 3 represents the first stage and Equation 4 describes the second stage. Here,

Sovereign Debt is the natural logarithm of sovereign debt disbursements in 2005 US dollars,

drawn from the WDI (other measures, such as external debt stocks provide the same results).
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There is a key potential concern over the excludability of the instrument. The underlying

driver of the variation in US monetary policy –i.e., US economic conditions– may be correlated

with economic conditions in developing countries, which could influence fiscal policy through

channels other than sovereign debt. To address this, the empirical model directly control for

key economic conditions in developing countries –e.g., growth– effectively blocking alternative

paths.

Column 5 in Table 4 shows the results. The bottom panel displays the coefficient cor-

responding to � in Equation 3, which behaves as expected. The F-Test, of 17.93, indicates

the strength of the instrument. The results of the second stage confirm the expectations, as

sovereign debt is used to fund patronage spending.

I submit these results to several robustness checks. First, I check the results using differ-

ent thresholds for ‘International Sensitivity’ (Table A5). Further, one might be concerned that

these thresholds are defined over the entire sample period. Table A6 address such concern

by defining the International Sensitivity indicator over the 1960-1980 or 1960-1985 period

and restrict the analysis to the sample period of 1981-2011 and 1986-2011. Second, as errors

might be also correlated across years, I check the robustness of the results to clustering the

errors two-way by countries and years (Tables A6–A7). Next, one might be concerned about

the slow dynamics of the series of interest. I address such concern by implementing both an

Error Correction Model and Newey-West estimations with first-order autocorrelation (Table

A8). Finally, to make sure that the effects are not driven by this particular outcome variable,

I first run the analysis taking the natural logarithm of the number of public employees (per

1,000) and then I use public employment expenditure (as percent of government expenditure)

from the WDI. In the latter, data availability restricts the sample to the post-1990 period

(Table A9). In all cases, I find the same results.

Finally, the premise behind the patronage by credit argument relies on the notion that

politicians engage in patronage behavior to stay in power. Hence, a corollary should be that

the conditions created by the Federal Reserve leading to patronage behavior should also lead

to an increase in the probability of surviving in office. I test and find support for this expecta-

tion in Appendix A1.3.
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4 Subnational Analysis: Evidence from Mexican Municipali-

ties

I complement the previous analysis by examining subnational evidence from Mexico. There

are several reasons for pursuing a within-country analyses. First, political and societal fac-

tors that might influence patronage behavior are held relatively constant within country. For

example, particular electoral rules such as balloting procedures tend to be the same across

the subnational units. Other, perhaps less observable, factors such as culture or class link-

ages of major political parties are held constant as well, providing stronger internal validity

(Remmer, 2007). Moreover, concerns about issues of data comparability are ameliorated. This

together with potentially better data quality and identification strategies likely leads to more

accurate measurements and estimations. Second, by testing the argument at the subnational

level, one can also further test the generalizability and strength of the theory. This is rele-

vant for two main reasons: First, subnational capital markets are an increasingly important

segment of investment portfolios. Second, federal dynamics imply opportunities and obstacles

for local level governments, mainly through political support or opposition from central gov-

ernments. The latter, combined with identification strategies available at this level, enables

me to rigorously analyze the role of political institutions in moderating the link between US

monetary policy and patronage.

Mexico’s relatively high but substantially varying levels of political patronage, corruption,

and budget composition across municipalities make it a well-suited case to test the impli-

cations of my argument. Mexico is a federal system divided into 31 states and the Federal

District of Mexico City, containing almost 2,500 municipalities. These municipalities are the

lowest level of government, below the national and state levels. Municipal attributions con-

sist mainly of the provision of public goods such as sewerage, drinking water, etc. While the

taxing authority of municipalities is limited to a property tax and the collection of fees, rev-

enues are supplemented by national and state transfers, and by borrowing from the capital

market. Municipalities are governed by mayors elected to three-year terms —and are able to

seek reelection since 2018.

Arguably, both processes of increased electoral competition and political decentraliza-
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tion have provided incentives and opportunities for municipal governments to better manage

their budgets as well as to politicize their spending, ironically decreasing local accountability

(Simpser et al., 2016). Here, I focus on municipal-level patronage by examining resources al-

located to public employment. The key public resource of interest is municipal debt. As noted

by Benton (2017), while subnational entities are allowed by law to assume debt liabilities as

long as they are invested in productive purposes, these laws are weakly, if at all, enforced

by state legislatures —and as such, municipalities have taken advantage of this and have

relaxed their budgets by increasing their debts. This is in line with the federalism literature

that discusses the incentives lower-levels of government face to take out debt when the costs

can be externalize to –and are implicitly backed by– higher levels of government (Benton,

2017; Rodden and Wibbels, 2009).

4.1 Research Design & Data

Following the research design presented before, I proceed to test my argument at the

municipal level in three steps: (i) I analyze municipal patronage, (ii) examine public goods,

and (iii) rigorously study the role of domestic politics by asking whether these effects are

stronger for politically aligned municipalities and clientelistic parties.

I rely on data from nearly 1,800 municipalities between 1995 and 2010. Financial and

sociodemographic information comes from INEGI (all monetary values are expressed in con-

stant 2005 Mexican pesos). Electoral results are drawn from the Municipal Elections Database

compiled by the Centro de Investigación Para el Desarrollo, A.C. (CIDAC).

As before, I rely on an OLS estimation as follows:

Yit = �US Federal Funds Ratet−1 + Xit−1 + �i +
3∑

n=1

�nt
n + �it (5)

as well as a 2SLS estimation where Equation 6 represents the first stage –debt is instru-
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mented by US Federal Funds Rate– and Equation 7 describes the second stage:

Municipal Debtit = �US Federal Funds Ratet−1 + �Xit−1 + ’i +
3∑

n=1

�nt
n + �it (6)

Yit = � ̂Municipal Debtit−1 + Xit−1 + �i +
3∑

n=1

�nt
n + �it (7)

where Yit represents the different outcomes of interest (explanatory variables are lagged one

period). As before, the main variable of interest is the US Federal Reserve Funds Rate, and

for the instrumental variable estimation, the natural logarithm of municipal debt stocks. The

vector X represents a series of economic and political controls. With respect to economic

variables, I control for federal and state transfers, tax revenue, population, and agricultural

production. I also control for political variables, namely indicators for which party is in power

as well as dummies for elections (including federal, gubernatorial, and congressional). More-

over, by employing municipal fixed effects (�i) I control for time-invariant municipal charac-

teristics that may be correlated with socioeconomic conditions and patronage outcomes. As

before, while I control for the Commodity Price Index, I account for time effects by including

a cubic time trend. Finally, the error term �it is allowed to be arbitrarily correlated within

municipalities and years. Table A11 presents descriptive statistics.

4.2 Main Results: Patronage by Credit

To examine patronage behavior I rely on public employment spending (servicios personales

in municipal budgets). The sample mean is close to 620 pesos per capita. Naturally, rural

indigenous municipalities in Oaxaca exhibit low values. Nonetheless, there is wide variation

in spending. In fact, the municipality with the largest spending per capita over the last few

years is San Javier, a small rural community in the PRI led state of Sonora. With fewer

than 500 people and a public employment spending per capita of over 8,000 pesos, it is not

surprising to find that the mayor in the 2012-2015 period, Hilario Valeriano Mendoza Agüero

(PRI), has been arrested with charges of corruption, mismanagement of public funds, and

abuse of authority.16

16“Detienen a exalcalde de San Javier por actos de corrupción,” by Daniel Sánchez Dórame, Excelsior, August 6,
2016, here.
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Table 5: US Monetary Policy, Municipal Debt, and Patronage Spending in Mexican
Municipalities

Public Employment Spending (Ln)

OLS 2SLS

(1) (2) (3) (4) (5) (6)
Federal Funds Rate -0.031∗∗∗ -0.032∗∗∗ -0.033∗∗∗

(0.006) (0.006) (0.006)
Municipal Debt (Ln) 0.401∗∗∗ 0.404∗∗∗ 0.457∗∗∗

(0.120) (0.136) (0.173)
Transfers (Ln) 0.037 0.037 0.009 -0.184 -0.186 -0.214∗∗

(0.036) (0.036) (0.025) (0.115) (0.117) (0.092)
Tax Revenue (Ln) 0.025∗∗∗ 0.027∗∗∗ 0.043∗∗∗ 0.008 0.010 0.037∗∗

(0.008) (0.008) (0.010) (0.017) (0.016) (0.019)
Population (Ln) -0.439∗∗∗ -0.454∗∗∗ -0.286∗∗∗ -0.704∗∗∗ -0.730∗∗∗ -0.644∗∗∗

(0.056) (0.054) (0.067) (0.160) (0.179) (0.199)
Commodity Price Index 0.001∗∗ 0.001∗∗ 0.002∗∗∗ 0.002∗ 0.002∗ 0.002

(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Agr. Prod. Value (Ln) -0.006 0.019

(0.005) (0.013)
First Stage
Federal Funds Rate -0.075∗∗∗ -0.078∗∗∗ -0.073∗∗∗

(0.018) (0.021) (0.022)
Kleibergen-Paap F-stat 18.06 14.15 11.44
Observations 21,934 21,934 18,620 14,984 14,984 12,634
Municipalities 1,705 1,705 1,686 1,645 1,645 1,556
R-squared 0.80 0.80 0.78
Party/Electoral Vars. X X X X
Municipality FE X X X X X X
Cubic Time Poly. X X X X X X

Notes: Clustered standard errors at the municipality and year level in parentheses. ∗ denotes
p < 0:1, ∗∗ denotes p < 0:05, ∗∗∗ denotes p < 0:01.

Table 5 shows the results. Columns 1 through 3 estimate the OLS model as in Equation 5;

columns 4 through 6 estimate the 2SLS specification, following Equations 6 and 7. The OLS

results strongly support my argument. Lower Federal Funds rates increase patronage spend-

ing, and this relation is highly statistically significant. Substantially, a 1 percentage point

decrease in the Fed funds rate increases public employment spending by about 3 percent. In

the same line, the 2SLS estimations support the mechanism. Again, the F-Tests denote the

strength of the instrumentation. The second stage shows that debt has a positive effect on

public employment spending.

The Appendix shows a series of robustness checks. Results are not sensitive to alternative

operationalizations of patronage spending (Table A12), other specifications —such as con-
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trolling for 5-year period fixed effects or state-specific time trends (Table A13)— or dynamic

estimations —Error Correction Models and Newey-West estimations (Table A14).

4.3 Public Goods Spending

As before, I turn to public goods to examine the extent to which the previous results might

be simply driven by a looser fiscal policy. First, I analyze three different outcomes related to

spending on public goods, namely (i) public investment, which includes spending such as roads

or sanitation, (ii) total spending in teachers, and (iii) total spending in medical personnel.

Next, I once again create a series of indexes to examine public good outcomes.

Results are displayed in Table 6, focusing on OLS estimations (2SLS analyses provide

the same results). Columns 1 through 3 show either no statistically significant relation be-

tween US monetary policy and public goods spending, or in contrast to the looser fiscal pol-

icy argument, a looser US monetary policy leads to a decrease in spending on teachers. To

systematically analyze outcomes, Columns 4 through 6 analyze additive indexes related to

health, education, and development outcomes (further described in Appendix A2.1). Column

4 analyses an Education Index, which includes (standardized) indicators of literary rates and

students enrolled. Column 5 examines a Health Index, containing (standardized) indicators

of social security users and medical personnel. Finally, Column 6 explores a Development

index, also a standardized summative rating scale combining access to water and electricity

measures. These results point to a precisely estimated null. Overall this evidence is fully in

line with the patronage by credit argument.

4.4 The Role of Political Alignment: Evidence from a Regression Disconti-

nuity Design

A key motivation for pursuing a within-country analysis is to rigorously analyze the polit-

ical processes underlying the effect of US monetary policy on patronage. In particular, I an-

alyze how political alignment and political parties moderate the previous results. Given the

importance of subnational debt (along with cases of bailouts among large federations) coupled

with the suggestive evidence of corruption and inefficiency associated with decentralization
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Table 6: US Monetary Policy and Public Goods in Mexican Municipalities

Public Teachers Medical Educ. Health Dev.
Inv. (Ln) (Ln) Personnel (Ln) Index Index Index

(1) (2) (3) (4) (5) (6)
Federal Funds Rate -0.048 0.007∗∗∗ -0.005 -0.007 0.001 0.001

(0.036) (0.002) (0.004) (0.006) (0.004) (0.005)
Transfers (Ln) -0.029 0.009 -0.008 -0.004 -0.001 -0.060∗

(0.111) (0.006) (0.028) (0.014) (0.008) (0.031)
Tax Revenue (Ln) -0.176 -0.004 -0.001 0.003 0.005 -0.010

(0.124) (0.003) (0.011) (0.005) (0.005) (0.008)
Population (Ln) 1.113∗∗∗ 0.929∗∗∗ 0.462∗∗∗ 0.531∗∗ 0.294∗∗∗ -0.020

(0.307) (0.053) (0.112) (0.221) (0.059) (0.070)
Commodity Price Index 0.014∗∗∗ 0.000∗∗ 0.001∗∗∗ -0.001 0.000 0.001

(0.003) (0.000) (0.000) (0.001) (0.000) (0.001)
Agr. Prod. Value (Ln) -0.059∗∗∗ -0.003∗∗ -0.023∗∗∗ -0.002 -0.004 -0.001

(0.023) (0.002) (0.005) (0.005) (0.004) (0.003)
Observations 9,996 20,065 19,597 20,294 19,902 20,051
Municipalities 1,308 1,691 1,690 1,691 1,690 1,692
R-squared 0.33 0.51 0.32 0.07 0.10 0.18
Party/Electoral Vars. X X X X X X
Municipality FE X X X X X X
Cubic Time Poly. X X X X X X

Notes: All specifications are estimated using OLS. Clustered standard errors at the municipality
and year level in parentheses. ∗ denotes p < 0:1, ∗∗ denotes p < 0:05, ∗∗∗ denotes p < 0:01.

programs (Wibbels, 2000; Treisman, 2000a,b), analyzing political alignment between local

and higher-level units of government is a natural and substantively important extension to

undertake. Moreover, looking at the local-level context enables me to rigorously examine po-

tential partisan biases that might arise given comparative advantages in the political arena.17

To do so, I rely on a regression discontinuity design in close electoral races to understand the

extent to which political alignment influences the effect of US monetary policy on patronage

spending, and whether this is moderated by specific parties.

Federal dynamics imply opportunities and obstacles for local-level fiscal policies as lower-

level governments might attempt to externalize their fiscal burdens. Specifically, when higher-

levels of government cannot credibly commit not to bail-out local politicians, federal dynamics

generate poor incentives for fiscal discipline (Rodden, 2005). These (poor) fiscal incentives can

have far-reaching consequences (Treisman, 2000b). Careaga and Weingast (2003) present a

model in which governments that raise their own revenue have incentives to provide market-
17See Benton and Smith (2017) for further discussion of the role of parties and elections on Mexican municipal-

ities’ debt policy.
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enhancing public goods, while governments that rely heavily on revenue-sharing from the

central government are more likely to use resources on patronage and rent-seeking. Tornell

and Lane (1999) discuss a “voracity effect” where powerful interest groups and weak institu-

tions undermine saving during booms. In particular, Rodden and Wibbels (2009) argue that

public employees top the list of such type of organized interest groups, pushing for higher

wages and new expenditures during good times.

However, the fiscal incentives (and potential patronage consequences) produced by federal

dynamics are likely to be driven by partisan politics. On the one hand, some argue that the

supply of patronage varies by partisanship, whereby certain parties have a comparative ad-

vantage, and hence are more prone to engage in patronage spending (Calvo and Murillo, 2004;

Remmer, 2007). In the Mexican context, it is the PRI party who has both the willingness and

the capacity to engage in this type of behavior.18 Smaller parties, such as the PRD, running on

platforms of transparency and anti-corruption might not have neither the willingness nor the

capacity to do so. On the other hand, the incentives of the central government to provide fiscal

support also vary by partisanship. Specifically, the driving force is whether the parties at the

local and higher government are politically aligned. Timmons and Broid (2013) argue that

Mexican governors reallocate funds to politically aligned municipalities. Crucially, they find

such partisan bias only among PRI governors, finding no bias from PAN and PRD governors.

Overall, such core findings from the early literature have been confirmed by recent studies

emphasizing causality. For instance, Brollo and Nannicini (2012) use a regression discontinu-

ity design to show that politically aligned Brazilian municipalities receive larger discretionary

transfers. Similarly, Gulzar (2017) finds that political alignment leads to a higher quantity of

public employees in the health sector in Punjabi constituencies. Consistent with a patronage

interpretation, those public employees work less often.

Building upon the aforementioned arguments, I expect that the effects of US monetary

policy on patronage spending will be stronger in municipalities that are politically aligned

with their governors, and that the effect will be largely driven by PRI partisans.
18After more than 70 years in power using these methods, they have a clear comparative advantage in, for

instance, networks of brokers.
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Research Design Estimating the causal impact of political alignment on the link between

US monetary policy and patronage spending can be obscured by endogeneity issues. Natu-

rally, an empirical correlation between the two might be driven by factors that affect both

alignment and patronage. To address this challenge, my identification strategy comes from a

regression discontinuity design (RDD) in close electoral races. Essentially, the effect of politi-

cal alignment is identified by the RDD by approximating a natural experiment, namely com-

paring places where the candidate aligned with the governor barely won with places where

the candidate aligned with the governor barely lost. As in any design, there are threats to the

validity of the inference. In the case of the RD, estimates would be invalided if either aligned

or unaligned parties can manipulate close elections in their favor, rendering observation on

either side of the cutoff not comparable. Density tests show that the number of observations

right above the cutoff is not significantly different from the number of observations just below

it, indicating no evidence of sorting. Using different local polynomial density estimators, the

density tests fails to reject the null hypothesis that the density of the running variable is con-

tinuous at the cutoff, with p-values ranging from 0.37 to 0.74. I further examine the validity

of the design by analyzing the effects on variables that should not be affected. These placebo

tests consider several covariates, namely population, tax revenue, and agricultural produc-

tion. As shown in Table A16, the (null) results supports the validity of the design. Moving

forward to the estimation, I rely on the following OLS:

Patronage Spendingist+1 = �Alignmentist + (Alignmentist × Fedt) + �(Alignmentist × f(xist))

+  f(xist) + �(Fedt × f(xist)) + �(Alignmentist × Fedt × f(xist))

+ �s + �t + �ist (8)

where Yist+1 refers to patronage spending, here proxied by public employment spending, in

municipality i from state s in the year following the election on year t. Alignmentist is an

indicator variable that takes the value of 1 if the elected mayor from municipality i is from

the same party as the governor from state s. Here, f(xist) refers to a linear control function of

the forcing variable, xist, namely the margin of victory between the winner and the runner up

–where positive values represent politically aligned winners and negative values non-aligned
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winners. I focus on close elections, where the margins of victory is within the [−5; 5] and

[−2:5; 2:5] per cent range. Finally, the estimation includes state (�s) and year (�t) fixed effects.

The parameter of interest is , which estimates the effect of the US monetary policy on

patronage spending when the elected mayor is politically aligned, and is expected to be nega-

tive.

Table 7: Political Alignment, US Monetary Policy, and Patronage Spending

Public Employment Spending (Ln)

All States PRI State Non-PRI State

(1) (2) (3) (4) (5) (6)

Party Alignment × Fed -0.024∗ -0.024 -0.064∗∗∗ -0.090∗ 0.004 0.041
(0.013) (0.028) (0.015) (0.046) (0.023) (0.039)

Observations 1,545 778 857 422 688 356
Interval [−5; 5] [−2:5; 2:5] [−5; 5] [−2:5; 2:5] [−5; 5] [−2:5; 2:5]
State FE X X X X X X
Year FE X X X X X X

Notes: Clustered standard errors at the municipality and year level in parentheses. ∗ denotes
p < 0:1, ∗∗ denotes p < 0:05, ∗∗∗ denotes p < 0:01.

Results are shown in Table 7. The first two columns show the results for all states within

the [−5; 5] and [−2:5; 2:5] interval, respectively. Crucially, these estimates represent average

effects across all parties, which might explain the weakness of the effects. To further explore

the specific role of partisanship, I repeat the analysis by looking at PRI governed states vis-

à-vis non-PRI governed states, and the results are as expected. Columns 3 and 4 display the

results for PRI states, where the effects are statistically significant (p-value in Column 4 is

0.051). In contrast, estimation for non-PRI states shows no significant results, as shown in

Columns 4 and 6. In the Appendix, Table A15 shows that the results are robust operational-

izing public employment spending as per capita. Further, I replicate the analysis examining

public goods spending and outcomes, and again the findings corroborate the patronage inter-

pretation (Table A17).

Overall, these results provide strong subnational-level support for the extent to which US

monetary policy can influence patronage in the developing world, and how such effects are

moderated by domestic political institutions.
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5 Concluding Remarks

Is there a link between international financial fluctuations and governance in developing

countries? Is it the case that decisions made by Ben Bernanke influenced patronage behavior

in places such as the municipality of Ecatepec de Morelos in Estado de Mexico? In this paper,

I have brought new evidence that answers to these questions in the affirmative. By explicitly

incorporating the notion that politicians embrace borrowing opportunities in the credit mar-

ket, I am able to link fluctuations in the US Federal Reserve funds rate and patronage politics

in the developing world, both at the cross-country and sub-national level.

In short, the empirical evidence strongly supports the patronage by credit argument pre-

sented here. Not only do politicians use public debt to fund their public employment spending,

but the extent to which they are able to do so is substantially influenced by the international

financial market. Ironically, by implementing monetary policy focusing on US employment,

the Federal Reserve is also, indirectly, influencing patronage employment in developing coun-

tries. Moreover, the complementary evidence suggests that the US monetary policy effects

can arguably be referred to as a ‘Fed curse’. Specifically, a looser US monetary policy has

no robust effects on public goods provision, but it increases levels of corruption and private

goods, and decreases government transparency in the developing world. Additionally, as one

would expect, the conditions that lead to ‘patronage by credit’ also help leaders in developing

countries to stay in office longer.

I take my arguments one step further and explore these effects at the sub-national level,

examining Mexican municipalities, corroborating the results. This approach also allows me

to further explore the role of political parties and federal institutions. Under such framework,

the evidence shows that the effects of the Federal Funds rate on patronage are stronger in

politically aligned municipalities, but when they are rule by the historically clientelistic PRI

party.

Overall, these findings suggests that patronage politics, and governance more broadly, has

also roots in the international financial system. More specifically, the findings underscore new

ways in which the political circumstances in the developing world are in part determined by

the power and influence of US monetary policy.
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A1 Cross-Country Analyses

A1.1 Data

Table A1: Cross-Country Sample - Summary Statistics

Variable Mean Std. Dev. Min. Max. N
Pubic Employees (per 1,000) 66.847 45.131 3.773 364.235 2025
Pubic Employees (per 1,000, Ln) 4.015 0.67 1.563 5.901 2025
Public Employment (% of Gov. Expenditure) 28.913 13.793 2.405 70.028 1613
Federal Funds Rate 5.214 3.524 0.09 16.39 6692
Federal Funds Rate (monthly) 3.987 2.892 0.07 11.64 33574
Sovereign Debt Disbursements (Ln) 16.84 3.122 0 24.882 3710
Sovereign Debt (Ln) 19.624 2.589 0 28.054 3627
Democracy -0.632 6.978 -10 10 6692
Commodity Price Index 127.729 64.379 43.383 302 6692
GDPpc (Ln) 7.282 1.291 4.242 11.312 5605
Population (Ln) 1.989 1.576 -2.127 7.218 6593
Trade (% of GDP) 73.458 48.942 0.021 531.737 5602
Aid and Remittances (% GDP) 8.609 12.086 0 188.025 5523
Education Expenditure (Ln) 20.601 1.791 16.375 24.52 775
Health Expenditure (Ln) 19.86 1.972 14.345 25.818 2626
Education Index -0.129 0.983 -3.399 2.818 6005
Adult literacy rate, population 15+ years (%) 76.277 22.748 8.685 99.896 534
Youth literacy rate, population 15-24 years (%) 85.202 19.642 14.378 100 537
Gross Secondary School Enrollment 52.596 31.266 0 124.334 3971
PWT Human capital index 1.881 0.645 1.007 3.714 5432
Health Index -0.294 0.937 -4.703 2.092 6315
Hospital beds (per 1,000 people) 3.738 3.196 0.1 13.709 1722
Incidence of tuberculosis (per 100,000 people) 182.705 208.481 1.6 1354 3383
Mortality rate, infant (per 1,000 live births) 65.686 47.932 2.2 276.9 6229
Low-birthweight babies (% of births) 10.919 5.643 2.21 35.6 492
Physicians (per 1,000 people) 1.312 1.342 0.002 9.814 2471
Development Index -0.083 0.937 -3.388 1.153 3331
Access to electricity (% of population) 67.352 34.458 0.1 100 529
Improved sanitation facilities (% of pop. with access) 60.689 31.129 2.6 100 3254
People practicing open defecation (% of pop.) 16.895 21.365 0 92.3 3154
Undernourishment (% of pop.) 20.294 14.478 5 80.8 2437
Corruption (monthly) 3.479 1.025 0 6 33574
Net International Claims (Ln) -1.073 6.403 -11.98 10.838 4266
Elite Imports (Ln) 4.505 1.89 0.05 10.172 2914
Elite Imports (‰ of trade) 0.164 0.206 0.003 2.569 2826
Transparency 0.714 1.994 -10.87 9.981 3205

Education index is a standardized summative rating scale combining four items: Adult

literacy rate, youth literacy rate, gross secondary school enrollment, and human capital index

(from Penn World Tables). Cronbach’s alpha is 0.96.

Health index is a standardized summative rating scale combining five items: Hospital beds
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(per 1,000 people), incidence of tuberculosis (per 100,000 people), infant mortality rate (per

1,000 live births), low-birthweight babies as % of births, and number of physicians (per 1,000

people). Cronbach’s alpha is 0.78.

Development index is a standardized summative rating scale combining four items: Access

to electricity (% of population), % of the population with access to improved sanitation facili-

ties, People practicing open defecation (% of population), and prevalence of undernourishment

(% of population). Cronbach’s alpha is 0.88.

A1.2 Robustness

Here, I show that the main results are robust to additional estimation checks, and that

they are also in line with a series of extensions.

A1.2.1 Including 5-year period fixed effects

Table A2 shows that the results are robust to additionally control for 5-year period fixed

effects.

A1.2.2 Using exports to the US to ameliorate concerns about exogeneity

Recent research shows the effect of import shocks in the US economy, specifically increas-

ing unemployment, one of the two main indicators of US monetary policy making. Insofar as

the gains in export are associated with patronage politics in the developing, this mechanism

might raise concerns surrounding the plausible exogeneity of the Federal Funds Rates with

respect to patronage politics in (some parts of) the developing world. To partially ameliorate

these concerns, I re-analyze my data by (i) inversely weighting observations according to the

US imports share and by (ii) removing countries who represent a large share of US imports.

Table A3 shows the results using these two approaches. Column 1 shows the main speci-

fication, unweighted, using the full sample. Column 2 inversely weights observations by the

sample average share of US imports coming from a given country (“Avg. Imp”). This country

specific, time invariant measure has a mean value of 0.28%, 90th and 95th percentile values

of 0.67% and 1.17%, respectively. Substantively, the countries with values greater than 1%
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Table A2: US Monetary Policy and Patronage in the Developing World: 5-year period
Fixed Effects

Public Employees (per 1,000)

(1) (2) (3) (4)
Federal Funds Rate -0.480*** -0.452*** -0.454*** -0.468***

(0.147) (0.136) (0.172) (0.173)
Democracy 0.447** 0.417*** 0.419** 0.484**

(0.209) (0.140) (0.208) (0.202)
Commodity Price Index 0.086*** 0.071*** 0.093*** 0.089***

(0.023) (0.021) (0.022) (0.021)
GDPpc (Ln) 11.068* 17.193*** 9.517 3.892

(6.011) (5.351) (6.320) (7.087)
Population (Ln) 4.773 -10.104 11.536 8.026

(20.553) (19.383) (20.372) (19.623)
Trade (% of GDP) -0.051 0.007

(0.057) (0.064)
Aid and Remittances (% GDP) -0.670***

(0.224)
GDP Growth (%) -0.568**

(0.230)

Observations 1,929 1,929 1,866 1,788
R2 0.34 0.49 0.36 0.37
Countries 90 90 89 88
Country FE X X X X
5-year Period FE X X X X
Cubic Time Poly. X X X X

Notes: All specifications are estimated using OLS. Column 2 controls for region-specific time trends.
Standard errors clustered by country are in parentheses. ∗ denotes p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗

denotes p < 0.01.

are: Brazil, China, India, Indonesia, Korea, Malaysia, Mexico, Nigeria, Philippines, Saudi

Arabia, Singapore, Taiwan, Venezuela. Columns 3 takes a similar approach, but uses the

maximum value, across the sample, of the share of US imports coming from a given country

(“Max. Imp.”). This measure has a mean of 0.8% mean, with 2.28% and 3.77% as its 90th

and 95th percentiles. Countries with more than values greater than 2% are Algeria, Brazil,

China, Colombia, Cuba, Indonesia, Iran, Korea, Libya, Malaysia, Mexico, Nigeria, Philip-

pines, Saudi Arabia, Singapore, Taiwan, Venezuela. Columns 4 and 5 then, re-analyses the

data, not by weighting, but by simply excluding countries that represent large share of US

imports. Column 4 excludes those countries whose average share of US imports is greater

than 1%, while Column 5 exclude those whose maximum values with respect to share of US

imports are greater than 2%.
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Across the board, the results are fully robust, thus supporting the core findings.

Table A3: US Monetary Policy and Patronage in the Developing World: Robustness
to Exports to US

Public Employees (per 1,000)

Full Weighted Excluding Countries

(1) (2) (3) (4) (5)
Fed × Intl. Sensitivity -1.619∗∗∗ -4.267∗∗∗ -3.712∗∗∗ -2.501∗∗∗ -2.542∗∗∗

(0.536) (0.678) (0.886) (0.539) (0.565)
Democracy 0.389∗ -0.477 -0.808 0.008 0.148

(0.198) (0.539) (0.502) (0.195) (0.187)
GDPpc (Ln) 2.643 0.098 -8.645 -11.745 -11.500

(8.634) (7.293) (9.571) (8.559) (8.392)
Population (Ln) 4.279 92.016∗∗∗ 94.901∗∗∗ 17.621 21.066

(23.563) (29.479) (32.891) (26.285) (27.928)
Trade (% of GDP) 0.034 0.241 0.392∗ 0.153 0.163

(0.078) (0.205) (0.217) (0.102) (0.104)
Aid and Remit. (% GDP) -0.624∗∗∗ -0.532∗∗ -0.748∗∗ -0.793∗∗∗ -0.819∗∗∗

(0.223) (0.214) (0.315) (0.251) (0.248)
GDP Growth (%) -0.704∗∗ -0.442∗∗∗ -0.353∗∗∗ -0.816∗∗ -0.811∗∗

(0.277) (0.106) (0.117) (0.346) (0.334)
Observations 1,442 1,442 1,442 1,039 1,032
Countries 67 67 67 58 57
R-squared 0.42 0.59 0.64 0.43 0.42
Country FE X X X X X
Year FE X X X X X
Weight/Sample Avg. Imp. Max. Imp. Avg. Imp.≤1% Max. Imp.≤2%

Notes: All specifications are estimated using OLS. Standard errors clustered by country are in
parentheses. ∗ denotes p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.

A1.2.3 Using OECD countries as a placebo test

Table A4 shows that the patronage by credit dynamic is absent in OECD countries. This

type of placebo test supports the expectation that programmatic politics tops patronage poli-

tics in these set of countries.

A1.2.4 Alternative estimations and operationalizations

First, I check the results using different thresholds for ‘International Sensitivity.’ Table

A5 shows similar findings using 25% instead of 35%. Further, one might be concern that

these thresholds are defined over the entire sample period. Table A6 address such concern by
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defining the International Sensitivity indicator over the 1960-1980 or 1960-1985 period and

restrict the analysis to the sample period of 1981-2011 and 1986-2011, respectively finding

the same results. Second, as errors might be correlated across years as well, I check the

robustness of the results to clustering the standard errors two-way by countries and years.

Both Tables A6 and A7 show the results are the same. Next, one might be concerned about

the slow dynamics of the series of interest. I address such concern by implementing both an

Error Correction Model type of estimation and by implementing a Newey-West estimation

with first-order autocorrelation. Results are shown in Table A8 and provide similar findings.

Finally, to make sure that the effects are not driven by this particular outcome variable, I first

run the analysis taking the natural logarithm of the number of public employees (per 1,000)

and then I use public employment expenditure (as percent of government expenditure) from

the WDI. In the latter, data availability restricts the sample to the post-1990 period. Table

A9 shows the robustness of the results to these different choices of dependent variable.

A1.3 Political Consequences: Analyzing Leader Survival

The premise behind the patronage by credit argument relies on the notion that politicians

engage in patronage behavior to stay in power. Hence, a corollary should be that the con-

ditions created by the Federal Reserve leading to patronage behavior should also lead to an

increase in the probability of surviving in office. In this section, I test this hypothesis using

leader survival data from 121 developing countries between 1960 and 2014. Leader survival

data is drawn from the Archigos database (Goemans, Gleditsch, and Chioza, 2009). The main

outcome of interest is whether the leader was removed from office in any particular year.

Since the outcome variable is an indicator of whether the leader was removed from office

that year, I rely on a probit model. To account for time-dependence and model the survival

process, I include a cubic polynomial of the years the leader has been in office (Carter and

Signorino, 2010). However, to make sure the result is not driven by a specific model, I also

estimate the analyses via OLS.

As before, the key variable of interest is the US Federal Funds Rate. The key political and

economic controls are the same from the previous section, with some additions from the ex-
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tant literature on the survival of leaders. Specifically, I control for non-tax (i.e., oil and foreign

aid) wealth (Andersen and Aslaksen, 2013; Wright, Frantz, and Geddes, 2013) and whether

a leader signs a bilateral investment treaty on a given year (Arias, Hollyer, and Rosendorff,

2017). Moreover, I include an indicator variable for whether the country experiences a civil

conflict on that given year (Chiozza and Goemans, 2004) as well as an indicator for the oc-

currence of executive elections (Cruz, Keefer, and Scartascini, 2016).1 Finally, in the probit

model I include region fixed effects, while in the OLS model I include country fixed effects. In

all cases, standard errors are clustered at the country level.

Table A10 shows the results. The first two columns display the probit estimation, while

the last two do so for the OLS, with even-numbered columns including additional covariates.

Overall, the results confirm the expectation. A looser US monetary policy increases the prob-

ability of survival in office.

These results strongly support the claim that the decisions made by the Federal Reserve

have substantial political impact in the developing world. This complements the findings

from Genovese, Schneider, and Wassmann (2016) who show that monetary policy measures

of the European Central Bank have an impact on political protests across Europe, and it is

also in line with Bernhard and Leblang (2006) who show that financial market turbulence

can negatively affect the ability of politicians in industrial democracies to retain office and

DiGiuseppe and Shea’s (forthcoming) finding that creditworthiness is associated with longer

leader tenure in non-democratic countries.

A2 Mexican Municipalities Analyses

A2.1 Data

Education index is a standardized summative rating scale combining two items: literacy

rates and the total numer of students enrolled in logged terms. Cronbach’s alpha is 0.12.

Health index is a standardized summative rating scale combining two items, all in logged

terms: the total number of Instituto Mexicano del Seguro Social (IMSS) users and the total
1DPI data is available since 1975, which limits the sample. However, removing such covariate and analyzing

the full sample provides similar results.
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number of IMSS medical personal. Cronbach’s alpha is 0.78.

Development index is a standardized summative rating scale combining six items, all in

logged terms: the number of water sources, the number of piped water systems, the number of

houses with access to piped water, number of drainage systems, number of electrical sockets,

and the energy provided in megawatt-hours. Cronbach’s alpha is 0.82.

A2.2 Robustness

A2.2.1 Operationalization

Table A12 shows that the results are not sensitive to the operational of the patronage

spending variable.

A2.2.2 Specification

Table A13 shows results are robust to other specifications, such as controlling for 5-year

period fixed effects (Panel A) and state-specific time trends (Panel B).

A2.2.3 Dynamics

Table A14 shows that the results are robust to dynamic estimations –Error Correction

Models and Newey-West estimations.

A2.3 Regression Discontinuity Design: Additional Results

A2.3.1 Validity: Placebo outcomes

I examine the validity of the design by analyzing the effects on variables that should not

be affected. These placebo tests consider several covariates, namely population, tax revenue,

and agricultural production. As shown in Table A16, the (null) results supports the validity

of the design.

A2.3.2 Robustness

Table A15 shows that the results are robust operationalizing public employment spending

on a per capita basis, not logged.
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A2.3.3 Public goods

Table A17 shows consistent null effects on public goods; Panel A analysis spending and

Panel B public good indexes as outcomes. The same pattern emerges when analyzing PRI

vis-à-vis non-PRI states (not-reported).
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Table A4: US Monetary Policy and Patronage in OECD countries

Public Employees (per 1,000)

(1) (2) (3) (4)

Panel A: Unweighted
Federal Funds Rate 0.203 0.183 0.051 0.048

(0.198) (0.200) (0.277) (0.262)
Democracy 0.151 -0.112 0.108 0.112

(0.277) (0.299) (0.266) (0.280)
Commodity Price Index 0.017 0.018 0.019 0.015

(0.014) (0.013) (0.014) (0.013)
GDPpc (Ln) -16.124 -12.788 -15.482 -13.337

(13.584) (13.208) (12.714) (13.556)
Population (Ln) -55.215 -21.872 -58.340 -59.559

(37.570) (41.866) (35.835) (37.006)
Trade (% of GDP) 0.128 0.135

(0.149) (0.151)
GDP Growth (%) -0.174

(0.275)

R2 0.80 0.81 0.80 0.80

Panel A: Weighted
Federal Funds Rate 0.095 0.178 -0.487 -0.203

(0.356) (0.317) (0.523) (0.282)
Democracy -1.170 -1.578* -0.687 -0.789*

(0.739) (0.852) (0.445) (0.433)
Commodity Price Index 0.011 0.006 -0.014 -0.022

(0.027) (0.031) (0.045) (0.049)
GDPpc (Ln) 25.956 24.610 4.668 18.068

(23.130) (23.666) (15.963) (19.090)
Population (Ln) 64.735 125.456 -21.710 -29.685

(105.362) (111.045) (57.811) (55.632)
Trade (% of GDP) 0.358*** 0.357***

(0.052) (0.053)
GDP Growth (%) -0.784*

(0.414)

R2 0.67 0.70 0.75 0.76

Observations 608 608 608 600
Countries 21 21 21 21
Country FE X X X X
Cubic Time Poly. X X X X

Notes: All specifications are estimated using OLS. Column 2 also controls for region-specific time
trends. Standard errors clustered by country are in parentheses. ∗ denotes p < 0.1, ∗∗ denotes
p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A5: US Monetary Policy and Patronage in the Developing World: Different
Thresholds

Public Employees (per 1,000)

OLS 2SLS

(1) (2) (3) (4)
Fed × International Sensitivity (25%) -1.807∗∗∗ -0.943∗∗ -1.640∗∗∗

(0.453) (0.421) (0.465)
Sovereign Debt Dis. (Ln) 14.999∗∗

(6.205)
Democracy 0.443∗∗ 0.419∗∗∗ 0.425∗∗ 0.646

(0.218) (0.143) (0.197) (0.412)
GDPpc (Ln) 12.527∗ 19.146∗∗∗ 3.320 -8.698

(6.827) (6.197) (8.693) (13.721)
Population (Ln) 3.048 -6.007 6.290 61.275

(25.262) (22.373) (24.024) (41.211)
Trade (% of GDP) 0.032 0.083

(0.077) (0.136)
Aid and Remittances (% GDP) -0.619∗∗∗ -1.053∗∗

(0.223) (0.449)
GDP Growth (%) -0.707∗∗ -1.674∗∗∗

(0.277) (0.507)
First Stage
Fed × International Sensitivity (25%) -0.149∗∗

(0.039)
Kleibergen-Paap F-stat 14.69
Observations 1,560 1,560 1,442 1,222
Countries 68 68 67 64
R-squared 0.39 0.53 0.43
Country FE X X X X
Year FE X X X X

Notes: All specifications are estimated using OLS. Column 2 also controls for region-specific time
trends. Standard errors clustered by country are in parentheses. ∗ denotes p < 0.1, ∗∗ denotes
p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A6: US Monetary Policy and Patronage in the Developing World: Further Ro-
bustness on Thresholds

Public Employees (per 1,000)

OLS 2SLS OLS 2SLS OLS 2SLS

(1) (2) (3) (4) (5) (6)
Fed × Intl. Sensitivity -1.203∗∗∗

(25%, 1960-1980) (0.457)
Fed × Intl. Sensitivity -1.313∗∗

(25%, 1960-1985) (0.474)
Fed × Intl. Sensitivity -2.145∗∗

(30%, 1960-1980) (0.859)
Sovereign Debt Dis. (Ln) 6.583∗∗ 5.593∗∗ 5.704∗

(2.873) (2.690) (3.312)
Democracy 0.172 0.356 -0.251 -0.045 -0.297 -0.040

(0.207) (0.228) (0.182) (0.201) (0.182) (0.199)
GDPpc (Ln) -2.994 -4.107 12.982 18.208 14.617 18.385

(5.760) (5.297) (12.870) (15.718) (13.080) (16.404)
Population (Ln) -41.619∗∗ -11.861 -10.777 29.198 0.866 29.980

(16.282) (20.957) (39.397) (52.959) (41.525) (57.066)
Trade (% of GDP) -0.022 0.037 -0.008 0.063 -0.007 0.064

(0.031) (0.062) (0.039) (0.067) (0.042) (0.075)
Aid and Remit. (% GDP) -0.297∗∗ -0.837∗∗∗ -0.374∗∗ -0.681∗∗∗ -0.323∗∗ -0.687∗∗

(0.139) (0.315) (0.159) (0.229) (0.157) (0.271)
GDP Growth (%) -0.230∗∗ -0.651∗∗ -0.221 -0.565∗∗ -0.257∗ -0.573∗∗

(0.107) (0.254) (0.148) (0.253) (0.154) (0.288)
Kleibergen-Paap F-stat 5.40 9.85 8.79
Sample period 1981-2011 1981-2011 1986-2011 1986-2011 1986-2011 1986-2011
Observations 801 749 728 676 728 676
Country FE X X X X X X
Year FE X X X X X X

Notes: Columns 1-2 use the 1960-1980 time period to construct the High-Debt Service indicator.
Columns 3-4 use the 1960-1985 period. Two way clustered standard errors at the country and year
level in parentheses. ∗ denotes p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A7: US Monetary Policy and Patronage in the Developing World: Two-Way
Clustering

Public Employees (per 1,000)

OLS 2SLS

(1) (2) (3)
Fed × International Sensitivity -1.801∗∗∗ -1.619∗∗

(0.695) (0.678)
Sovereign Debt Dis. (Ln) 19.477∗∗

(9.402)
Democracy 0.404∗ 0.389∗∗ 0.733

(0.216) (0.191) (0.524)
GDPpc (Ln) 11.955∗ 2.643 -10.606

(6.549) (8.382) (15.321)
Population (Ln) 0.677 4.279 77.315

(28.002) (24.925) (56.228)
Trade (% of GDP) 0.034 0.095

(0.074) (0.165)
Aid and Remittances (% GDP) -0.624∗∗∗ -1.182∗∗

(0.215) (0.571)
GDP Growth (%) -0.704∗∗ -1.944∗∗∗

(0.277) (0.690)
First Stage
Fed × International Sensitivity -0.128∗∗∗

(0.046)
Kleibergen-Paap F-stat 7.58
Observations 1,559 1,441 1,222
Countries 52 51 42
R-squared 0.06 0.11
Country FE X X X
Year FE X X X

Notes: Two way clustered standard errors at the country and year level in parentheses. ∗ denotes
p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A8: US Monetary Policy and Patronage in the Developing World: Dynamics

Error Correction Model Newey-West Estimation

∆ Public Employees Public Employees
(per 1,000) (per 1,000)

OLS 2SLS

(1) (2) (3) (4) (5)
Public Employeest−1 -0.133∗∗∗ -0.142∗∗∗

(0.018) (0.019)
Fedt−1 × International Sensitivity -0.069 -0.113 -1.801∗∗∗ -1.619∗∗∗

(0.060) (0.069) (0.473) (0.461)
∆ Fed × International Sensitivity -0.388∗∗∗ -0.442∗∗∗

(0.119) (0.118)
Sovereign Debtt−1 (Ln) 19.477∗∗∗

(6.863)
Democracyt−1 0.082∗ 0.068 0.404∗∗∗ 0.389∗∗∗ 0.733∗∗

(0.045) (0.047) (0.122) (0.114) (0.296)
∆ Democracy 0.071∗ 0.053

(0.039) (0.038)
GDPpct−1 (Ln) 1.858∗∗ 1.589∗ 11.955∗∗∗ 2.643 -10.606

(0.726) (0.841) (2.597) (3.497) (7.696)
∆ GDPpc (Ln) 2.506 -83.390∗∗

(3.136) (33.401)
Populationt−1 (Ln) -9.586∗∗∗ -7.943∗∗ 0.677 4.279 77.315∗∗

(2.496) (2.640) (10.636) (10.663) (33.065)
∆ Population (Ln) -20.150 -127.541∗∗∗

(35.339) (38.185)
Tradet−1 (% of GDP) -0.014 0.034 0.095

(0.010) (0.046) (0.102)
∆ Trade (% of GDP) 0.004

(0.016)
Aid and Remittancest−1 (% of GDP) 0.007 -0.624∗∗∗ -1.182∗∗∗

(0.027) (0.139) (0.376)
∆ Aid and Remittances (% GDP) 0.006

(0.034)
GDP Growtht−1 (%) 0.789∗∗ -0.704∗∗∗ -1.944∗∗∗

(0.324) (0.178) (0.496)
∆ GDP Growth (%) 0.817∗∗

(0.331)
Observations 1,468 1,353 1,560 1,442 1,224
Country FE X X X X X
Year FE X X X X X

Notes: Clustered standard errors at the country level in parentheses in Columns 1 and 2. Newey-
West standard errors with first-order autocorrelation structure in parentheses in Columns 3-5. ∗

denotes p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A9: US Monetary Policy and Patronage in the Developing World: Different
Operationalizations of Patronage

Public Employees Public Employment
(per 1,000, Ln) (% of Gov. Expenditure)

(1) (2) (3) (4)
Fed × International Sensitivity -0.017∗∗ -0.015∗∗ -0.618∗∗∗ -0.728∗∗∗

(0.007) (0.007) (0.228) (0.238)
Democracy 0.007∗∗ 0.007∗∗ 0.098 0.101

(0.003) (0.003) (0.153) (0.160)
GDPpc (Ln) 0.337∗∗∗ 0.203∗∗ 3.334 4.493

(0.090) (0.094) (2.976) (3.150)
Population (Ln) 0.045 0.264 -17.854∗ -8.668

(0.296) (0.233) (9.448) (10.146)
Trade (% of GDP) 0.000 -0.047

(0.001) (0.031)
Aid and Remittances (% GDP) -0.005∗ -0.084

(0.003) (0.070)
GDP Growth (%) -0.007∗∗∗ 0.049

(0.002) (0.080)
Observations 1,560 1,442 1,155 1,109
Countries 68 67 84 82
R-squared 0.54 0.55 0.09 0.08
Country FE X X X X
Year FE X X X X

Notes: All specifications are estimated using OLS. Clustered standard errors at the country level in
parentheses. ∗ denotes p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A10: US Monetary Policy and Leader Survival in the Developing World

Leader Failure

Probit OLS

(1) (2) (3) (4)
Federal Funds Rate 0.031∗∗ 0.048∗∗∗ 0.005∗ 0.008∗∗

(0.014) (0.015) (0.003) (0.003)
Democracy 0.033∗∗∗ 0.035∗∗∗ 0.006∗∗∗ 0.006∗∗∗

(0.007) (0.007) (0.002) (0.002)
Commodity Price Index -0.001 -0.001 -0.000 0.000

(0.001) (0.002) (0.000) (0.000)
GDPpc (Ln) -0.065∗ -0.030 -0.023 -0.008

(0.036) (0.052) (0.021) (0.033)
Population (Ln) -0.027 0.025 -0.078 -0.164∗∗

(0.036) (0.033) (0.054) (0.078)
GDP Growth (%) -0.018∗∗∗ -0.022∗∗∗ -0.004∗∗∗ -0.004∗∗∗

(0.006) (0.007) (0.001) (0.001)
Trade (% of GDP) -0.001 -0.001 -0.000 -0.000

(0.001) (0.001) (0.000) (0.000)
Aid and Remittances (% of GDP) 0.004 -0.000

(0.003) (0.001)
BIT Signing -0.091∗∗∗ -0.015∗∗∗

(0.025) (0.004)
Civil War 0.080 0.054∗

(0.114) (0.029)
Observations 3,925 2,941 3,928 2,941
Countries 121 115 121 115
Region FE X X
Country FE X X
Cubic Time Poly. X X X X

Notes: Dependent variable equals 1 if there is a leader failure that year, 0 otherwise. All models
include an executive election year indicator as control. Clustered standard errors at the country
level in parentheses. ∗ denotes p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.

A16



Table A11: Mexican Municipalities - Summary Statistics

Variable Mean Std. Dev. Min. Max. N
Public Employment Spending (Ln) 5.916 0.977 0.362 9.117 21926
Public Employment Spending (per cap) 560.906 594.098 0.436 9110.52 21926
Municipal Debt (Ln) 13.183 2.484 0.507 21.295 15022
Transfers (Ln) 9.381 1.256 0.298 14.553 21941
Tax Revenue (Ln) 13.242 2.303 2.897 20.692 21941
Population (Ln) 9.781 1.375 4.639 14.339 21941
Commodity Price Index 143.149 47.558 96.375 256.033 21941
Agricultural Production Value (Ln) 9.826 2.974 0 15.751 18630
Public Investment (Ln) 9.419 2.185 0 19.768 10720
Teachers (Ln) 3.649 1.256 0 8.290 21269
Medical Personnel (Ln) 2.748 1.475 0 8.642 20833
Education Index 0.008 0.946 -11.214 3.232 21617
Health Index 0.037 0.937 -3.008 4.352 21201
Development Index 0.032 0.728 -3.823 2.591 21629
PAN Incumbent 0.17 0.375 0 1 21941
PRI Incumbent 0.676 0.468 0 1 21941
PRD Incumbent 0.116 0.32 0 1 21941
PAN-PRD Incumbent 0.009 0.092 0 1 21941
Pres. Elections 0.197 0.398 0 1 21941
Congressional Elections 0.37 0.483 0 1 21941
Gob. Elections 0.423 0.494 0 1 21941
An observation is a municipality and year.
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Table A12: US Monetary Policy, Municipal Debt, and Patronage Spending in Mexican
Municipalities: Robustness to Different Operationalization of Patronage

Public Employment Spending (per capita)

OLS 2SLS

(1) (2) (3) (4) (5) (6)
Federal Funds Rate -23.74∗∗∗ -24.69∗∗∗ -22.71∗∗∗

(4.91) (4.40) (4.69)
Municipal Debt (Ln) 325.78∗∗∗ 334.03∗∗∗ 329.54∗∗

(88.44) (104.85) (128.02)
Transfers (Ln) 14.09 12.99 7.30 -159.68∗∗ -166.18∗∗ -152.37∗∗

(11.64) (12.80) (13.70) (75.88) (77.95) (65.21)
Tax Revenue (Ln) 15.78∗∗∗ 21.01∗∗∗ 37.34∗∗∗ 4.74 10.34 33.73∗∗

(6.06) (5.97) (7.49) (12.84) (12.26) (13.82)
Population (Ln) -652.25∗∗∗ -700.28∗∗∗ -609.19∗∗∗ -848.88∗∗∗ -915.72∗∗∗ -848.16∗∗∗

(85.47) (87.38) (99.40) (147.58) (168.33) (182.85)
Commodity Price Index 1.54∗∗∗ 1.61∗∗∗ 1.58∗∗∗ 1.97∗∗∗ 1.99∗∗∗ 1.80∗∗

(0.40) (0.36) (0.39) (0.72) (0.70) (0.80)
Agr. Prod. Value (Ln) 9.51∗∗ 29.63∗∗

(4.06) (11.78)
First Stage
Federal Funds Rate -0.075∗∗∗ -0.078∗∗∗ -0.073∗∗∗

(0.018) (0.021) (0.022)
Kleibergen-Paap F-stat 18.06 14.15 11.44
Observations 21,934 21,934 18,620 14,984 14,984 12,634
Municipalities 1,705 1,705 1,686 1,645 1,645 1,556
R-squared 0.56 0.57 0.55
Party/Electoral Vars. X X X X
Municipality FE X X X X X X
Cubic Time Poly. X X X X X X

Notes: Clustered standard errors at the municipality and year level in parentheses. ∗ denotes
p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A13: US Monetary Policy, Municipal Debt, and Patronage Spending in Mexican
Municipalities: Robustness to Different Specifications

Public Employment Spending (Ln)

OLS 2SLS

(1) (2) (3) (4) (5) (6)

Panel A: Controlling for 5-year period Fixed Effects
Federal Funds Rate -0.028∗∗∗ -0.028∗∗∗ -0.029∗∗∗

(0.002) (0.003) (0.003)
Municipal Debt (Ln) 0.468∗∗∗ 0.432∗∗∗ 0.517∗∗∗

(0.127) (0.134) (0.136)
Transfers (Ln) 0.045 0.044 0.016 -0.216 -0.198 -0.241∗∗

(0.039) (0.039) (0.029) (0.139) (0.129) (0.102)
Tax Revenue (Ln) 0.026∗∗∗ 0.027∗∗∗ 0.043∗∗∗ 0.008 0.011 0.040∗∗

(0.008) (0.008) (0.010) (0.018) (0.017) (0.020)
Population (Ln) -0.455∗∗∗ -0.468∗∗∗ -0.300∗∗∗ -0.769∗∗∗ -0.766∗∗∗ -0.709∗∗∗

(0.056) (0.054) (0.066) (0.156) (0.166) (0.170)
Commodity Price Index 0.000 0.000 0.000 0.003 0.003 0.002

(0.001) (0.001) (0.001) (0.004) (0.003) (0.003)
Agr. Produc. Value (Ln) -0.006 0.025∗∗

(0.005) (0.013)

Kleibergen-Paap F-stat 13.34 11.10 15.75
R-squared 0.80 0.80 0.78

Panel B: Controlling for State-specific time trends
Federal Funds Rate -0.012∗∗∗ -0.019∗ -0.019∗

(0.005) (0.010) (0.011)
Municipal Debt (Ln) 0.079∗∗ 0.108∗ 0.136∗

(0.040) (0.058) (0.079)
Transfers (Ln) 0.055∗∗ 0.055∗∗ 0.025 0.052 0.052 -0.047

(0.027) (0.028) (0.030) (0.032) (0.034) (0.042)
Tax Revenue (Ln) 0.011∗∗ 0.010∗∗ 0.015∗∗ 0.004 0.002 -0.001

(0.005) (0.005) (0.006) (0.008) (0.009) (0.012)
Population (Ln) -0.556∗∗∗ -0.555∗∗∗ -0.444∗∗∗ -0.579∗∗∗ -0.576∗∗∗ -0.432∗∗∗

(0.058) (0.059) (0.070) (0.081) (0.088) (0.105)
Commodity Price Index -0.001 -0.001 -0.001∗ -0.002∗∗∗ -0.002∗∗∗ -0.003∗∗∗

(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Agr. Produc. Value (Ln) 0.001 -0.000

Kleibergen-Paap F-stat 7.43 17.50 10.61
R-squared 0.89 0.89 0.87
Party/Electoral Vars. X X X X
Municipality FE X X X X X X
Cubic Time Poly. X X X X X X

Notes: Clustered standard errors at the municipality and year level in parentheses. ∗ denotes
p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A14: US Monetary Policy, Municipal Debt, and Patronage Spending in Mexican
Municipalities: Dynamics

Error Correction Model Newey-West Estimation

∆ Public Employment Public Employment
Spending (Ln) Spending (Ln)

OLS 2SLS

(1) (2) (3) (4) (5)
Employment Spendingt−1 -0.779∗∗∗ -0.760∗∗∗

(0.012) (0.014)
Federal Funds Ratet−1 -0.011∗∗∗ -0.010∗∗∗ -0.082∗∗∗ -0.031∗∗∗

(0.002) (0.003) (0.004) (0.003)
∆ Federal Funds Rate -0.017∗∗∗ -0.019∗∗∗

(0.001) (0.002)
Municipal Debtt−1 (Ln) 0.434∗∗∗

(0.086)
Transferst−1 (Ln) 0.157∗∗∗ 0.129∗∗∗ 0.668∗∗∗ 0.494∗∗∗ 0.157∗∗

(0.019) (0.019) (0.021) (0.022) (0.076)
∆ Transfers (Ln) 0.160∗∗∗ 0.151∗∗∗

(0.020) (0.021)
Tax Revenuet−1 (Ln) 0.061∗∗∗ 0.082∗∗∗ 0.143∗∗∗ 0.129∗∗∗ 0.081∗∗∗

(0.007) (0.008) (0.005) (0.004) (0.014)
∆ Tax Revenue (Ln) 0.066∗∗∗ 0.089∗∗∗

(0.007) (0.009)
Populationt−1 (Ln) -0.484∗∗∗ -0.346∗∗∗ -0.775∗∗∗ -0.654∗∗∗ -0.768∗∗∗

(0.037) (0.048) (0.013) (0.015) (0.029)
∆ Population (Ln) -1.115∗∗∗ -0.648∗∗∗

(0.184) (0.178)
Commodity Price Indext−1 -0.002∗∗∗ -0.002∗∗∗ 0.001∗∗∗ 0.001∗∗∗ 0.002∗∗∗

(0.000) (0.000) (0.000) (0.000) (0.000)
∆ Commodity Price Index -0.002∗∗∗ -0.002∗∗∗

(0.000) (0.000)
Agr. Prod. Valuet−1 (Ln) -0.007∗∗∗ -0.015∗∗∗ -0.000

(0.001) (0.002) (0.005)
∆ Agr. Prod. Value (Ln) -0.011∗∗∗

(0.002)
Observations 21,699 18,350 21,941 18,630 12,713
Party/Electoral Vars. X X X
Municipality FE X X X X X
Cubic Time Poly. X X X X X

Notes: Clustered standard errors at the municipality and year level in parentheses in Columns 1
and 2. Newey-West standard errors with first-order autocorrelation structure in parentheses in
Columns 3-5. ∗ denotes p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A15: Political Alignment, US Monetary Policy, and Patronage Spending: Dif-
ferent Operationalization

Public Employment Spending (per capita)

All States PRI State Non-PRI State

(1) (2) (3) (4) (5) (6)

Party Alignment × Fed -59.736∗∗∗ -36.530 -128.427∗∗∗ -122.882∗ -11.937 39.169
(20.638) (42.093) (32.050) (74.127) (18.371) (52.912)

Observations 1,545 778 857 422 688 356
Interval [−5; 5] [−2.5; 2.5] [−5; 5] [−2.5; 2.5] [−5; 5] [−2.5; 2.5]
State FE X X X X X X
Year FE X X X X X X

Notes: Clustered standard errors at the municipality and year level in parentheses. ∗ denotes
p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.

Table A16: Validity of the RD Design: Placebo Tests

Population (Ln) Tax Revenue (Ln) Agr. Prod. Value (Ln)

(1) (2) (3) (4) (5) (6)

Party Alignment × Fed 0.052 0.086 0.045 0.026 0.123∗ 0.015
(0.040) (0.064) (0.061) (0.091) (0.064) (0.126)

Observations 1,557 781 1,771 879 1,809 889
Interval [−5; 5] [−2.5; 2.5] [−5; 5] [−2.5; 2.5] [−5; 5] [−2.5; 2.5]
State FE X X X X X X
Year FE X X X X X X

Notes: Clustered standard errors at the municipality and year level in parentheses. ∗ denotes
p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.
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Table A17: Political Alignment, US Monetary Policy and Public Good Outcomes

Public Number of Medical
Panel A Investment (Ln) Teachers (Ln) Personnel (Ln)

(1) (2) (3) (4) (5) (6)

Party Alignment × Fed 0.059 0.041 0.021 0.024 0.053 0.047
(0.080) (0.154) (0.029) (0.050) (0.036) (0.065)

Observations 849 410 1,721 847 1,705 836
Development Education Health

Panel B Index Index Index

(1) (2) (3) (4) (5) (6)

Party Alignment × Fed -0.008 -0.019 0.025 0.035 0.061∗ 0.044
(0.016) (0.035) (0.025) (0.042) (0.033) (0.044)

Observations 1,745 858 1,751 860 1,727 850
Interval [−5; 5] [−2.5; 2.5] [−5; 5] [−2.5; 2.5] [−5; 5] [−2.5; 2.5]
State FE X X X X X X
Year FE X X X X X X

Notes: Clustered standard errors at the municipality and year level in parentheses. ∗ denotes
p < 0.1, ∗∗ denotes p < 0.05, ∗∗∗ denotes p < 0.01.
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Figure A1: Probability of September 2016 Fed rate hike: Dec 2015 - June 2016
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Figure A2: Probability of September 2016 Fed rate hike: 06 Sep 2016 - 09 Sep 2016
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Figure A3: US Federal Funds Rate and Public Employment in the Developing World since
1970
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Figure A4: US Federal Funds Rate and Public Employment in the Developing World since
1960
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Figure A5: US Federal Funds Rate and Changes in Median Public Employment
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