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1 Introduction

The coronavirus disease (COVID-19) outbreak emerged in Wuhan, China, in December
2019 and persisted globally. The outbreak was declared to be a pandemic by the World
Health Organization (WHO) on March 11, 2020, and spread globally causing more than
182 million cases and about 4 million deaths as of the end of June 2021 (WHO, June 29,
2021).

The COVID-19 pandemic has direct adverse effects on the economy. Infected workers
who are isolated or hospitalized cannot join the workforce. Furthermore, uncertainty
about the progress of the outbreak leads citizens to withdraw from economic activity. In
addition to these direct effects, the non-pharmaceutical measures adopted by governments
(i.e., travel bans, city lockdowns) to slow down the spread of the virus have contributed to
economic inactivity by limiting human mobility and business operations (Atkeson, 2020;
Eichenbaum et al., 2020). Consequently, the COVID-19 pandemic and associated public
health controls have disrupted supply chains, halted economic activity in many sectors,
and led to mass unemployment. Governments have adopted economic stimulus packages
to mitigate these negative consequences and sustain public welfare (Gourinchas, 2020).
These packages usually consist of monetary, fiscal, and exchange rate policies and show
wide variation across countries concerning their size and scope.

In this study, we investigate whether countries’ level of democracy has any effect on the
fiscal policies adopted by governments in response to COVID-19. Given the current state
of the literature, this is an important question to ask and worth investigating. On the one
hand, one would expect democratic states to be more generous in introducing economic-
stimulus packages in the case of a pandemic. Previous studies have shown that democratic
states with accountable institutions respond more aggressively to disasters and crises (Noy
and Nualsri, 2011). Having democratic institutions strengthens incentives for governments
to be responsive (Besley and Burgess, 2002), and consequently, these governments become
more effective in reaching out to people in need (Acemoglu and Robinson, 2006). In
addition, non-democratic or less democratic countries are usually run by a small group
of political elites who provide wealth to themselves rather than the larger population;
thus, these countries tend to provide less public goods (Olson, 1993). On the other hand,
one might expect non-democratic governments to introduce larger economic packages in
the case of a pandemic. Since adverse social events with catastrophic consequences for
public welfare may lead to unrest and resistance, ruling elite in non-democratic states
may engage in economic concessions to prevent social and political unrest (Acemoglu and
Robinson, 2001). The COVID-19 pandemic and associated economic responses provide
a setting where we can investigate whether countries’ democracy level has any effect
on the extent of their policy responses to an exogenous negative event. Although the
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effect of countries’ democracy level on public health measures against COVID-19 has
been discussed elsewhere (Frey et al., 2020), no research has yet looked at democracy’s
effect on fiscal measures. Using a novel cross-country dataset consisting of countries’ fiscal
policies during the pandemic, we examine whether democratic countries introduced larger
stimulus packages and how their response evolved.

Overall, our results suggest that more democratic countries adopted a substantially
larger fiscal-policy package expressed in % GDP. Additionally, the gap between democratic
and autocratic countries’ fiscal response increased over time. Our regressions with different
measures of democracy, including three different measures from the Polity5 Project and
the democratic-accountability index of the International Country Risk Guide, as well as
instrumental-variable estimations also show that this relationship is robust and causal.

Our paper also connects to the literature on the cyclicality of fiscal policy, which
includes, for example, Lane and Tornell (1998), Talvi and Vegh (2005), Alesina et al.
(2008), Cicek and Elgin (2011), and Vegh and Vuletin (2014). The general finding in
this literature is that whether fiscal policy is countercyclical (i.e. being contractionary
in booms and expansionary in busts) or not as well as the degree of countercyclicality
varies significantly across countries. Remarkably, the literature identified several factors,
including some political ones, such as democracy and control for corruption as in Alesina
et al. (2008) that prevent governments to follow countercyclical policy. Our paper also
contributes to this literature as it identifies a political factor that affects the (in)ability
of governments to design and apply an expansionary policy during the downturn brought
by the pandemic.

Moreover, our paper is related to the literature that analyzes the effects of democracy
on government spending. For example, Plumber and Martin (2003) argue that level of
democracy has a U-shaped relation with the government share of GDP. On the other hand,
using cross-country data, Mulligan et al. (2004) do not find any relationship between the
level of democracy and overall government spending or tax revenue. Similarly, using panel
data from developing countries, Profeta et al. (2013) show that democracy does not have
a robust relationship with government spending and tax revenues. However, contrary to
our paper, these papers do not focus on the periods of natural disasters, health crises, or
economic downturns, per se.

The rest of the paper is organized as follows: The following section includes a descrip-
tion of our data sources and our estimation methodology. Section 3 presents regression
results. Finally, Section 4 provides some concluding remarks.
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2 Data and Methodology

2.1 Data Sources

Data on countries’ fiscal policies are retrieved from the COVID-19 Economic Stimulus
Index (CESI) constructed by Elgin et al. (2020). This panel dataset, which has both
a cross-country and time-series dimension, includes total fiscal measures (coded as a
percentage of GDP) adopted by 168 countries throughout the pandemic. The first version
of the dataset was made public on March 25th, 2020. The dataset has been regularly
updated, and the final version, Version-14, was released on November 20th, 2020.1

To measure the degree of democratization in different countries, we use several dif-
ferent measures to improve the robustness of our findings. Our benchmark measure is
the Polity indicator from the Polity5 Project which is also employed, for example, by
Acemoglu et al. (2019). The main purpose behind this index is to place autocratic and
democratic characteristics on a single dimension, seeing them as alternatives or oppo-
sites. This indicator is constructed on a 21 point scale, ranging from -10 (most autocratic
and least democratic) to 10 (least autocratic and most democratic). Moreover, to es-
tablish robust results, we use three alternative measures of democracy. These are the
democratic-accountability index from the International Country Risk Guide (ICRG), the
institutionalized-democracy indicator of Polity5 and yet another one from the same source,
the executive-constraints indicator. The democratic-accountability index is a measure of
how responsive government is to its people and ranges from 1 (least democratic) to 6
(most democratic). Institutionalized democracy, employed by Mulligan et al. (2004),
measures the democratic characteristics of a country seeing autocratic and democratic el-
ements to be able to exist together in a regime, as opposed to the Polity index. It ranges
from 0 (weakest democracy) to 10 (strongest democracy). The executive-constraints mea-
sure of Polity5, which is employed by Besley et al. (2016), focuses on a specific aspect
of democracies—namely, the level of constraints on the chief executive’s decision-making
power. It ranges from 1 (unlimited authority) to 7 (executive parity or subordination).
While under unlimited authority there is no constraints on the executive’s actions, un-
der executive parity accountability groups have an authority on most activities at least as
much as the executive. As expected all four measures are highly correlated with each other
ranging from 0.80 to 0.97. In our analysis, we use all democracy measures normalizing
between 0 and 1.

Following Elgin et al. (2020) we control for several variables that might be associ-
ated with the size of the fiscal packages. Since richer countries generally adopted larger

1Dates for the remaining versions are as follows: Version-2 April 9th, Version-3 April 16th, Version-4 April
23rd, Version-5 May 7th, Version-6 May 21st, Version-7 June 4th, Version-8 June 18th, Version-9 July 1st,
Version-10 July 16th, Version -1 August 14th, Version-12 September 10th, and Version-13 October 8th.
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packages, we control for real GDP per capita. Moreover, as for the public-health and
pandemic-related variables, we control for the infection rate and death rate, defined by
the ratio of total COVID-19 cases and deaths to population, respectively, as well as the
median age and population density. We also control for total health expenditures (as
% of GDP) since it can measure how good the country’s health system or how healthy
the people are. As for economic indicators, we control government expenditures, tax
revenues, and public debt, all measured as % of GDP, as well as Fitch country credit
ratings. We control for these measures because governments with high spending prior to
the pandemic may have a tendency to allocate larger resources to support the economy,
and countries with a high tax revenue may have larger resources. On the one hand, for the
public debt, countries with higher debt levels may avoid borrowing more and so allocate
a lower amount of fiscal resources for the economy. On the other hand, they may be
borrowing more easily and reach a larger amount of resources. Similarly, countries with a
high credit rating can borrow at a low cost and reach credits more easily. So, they can al-
locate larger resources for the economy. We also include dummies for six different country
groups, namely OECD-EU, Latin American and Caribbean, MENA, Sub-Saharan Africa,
post-socialist transition economies, and Australia and Asia, among our regressors. For
governments’ public-health policies, we use measures developed by Hale et al. (2020) or
the Stringency Index built by the same authors using these measures.2

Because several independent variables, particularly democracy level and GDP per
capita might be endogenous, in addition to the OLS estimations, we adopt an instrumental
variable (IV) estimation strategy. To this end, inspired by Barro (1996), we use the
five-year lagged democracy level and total primary-school achievement, taken from the
World Bank, as instruments for the democracy level. We assume that the democracy
level in a country is affected by its lagged value and the population’s total primary-
school achievement but these variables do not directly affect fiscal-policy response.3 As
instruments for GDP per capita, we use standard variables in the literature, namely legal
regime type (see Estrin and Mickiewicz, 2012).

Table 1 presents descriptive summary statistics of all variables used in the empirical
analysis. For all variables, we use the most recent available data from corresponding
sources.

In Figure 1, categorizing countries into four groups, we first look at the data to un-
derstand how the fiscal stimulus index has evolved for different democracy levels. As seen

2Specifically, the public-health policies that we use are school closing, workplace closing, canceling of public
events, restrictions on gatherings, closing of public transport, stay at home requirements, restrictions on in-
ternal movement, international travel controls, public information campaigns, testing policy, contact tracing,
emergency investment in healthcare, investment in vaccines, facial coverings, vaccination policy, and protection
of elderly people.

3A similar approach is also used by Rodrik (1999) when investigating the effect of democracy level on wages.
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Table 1: Descriptive Summary Statistics

Mean Std. Dev. Min. Max. Source Obs.
Democracy Measures
Polity 0.72 0.30 0.00 1.00 Polity5 Project 2156
Democratic Accountability 0.70 0.24 0.08 1.00 ICRG 1862
Constraint on the Executive 0.76 0.27 0.14 1.00 Polity5 Project 2156
Institutionalized Democracy 0.60 0.37 0.00 1.00 Polity5 Project 2156
Policy Measures
Fiscal Stimulus (% GDP) 4.53 5.57 -12.8 42.2 Elgin et al. (2020) 2350
Control Variables
Real GDP per capita (000 USD) 14.77 20.03 0.02 110.74 World Development Indicators 2296
Health Expenditures (% GDP) 6.50 2.49 2.27 17.06 World Development Indicators 2268
Stringency Index of Public Health Policies 66.85 20.53 8.33 100 Hale et. al. (2020) 2182
Government Expenditures (% GDP) 15.99 5.29 3.59 37.67 World Development Indicators 2212
Infection Rate (%) (in millions) 3317 22810 0.00 943113 Johns Hopkins University 2125
Death Rate (%) (in millions) 152.7 11248.1 0.00 26044.9 Johns Hopkins University 2125
Government Stringency 66.85 20.53 8.33 100 Oxford COVID-19 Tracker 2182
Tax Revenues (% GDP) 17.11 6.31 0.05 34.11 World Development Indicators 1652
Public Debt (% GDP) 57.39 34.81 0.05 232.5 International Monetary Fund 2338
Population Density (in thd) 243.46 843.15 1.98 7915.7 OWID 2310
Median Age 30.67 9.16 15.1 48.2 OWID 2296
Fitch Country Rating 56.09 25.48 20 100 Tradingeconomics 1540

Std. Dev. is the standard deviation, Min is the minimum value of the observations, Max is the maximum value of the
observations, Obs. is the number of observations.

Figure 1: Polity and Fiscal Response Over Time
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in the figure, in general, countries with a higher democracy level have been providing a
larger fiscal package to support the economy in response to COVID-19. However, the
index of countries with a low democracy level is above the one with a low-middle level of
democracy at certain times, except at the end. When we look at the overtime evolution of
indices, we see that the difference between the fiscal indices has increased among different
democracy levels to the advantage of more democratic countries. This is also apparent
at the end when the low-middle democracy group surpasses the low democracy group by
September 20, 2020.

2.2 Methodology

In our benchmark regressions we estimate the following equation using heteroskedasticity-
consistent ordinary least squares estimator:

Fiscali,t = α0 + α1DEMi + αj

∑
j

Xji + αk

∑
k

Zki,t + γt + εi,t

Here, for country i, Fiscali,t denotes the fiscal-policy response at time t, DEMi denotes
the measure for democracy which does not change over time in our sample, Xji denotes
a control variable that is constant over time, Zki,t denotes a control variable that changes
over time, γt is the time-fixed effect, and εi,t is the error term.

On top of our benchmark regressions, we use an IV estimation strategy to control for
the potential endogeneity of democracy and GDP per capita. In this regard, we use the
two-stage least squares estimator. For all IV estimations, we also report the test results
for over- and under-identifying restrictions.

3 Results

In this section, we discuss the relation of democracy with fiscal-policy response to COVID-
19 using the data and empirical methodology introduced in the previous section. We first
present our OLS results to investigate the association of democracy with fiscal policy and
then our IV results to interrogate if democracy has any causal effect.

3.1 OLS Estimations

We present our benchmark OLS results in Table 2. Here, our main variable of interest is
Polity, which measures the level of democracy. In all columns, the estimation equation
includes time dummies. In consecutive columns, we control for GDP per capita, infection
rate, death rate, and public-health policies. Additionally, we control for government final
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consumption expenditures, current health expenditures, total tax revenues, public debt,
and Fitch credit rating measured prior to the pandemic. Except the last three, all columns
include region dummies. Lastly, while the first eight regressions covers all the countries
in our sample, Column 9 includes only developing countries and Column 10 only the
developed.

As seen in the table, Polity is highly significant and positively associated with fiscal
response in all columns. Besides, Column 8 shows this result continues to hold when we
exclude region dummies. Additionally, as seen in Columns 9 and 10, while the coefficient
of Polity gets lower when we focus on developing countries, it gets higher when we con-
centrate on developed countries. To understand the strength of the association between
democracy and fiscal response we focus on Column 2 where we control for GDP per capita.
According to our estimates in this regression, at the median of all non-regional variables,
a 0.1 unit increase in Polity is associated with an average of 7.29% increase in fiscal policy
response across the regions. At the 0.25th percentile of GDP per capita the increase in
fiscal response is 9% and at the 0.75th percentile of GDP per capita it is 4.78%. So, in
poorer countries, an increase in the democracy level is associated with a larger increase
in fiscal response.

The positive association we have between the democracy level and the fiscal-policy
response is in line with the result of Besley and Burgess (2002), which find a similar
relation between democratic institutions and food distribution by state governments in
India after a natural disaster. Departing from their theory, we can explain our result with
the fact that democracies develop political accountability. Specifically, if the incumbent
politicians do not respond to citizens’ needs, in strong democracies it is easier for the
citizens to replace them with the new politicians. Thus, a higher democracy level gives a
stronger incentive to governments for supporting the economy in response to the COVID-
19 crisis. However, in autocracies the governments can keep their power despite of their
poor performance in responding to people’s needs. So, as autocracy gets deeper the
incumbents’ incentive to give an effort to support the economy in response to the COVID-
19 crisis gets weaker.

.
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In our results, fiscal response is positively associated also with country credit rating
and public debt, which shows that countries that can borrow easily and cheaply are able
to provide a larger fiscal stimulus for the economy. These results are similar to Benmelech
and Tzur-Ilan (2020). Additionally, fiscal response increases with tax revenues showing
that governments with larger resources are able to give a stronger fiscal response to the
pandemic. Lastly, both population density and median age have a significant and positive
relation with fiscal response. This can be because in countries with a high population
density and median age the pandemic can have more severe health effects leading to
stronger economic slowdowns. Thus, these countries may need to give a stronger fiscal
response to the economic crisis induced by COVID-19.

3.1.1 Robustness Checks

In Table 3, to check the robustness of our result regarding the relation of democracy with
fiscal-policy response, we present our OLS estimation results using different democracy
measures. In the first column, we measure democracy with Democratic Accountability
of ICRG dataset; in the next column, with the Institutionalized Democracy indicator
of Polity5 following Mulligan et al. (2004); and in the last column, with the Executive
Constraints index of Polity5 dataset as in Besley et al. (2016). In all indices, a higher
value corresponds to a stronger democracy.

As seen in the table, the democracy measure remains significant at 1% level with a
positive coefficient in all specifications. So, all measures indicate that democracy has a
positive relation with fiscal response to COVID-19.

3.1.2 Interaction Effects

Next, we ask how the association of democracy with fiscal-stimulus packages has evolved
over time. To answer this question, instead of time fixed effects, we use time trends in
our regressions.

We present these results in Table 4. As seen in the first column of the table, the
fiscal response is significantly and positively associated with democracy and time. The
positive coefficient of time shows that countries strengthened their fiscal responses since
the beginning of the pandemic. In Column 2, to understand how time effect differs among
democracies, we control for democracy and time using their interaction Polity × Time.
As seen in the table, the interaction term is positively associated with the fiscal response
at the 1% significance level. The first implication of this result is that for any given
democracy level, time has increased countries’ fiscal response. The second implication
of the result is that the time effect is stronger at higher democracy levels. Thus, the
difference in fiscal response between democracies and autocracies has increased over time.

10

Electronic copy available at: https://ssrn.com/abstract=3883053



Table 3: OLS Estimations for Robustness Checks

(1) (2) (3)
VARIABLES Fiscal Fiscal Fiscal

Democratic Accountability 1.94***
(0.55)

Real GDP per capita -0.02 -0.03* -0.03*
(0.01) (0.01) (0.01)

Infection Rate -11.28*** -11.55*** -11.25***
(2.65) (2.69) (2.65)

Death Rate 660.45*** 700.58*** 672.75***
(91.88) (92.53) (91.26)

Median Age 0.05*** 0.06*** 0.05**
(0.02) (0.02) (0.02)

Population Density (in thd) 0.71*** 0.85*** 0.89***
(0.14) (0.13) (0.13)

Fitch Country Rating 0.13*** 0.13*** 0.13***
(0.01) (0.01) (0.01)

Tax Revenue (% GDP) 0.04** 0.05*** 0.05***
(0.02) (0.02) (0.02)

Public Debt (% GDP) 0.03*** 0.03*** 0.03***
(0.00) (0.00) (0.00)

Democracy 1.99***
(0.38)

Executive Constraints 3.16***
(0.47)

Constant -4.77*** -4.78*** -5.64***
(1.45) (1.37) (1.31)

Public Health Policies Yes Yes Yes
Time Fixed Effects Yes Yes Yes
Region Fixed Effects Yes Yes Yes

Observations 1,132 1,188 1,188
R-squared 0.69 0.69 0.70

Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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This result can be seen more clearly in Figure 2. In the figure, we give the predicted
fiscal-response index calculated using the coefficients in Column 2 of Table 4 at the me-
dian of all non-dummy variables. As seen in the figure, the disparity in fiscal response
among different democracy levels have been increasing over time. Thus, connecting our
result with the theory of Besley and Burgess (2002), we can state that countries with a
more powerful accountability mechanisms have been extending their fiscal packages more
strongly as they recognize that the pandemic will continue for a long time.

Figure 2: Polity and Predicted Fiscal Response Over Time

3.2 IV Estimations

The main question is whether democracy increases fiscal-policy response, or the positive
relation between them is due to some omitted variables that affect both of them posi-
tively. A similar concern also arises for the relation of GDP per capita with the fiscal
response. To answer these questions, we use an IV approach. For this purpose, we need
variables that are correlated with democracy and GDP per capita but uncorrelated with
fiscal policy response—namely, instrumental variables. As an instrument for democracy,
inspired by Barro (1996), we use total primary-school attainment and five-year lagged
value of democracy.4 For GDP per capita following the literature, we use British legal
origin as an instrument. We argue that our instruments for democracy are highly cor-

4A similar approach is also employed by Rodrik (1999).
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Table 4: OLS Estimations with Interaction Effects

(1) (2)
VARIABLES Fiscal Fiscal

Polity 2.80***
(0.41)

Time 0.34***
(0.04)

Real GDP per capita -0.03* -0.03*
(0.01) (0.01)

Infection Rate -12.24*** -12.24***
(2.56) (2.56)

Death Rate 702.33*** 689.96***
(93.48) (93.93)

Median Age 0.06*** 0.07***
(0.02) (0.02)

Population Density (in thd) 0.88*** 0.90***
(0.13) (0.13)

Fitch Country Rating 0.13*** 0.12***
(0.01) (0.01)

Tax Revenue (% GDP) 0.05*** 0.05***
(0.02) (0.01)

Public Debt (% GDP) 0.03*** 0.02***
(0.00) (0.00)

Polity x Time 0.40***
(0.03)

Constant -5.56*** -3.47***
(1.29) (1.31)

Public Health Policies Yes Yes
Region Fixed Effects Yes Yes

Observations 1,188 1,188
R-squared 0.69 0.70

Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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related with a country’s current level of democracy, but it does not directly affect the
country’s fiscal policy response to COVID-19. Similarly, we assume that a country’s legal
origin is associated with its GDP per capita but does not directly affect its fiscal-policy
response to COVID-19.

We present our IV estimation and test results for the relevancy and exogeneity of our
instruments in Table 5. Each column of the table uses a different measure of democracy.
As indicated by the p-values associated with the J-test and the under-identification test
we cannot reject the exogeneity of our instruments. The F-tests associated with the first
stage regressions are also supportive for the relevancy of our instruments. Additionally,
in all columns, democracy has a positive coefficient significant at 1% level. So, our IV
estimations indicate that democracy increase governments’ fiscal response to COVID-19.
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Table 5: IV Estimations

(1) (2) (3) (4)
VARIABLES Fiscal Fiscal Fiscal Fiscal

Polity 2.39***
(0.42)

Real GDP per capita 0.16*** 0.16*** 0.14*** 0.18***
(0.03) (0.03) (0.03) (0.04)

Infection Rate 95.57** 86.78** 100.49** 86.73**
(40.26) (41.75) (41.96) (43.50)

Death Rate -2,932.06*** -2,871.32*** -2,941.86*** -2,821.26**
(1,128.40) (1,087.56) (1,131.83) (1,195.05)

Stringency Index of Public Health Policies -0.01 -0.01 -0.01 -0.00
(0.01) (0.01) (0.01) (0.01)

Democratic Accountability 3.42***
(0.62)

Democracy 2.10***
(0.44)

Executive Constraints 2.74***
(0.47)

Constant -1.90*** -2.19** -1.17* -2.35***
(0.64) (0.88) (0.63) (0.67)

Time Fixed Effects Yes Yes Yes Yes
Region Fixed Effects Yes Yes Yes Yes

Observations 1,245 1,133 1,245 1,231
R-squared 0.52 0.50 0.52 0.50

Hansen J statistic (p-value) 0.13 0.12 0.10 0.31
Underidentification test (p-value) 0.00 0.00 0.00 0.00
First stage F-test (p-value) 0.00 0.00 0.00 0.00

Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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4 Concluding Remarks

The COVID-19 pandemic has direct adverse effects on the economy in several different
ways. For instance, infected workers who are isolated or hospitalized cannot join the
workforce, which has both supply and demand-side implications. Furthermore, the psy-
chological effect of the pandemic leads to withdrawal from economic activity by agents
who prefer to adopt the “wait and see” approach. Elgin et al. (2020) conducted a com-
prehensive review of different economic policy measures adopted by 168 countries as a
response to the COVID-19 pandemic and created an extensive database including fiscal
measures.

In this paper, we investigated the relationship between the level of democracy and
fiscal-policy responses to the economic crisis induced by the COVID-19 pandemic. Our
results show that more democratic countries adopted a substantially larger fiscal-policy
package (in % GDP). Moreover, our instrumental variable estimations and regressions with
different measures of democracy also indicate support for a robust relationship between
a higher level of democracy and a larger fiscal stimulus package size. This suggests
that the level of democracy strongly influences the (in)ability of governments to conduct
countercyclical fiscal policy.

Further research is needed to investigate the mechanisms that associate higher levels
of democracy with larger fiscal-policy responses.
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