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While government-funded subsidies vary across cmsitthey also vary within
countries. In a given nation, governments oftemdpaore on subsidies for some sectors than
others. The variation in subsidies across sectos country can be explained, in part, by
economic geography. Different sectors have diffeemployment patterns; some sectors’
employees are more geographically concentrateddtiers. The geographic distribution of a
sector's employees influences government spendingubsidies for the sector. Governments
spend more on geographically diffuse sectors thraoamcentrated sectors in closed-list PR
systems, as illustrated in Chapter 6. In this wesgnomic geography helps to explain the
variation in government-funded subsidies acros®sgwvithin countries.

While subsidies vary across sectors within coustrtbey also vary across regions.
Governments frequently spend more on subsidiesrtegegions than others. In Norway, for
example, the government spent 15 times more momeylosidies to producers in the northern
region of Troms than the western region of Rogal&ahilarly, the government of Belgium
spent €2,600 per person on subsidies for one cant@08 but nothing on subsidies for
another canton that same year. In France, the gaoent funded subsidies for wine makers in
the Cognac region worth €1,524 per hector but dedlito make these subsidies available to
producers in other regions (see Chapter 5).

Even controlling for the geographic distributionefonomic activity, subsidies vary
across regions in a country. In 2012, for exantpke Norwegian government spent 309 krone
per manufacturing sector employee in the southegion of Vestfold. The government spent

eighteen times more per manufacturing employee shate year in the central region of



Oppland. In 2012, manufacturing subsidies to Opplequalled 5,523 krone per employee.
This example illustrates that subsidy spendingw@ag across regions within a country, even
controlling for the geographic distribution of erapées. An obvious question arises: why do
governments spend more money on subsidies for segiens than others controlling for
employment patterns?

Some regions receive more generous subsides thansdbecause of governments’
electoral incentives. In countries with more thare @lectoral district, governments tend to
spend more money on subsidies for some electostials than others. As a result, subsidy
spending per employee varies across a countrycsoeld districts. Parties in government spend
more on subsidies for some electoral districts tithers to consolidate the electoral advantage
that helped them win office in the first place. Tdenerosity of government-funded subsidies
depends, in part, on the electoral competitivenéssgiven district:

District-level electoral competitiveness has beémdied extensively in plurality
countries. Yet, in countries with proportional ¢teal systems, scant attention has been paid

to the possibility that government parties spene@yaunevenly across a country in response

1 Although electoral competitiveness influencesdtsgribution of subsidies within a country,
it is less useful for explaining the cross-natioveiiation in subsidies because electoral
competitiveness is not a meaningful country-leveracteristic. Competitiveness varies
across districts within countries. Elections in godistricts are more competitive than others
and as a result it is difficult to construct a tregizally-relevant country-level measure of
electoral competitiveness. Measures of competiggemmust capture the difference in the
concept across varied types of electoral systeorstheése reasons, district-level electoral
competitiveness, while useful for explaining theiaigon in subsidies across districts within

a country, it is less useful for explaining theigaon in subsidies across countries.



to variations in district-level electoral compet@ness. Parties in proportional systems are
believed to have few incentives to target econdreitefits to select districts because all votes
are thought to be equally valuable. Every vote doefact, contribute to a party’'s electoral
success in proportional systems and when a sirggienal district is used to elect all of a
country’s legislators, all votes are equally valeablowever, most PR systems have more than
one district and when parties compete in multipdéritts with multiple seats, some votes will
be more valuable than others to certain partiesl &hparties will find it easier to win over
some voters than others given voters’ partisanogisipn. These facts raise the possibility that
parties competing in proportional systems may taegenomic benefits to select districts for
electoral gain.

In this chapter, | investigate the distributiorsabsidies across electoral districts via an
in-depth examination of subsidy spending in a &R country: Norway. Norway is a “least
likely” case for geographic targeting because dk$athe institutional attributes usually
associated with policy targeting (or pork-barrelitors). Norway, like other Nordic countries,
has a political system that is believed to be lyigbbkistant to particularistic policies (Tavits
2009) — namely a parliamentary system, with strpagies and party-centered elections.
Norwegian elections are held using proportionaésudnd de facto closed party lists. In this
context, few scholars expect policy targeting (Srti§§999, Denemark 2000, Crisp et al. 2004,

Morgenstern and Swindle 2005). Most scholars facusational level policies rather than on

2 For example, McGillivray’s empirical tests includely plurality countries, notably the US
and Canada. Her empirical tests do not extend todeRtries (McGillivray, 1997: 271,
McGillivray, 2004: 81). McGillivray herself writeSThe hypotheses for proportional

representation systems are not examined” (2004: 87)



local public goods when studying the electoraltetyigs of incumbent governments in PR
systems (Alesina, Roubini, and Cohen, 1997).

In contrast, | examine the possibility that goveemtparties disproportionality allocate
subsidies to select districts for electoral gairclosed list PR. Using novel subsidy data, |
calculate government spending on manufacturing idi#ss per manufacturing-sector
employee for each of Norway'’s 19 electoral dissitfind that subsidy spending per employee
is higher in districts where the largest governnpamty won a greater share of the votes in the
previous election, all else equal. This result &sgigthat parties competing in in closed-list PR
systems target economic benefits to “safe” didrict

Recall that in Chapter 6, | reported evidence gjusternments in Norway spend more
money on geographically diffuse sectors than orcentrated sectors. How can governments
spend more money on diffuse sectors and targetdsebselectively at the same time? The
two strategies are not mutually exclusive. Partigst-best strategy is to fund subsidies for
those sectors whose distribution of employees btasatches the geographic distribution of
the party’s supporters. In PR systems, parties itietage to become the largest party in
government will tend to have geographically diffissgport The distribution of employees
in geographically diffuse sectors is more likelynatch the geographic distribution of the
party’s supporters. As a result, the party’s fibgst strategy is to target sectors with
geographically diffuse employment. If, however, ecter's employees are imperfectly
distributed relative to a party’s supporters, thetyds second best option is to target subsidies
to safe districts. Even in this case, diffuse sscfwovide parties with the widest range of

options for geographic-targeting. A sector that kxyp people across the entire country, for

3 Parties with geographically concentrated suppsies unlikely to be the largest

government party in a multi-party proportional gyst



example, allows parties to selectively target bieméd any district via more (or less) generous
subsidies, as described later in this chapteritiege reasons, parties competing in closed list
PR systems with multiple electoral districts diggydionally fund subsidies for geographically
diffuse sectors and target subsidies to safe cistri

| supplement the quantitative results with qualiaevidence obtained from interviews
with government ministers and bureaucrats respta&bsubsidy programs in Norway. These
interviews confirm the importance of electoral pos for governments’ spending decisions.
The interviews also illustrate the mechanisms gowent parties use to target subsidies to
politically important areas. Both the quantitatimed qualitative evidence from this single-
country study confirm the importance of electonakintives for economic policy in democratic
countries.

Explaining within country variation

Within a given country, producers in some electaliatricts receive more generous
economic benefits than others. In Norway, for exiggmngovernment spending on subsidies per
employee are, on average, 15 times greater inattkarn district of Troms than in the western
district of Rogaland.The variation in subsidies across Norway'’s eletdistricts is illustrated
in Figure 7.1. Figure 7.1 reports average governsgending on manufacturing subsidies per
manufacturing sector employee from 2005-2012 faNgy’s 19 electoral districts. Norway’s
19 electoral districts correspond with the admmatste provincesfylker) and include the
municipal authority of Oslo, which isfglker in its own right. Figure 7.1 illustrates the key
guestion motivating this chapter: why do subsidiesy so significantly across electoral
districts within a given country?

[Insert Figure 7.1 about here]

4 Author’s calculations using data supplied by Inatian Norway.



| hypothesize that district-level electoral compeginess influences the distribution of
subsidies within democratic countries. In countrish multiple electoral districts, the
competitiveness of elections often varies acrosgidis® Some districts may be relatively
“safe” for a given party — that is a given partgde to win a large share of the district’s votes.
In contrast, other districts may be more competitor a given party — that is the party typically
runs neck-and-neck with a competing party in amidistrict. Parties know how competitive
they are in a given district by the number of I&gise seats they win in PR systems. In some
proportional systems, like Norway, parties alsodhascess to the protocols for the last election
that describe the precise calculations for howwvate translated into seats and report parties’
vote shares by distriét.

Variation in district-level electoral competitivesse may influence the geographic

distribution of subsidies within a countfyindeed, a large body of scholarship argues that

5> Competitiveness is often defined by a legislatarargin of victory (Fiorina 1973). In a
single-member district, the margin of victory isg&o calculate; it simply equals the number
of votes between the first and second place fimgsHa multi-member districts, calculating
any legislator’s “margin of victory” is far morefticult. Others define competitiveness for
different units of analysis. For example, Kaysett &mdstadt (2015) define competitiveness
or “electoral risk” as the expected probabilitytttiee plurality party in parliament loses its
seats plurality in the next election (p. 243). S&@m (1992) for a theoretical definition of
competitiveness.

® See, for example, www.stortinget.no/globalassdféifmstillinger/stortinget/2013-
2014/inns-201314-001.pdf.

" However, it is not clear what, if any, implicatititis observation may have for the cross-

national variation in subsidy spending



district-level competitiveness shapes distributpadicies and the geographic distribution of
economic rents. These arguments highlight the @lalcbenefits of supplying economic rents
to districts with varying levels of competiveneSsich arguments have been developed almost
exclusively in the context of plurality electorgissems with single-member districts.

In plurality systems, rents targeted to competitistricts may entail greater electoral
benefits than rents targeted to “safe” distrfcRoliticians running for office in competitive
districts have powerful incentives to work to eaach additional vote. Each further vote is
particularly valuable in a tight race. To this emstumbents in competitive districts will seek
to influence the geographic allocation of governtassistance. Directing benefits to their own
districts can increase their chances of winningcefby securing additional votes. In contrast,
politicians who command a “safe” margin feel lesgdh to chase after each additional vote.
Additional votes do not increase their chances iohmg office. Instead, they simply add to
an already large margin. As a result, incumbentsafie districts have few incentives to work
to secure economic benefits for their constitudnt&rance, for example, legislators who won
by larger margins were less likely to lobby for sultes for their wine-making constituents
(see Chapter 5). Given this pattern, subsidies atiér economic incentives may go
disproportionality to competitive districts in pality countries, like France. But what role, if
any, does competitiveness play in countries witdpprtional electoral rules?

Most countries around the world today use some fafrproportionality yet the effects
of electoral competitiveness in PR countries renaigely unknown. Two factors account for
the previous lack of attention to electoral contpatness in PR systems. First, the difficulty
of identifying “competitive” districts in multi-meber, multi-party PR systems makes

empirical research on the topic challenging. Secdmebretical models typically assume —

8 Although Cox and McCubbins (1986) argue that parteward loyal voters.



either explicitly or implicitly — that only one nah-wide electoral district exists in PR systems
(e.g. Persson and Tabellini 2003, McGillivray 200&yossman and Helpman (2005), for
example, model a proportional system with just oraion-wide legislative constituency. If
there is only one, nation-wide electoral distrtben by definition there is no within country
variation in electoral competitiveness. Yet, fewlreorld PR systems have just one nation-
wide district. Most PR countries have multiple, gephically-defined electoral districts that
encompass sub-segments of the country, like NorimajR countries with multiple electoral
districts, legislative seats are often awardedattigs based on their share of a district’s votes
— rather than their national vote share. The distevel allocation of seats raises the possibility
that some districts are relatively more competifmesome parties. In other words, district-
level electoral competitiveness may be an impoytgetitpreviously overlooked, feature of PR
systems with multiple electoral districts. | addrekis oversight here by investigating the
impact of electoral competitiveness on particutarisconomic policies in an archetypal PR
country: Norway.
Why Norway?
Norway provides a valuable case study for sevezabaons. First, Norway uses

proportional electoral rules to elect members atig@ment. To date, nearly all research on

9 Alt et al. (1999) examine lobbying by firms fortmidies in Norway. However, they do not
examine the distribution of subsidy across eletuisdricts. In fact, they focus exclusively
on the demand side of the story and measure, toample, the number of times a business
organization meets with members of parliament. Tapt out that, “a complete
model...should also include the(se) incentives ofghernment-Parliament to respond [to
firm lobbying] ( p. 115). They concede that thewVie not completely modelled the

institutional supply side of policy” (p. 115). Thetate explicitly that they do “not know



competitiveness has been conducted in pluralitytes, most notably the United States. As
a result, very little is known about how electarampetitiveness shapes politics or policy in
PR countries. Norway provides a useful case tooegptihe effects of competitiveness in a
previously under-examined electoral system.

Second, Norway is a “least likely” case for par&eistic economic policies because it
lacks the institutional attributes usually assamawith pork-barrel politics. Norway, like other
Nordic countries, has a political system that iselved to be highly resistant to particularistic
policies (Tavits 2009) — namely a parliamentarytesys with strong parties and party-centered
elections. Few expect policy targeting in this esti{Shugart 1999, Denemark 2000, Crisp et
al. 2004, Morgenstern and Swindle 2005). As a tesgholars have typically focused on
national level policies rather than on local pulgicmds when studying the electoral strategies
of incumbent governments in systems like Norwayeéida et al. 1997).

Third, Norway has a long history with subsidiesat&tsubsidies date back to at least
the mid-19th century, whelongeriget Norges Hypotekbankas established in 1852 as a
mortgage bank to provide assistance to industrnpoilation Norway 2014b). The bank granted
businesses cheap loans in exchange for mortgaga®pearty. The objective was to modernise

agriculture and develop new industries. State sugdpo business continues today. In recent

whether it helps a firm to be from a [particulaigtdct” (p. 115). My research fills in the
supply side of the story and investigates whetinersffrom more electorally competitive

districts fare better or worse than firms from lesmpetitive districts, all else equal.



years, Norway spent more on subsidies, as a pagewf GDP, than any other country in the
European Free Trade Association (EFTA).

Finally, Norway is one of the only countries whelaa on government subsidies are
available at the level of disaggregation neededsess the geographic distribution of subsidies
across electoral districts. Most governments axeilling to provide detailed information on
the amount of subsidies they award and to whom éBat. 2012). In contrast, the Norwegian
government generously provided me with unique actedetailed subsidy data, which include
the subsidy amount as well as the sector and gebigriocation of the recipients. These data
allow for a novel investigation of the geographistdbution of state subsidies within a PR
country.

Elections in Norway

At any given point of time, national electoral igions are constant within a country.
Given this, electoral systems cannot explain tlossdistrict variation in subsidy spending.
But national electoral institutions set the stagiethe dynamics that play out during election
campaigns. National electoral institutions shapeititentives of political parties and their
optimal election strategy. | briefly describe Noggaelectoral institutions before turning to
parties’ incentives to geographically-target paacistic policies, such as subsidies.

Norway is a PR country with multiple electoral diss. Norway's 19 districts
correspond with the administrative provincégker) and include the municipal authority of

Oslo, which is dylker in its own right. District magnitude ranges fronséats inAust-Agder

10 Farmers and fishers have long been assisted dydheegian government and this
tradition of state support is increasingly beinteexed to technology and environmental

sectors (Innovation Norway 2014b).



andSogn og Fjordanéo 19 seats in Oslo. The number of seats in eathdaliis a function of
the number of citizens in a district and its gepbreal size (Aardal 2011).

The Norwegian Parliament, known as tB®rting contains 169 members that are
directly elected by universal adult suffrage fdixad term of four years. Legislators are elected
via a two-tier system. 150 seats are distributethatprovincial (i.e. district) level. In other
words, most legislative seats are awarded to gabtyedistrict in proportion to their share of
district votes. The remaining 19 seats are disteithas “compensatory seats” based on parties’
share of the national vote. There is no formalghodd in each district, but in order to be
eligible for a compensatory seat a party needsitoatvleast four percent of the nationwide
vote.

Compensatory seats are intended to achieve a gaEageee of proportionality in the
overall distribution of legislative seats (Sgren2003). If a political party fared worse in the
provincial distribution of seats than it would lifet entire country had been organized as one
electoral district, and as long as it had more floan percent of the national vote, it is eligible
for a compensatory seat (Aardal 2011). Both prasinseats and compensatory seats are
apportioned using the modified Sainte-Lagué mefhddhe Sainte Lagué method reduces the
bonus for large parties and therefore produces praygortional outcomes than other electoral
formulas, such as d’Hondt (Aardal, 2011: 6).

Despite the introduction of the Sainte Lagué metimoti952 and compensatory seats
in 1989, parties’ national vote shares do not gmoed perfectly with seat shares. In other

words, some disproportionality exists in the Nori@egelectoral system, as illustrated in

1 1n November 1952, the electoral system was chafrgedthe d’Hondt to the Sainte Lagué
method for calculating the distribution of seatstHe subsequent 1953 election, the Labor

Party lost 6 seats as a consequence of the siiftdHondt to Sainte Lagué (Aardal 2011).



Figure 7.2 which reports Gallagher’s disproportiagpandex for each of Norway’s legislative
elections since World War Il. Gallagher's index sw@w&s the difference between the
percentage ohational votes received, and the percentage of seats a pargyves in the
resulting legislature. Deviations from proportiahatiecreased significantly after World War
II, and particularly since 1989 when compensataats were introduced (Sgrensen 2003,
Aardal 2011).

[Insert Figure 7.2 about here]

Disproportionality emerges because of Norway’s ipldtelectoral districts (Matthews
and Valen 1999, Sgrensen 2003, Aardal 26411 2009, for example, the Labour party would
have won 60 seats if the country was organizednasetectoral district (Aardal 2011). But
based on the district-level distribution of sedt, party won 64 (Aardal 2013).While the
Labour party was better off thanks to Norway’s nplét districts, some parties were made
worse off. The Senior Citizen Party, for examplewd have won a seat in the legislature if
the entire country had been one electoral distm@009. Yet, it received no provincial seats
and was not eligible for a compensatory seat bec#usd not reach the national threshold of
4 percent. In sum, parties’ national vote sharesdoet correspond perfectly with their
legislative seat share because a vast majoritggilative seats are allocated according to
parties’ district vote shares — not their natior@ke share.

One additional characteristic of Norway'’s elect@ydtem that deserves mention is the

de facto closed party lists. Voters generally eaBtllot for a party list rather than individual

12 And because some of Norway'’s districts have divellg small number of seats (Aardal
2011, Carey and Hix 2011).
13 Although the Labour Party kept all these seatsai not eligible for any of the

compensatory seats.



candidates. The names on a party’'s list correspmitid the candidates representing that
particular party. These candidates are chosen éydmination conventions of each party
(Sgrensen 2003). In theory, voters may modify tlakeioof candidates on the list. Voters are,
in fact, allowed to change the rank order of thedodates on the party list as well as cross out
candidates (Aardal, 2011: 8). However, the levélsamrdination required to overturn the
parties’ rankings are so extreme that they effetfideter attempts to do so. At least half the
voters have to make exactly the same alterationkeofist for it to have any effect (Aardal,
2011: 8). For all practical purposes, Norway's egstis effectively a closed-list system
(Aardal, 2011: 8).

Incentives to Target

Given Norway’s electoral institutions, what inceres, if any, do parties have to
provide geographically-targeted subsidies? Congaatiwisdom suggests there will be little
geographic targeting of economic benefits in a tqulike Norway. In PR countries with
closed-party lists, disciplined national parties believed to work to maximize their share of
the national vote and this electoral strategy mlesiparties with few incentives to target
benefits geographically. However, this widely-helbélieve emerges from models of
proportional representation that ignore geography.

Existing models of PR systems often assume onipglesnational electoral district
exists. For example, Grossman and Helpman (2008)ed2 comparative static suggesting that
a majoritarian bias exists in trade protection gssnmodel of PR that includes a single
nationwide electoral district. Yet, few real worRR systems have just one nation-wide
electoral district. Instead, most proportional eyss have multiple, geographically-defined
electoral districts in which several parties coreder multiple seats. In such systems, (most)

legislative seats are allocated to parties byidistr proportion to their share of the district’s



votes. In Norway, for example, 150 of the 169 legige seats are allocated to parties based
on their share of district votes (Aardal 20%4).

The district-level allocation of seats that ocaarsost PR countries influences parties’
election strategies and subsequently their polroyripies. Parties competing in proportional
systems with multiple districts must be mindful oy of their national appeal but also of
their support in each district. Focusing exclugiveh maximizing the party’s national vote
could cost the party a “provisional seat” (i.eeatsallocated at the district level) if the party’s
supporters are unevenly spread across the courglgtsoral district$® At the same time,
ignoring a party’s national vote share may makaréypneligible for a compensatory seat. For
example, a party called People's Action Future Rmmmark Folkeaksjonen Framtid for
Finnmark won 21.5 percent of the vote in the Norewegiatriit of Finnmark in 1989. As a
result, the party won a “provincial” seat in pamiant. However, the party was not eligible for

any compensatory seats because it failed to dieandtional threshold of 4 percéfit.

141t is precisely because seats are awarded teepatithe district level that
disproportionality exists between parties’ natiovatle shares and the number of legislative
seats they hold in most PR countries.

15 Similarly, focusing exclusively on maximizing dist votes may cost a party a
compensatory seat. In 1989, for example, a padlyftitused exclusively on regional
economic issues-plkeaksjonen Framtid for Finnmarkvon 21.5 percent of the vote in the
district of Finnmark and consequently a seat inigr@aent (Aardal 1990). However, the party
was not eligible for any compensatory seats becafiziéed to clear the national threshold of
4 percent.

16 The party won just 0.3 percent of the nationakvatthe 1989 election. This outcome is

not surprising given the party’s exclusive focusregional issues. The party’s main focus



Parties’ best electoral strategy in PR systems mitttiple electoral districts is to win
those votes that maximize the party’s seats. Taoeaelthis goal, parties may seek to target
benefits to select districts. Targeting will be @splly useful for winning seats if a party’s
supporters are unevenly distributed across distriftpartisans are concentrated in some
districts but not others, parties in PR systems$ dalwell by targeting benefits to districts in
which there are a large number of party suppofiegssafe districts) (Cox and McCubbins
1986, Levitt and Snyder 1997, Balla et al. 200%5t89-Font, Rodriguez-Oreggia, and Lunapla
2003, Calvo and Murillo 2004, McGillivray 2004; Glein and Picci 2008). Cultivating areas
of core support, where it is less expensive t@ettthe marginal supporter, is an efficient way
to win additional seats when they are allocatedibyicts in proportion to parties’ district vote
share.

Targeting assistance to party strongholds helpgegain PR systems with multiple
electoral districts to maximize the number of l&gjise seats they hold. Targeted aid keeps
party supporters loyal. If a party withdrew aidrfr@a party stronghold, it may lose voters to
other parties. New parties might also emerge toesgmt disaffected voters — particularly in
electoral systems characterized by low barrierpday entry (i.e. proportional systesm)
(Golden and Picci 2008). For example, the Laboutyjsa failure to provide sufficient
economic support to the Norwegian district of Fimmknresulted in the emergence of a new
party, the aforementioned People's Action FutureFianmark Folkeaksjonen Framtid for

Finnmark), that subsequently “stole” one of the districi&ats away from Labour in the 1989

was the economic conditions in Finnmark where tlvalleconomy had been badly hurt by

poor fishing output.



election!” The new party demanded more government assist@némprove economic
conditions in the district of Finnmark where uneayphent increased sharply due to shrinking
fish resources in the district’'s coastal waté¥sThe situation in Finnmark was especially
difficult for the Labour party as full employmerdidhbeen one of the fundamental goals of the
party ever since the 1930s (Aardal, 1990: 153). Waaters in Finnmark, which was a
traditional Labour stronghoftf, felt that the Labour party had not done enoughéip the
region and as a result, the new party’s list worb Ziercent of the district’s votes in the 1989
election and a seat in parliament.

Targeting benefits to safe districts helps partied core voters and prevents the
emergence of new parties (Golden and Picci 2068)ohtrast, targeting assistance to districts
with stiffer electoral competition entails greatisk and potentially fewer rewards, particularly
in PR systems where multiple parties compete irtirmémber districts. In such systems, it is

difficult to know precisely where the marginal seate located (Sgrensen, 2003: 171). Parties

17 Labour’s ability to target economic assistant tanBark was likely constrained by the
coalition dynamics at the time. Labour did not reeex majority mandate from voters in the
1985 election and governed as a minority governmghtthe support of the right-wing
Progressive Party. This period was one of the “riwsulent in the Storting since World
War 1I” (Aardal, 1990: 152).

18 The party was formed by a man named Anders Aurewds the district’s top public
servant Fylkesmanh For this reason, the party in sometimes referreabtthne Aune list. It is
also known as People's Action Future for Finnm&dkeaksjonen Framtid for Finnmark

19 This was the first post-war election in which Labavon fewer than two seats in Finnmark

(Svasand, Strgm, Rasch, 1997: 96).



tend to be risk adverse and therefore focus tHéarte on “safer” electoral strategies, like
targeting benefits to party strongholds (Cox andCMlabins 1986).

Even in multi-party PR systems with multiple distsi, parties can identify their core
areas of support. Their core areas of supportasetdistricts where they win the largest share
of the district’'s seats. For example, the Consergaarty Hayre won 7 of Akershus’ 17
seats in the 2013 election. Seeing this resultCibreservative Party knows that Akershus is a
party stronghold. They won slightly more than 40cpat of the districts seats. Targeting
benefits to safe districts like Akershus entailgderisks for the Conservative Party than trying
to identify marginal seats. Because parties teroetask adverse, those competing in multi-
district PR systems will work to target benefitssafer” districts (i.e. party strongholds) (Cox
and McCubbins 1986), all else equal.

In closed-list systems, like Norway, parties cancsgsfully target benefits to safe
districts because they have firm control over imdlial party members. Targeting is more
difficult in open-list PR systems where partieslass able to discipline their own members of
parliament. Undisciplined legislators seek to tatgenefits to their core constituents who are
typically localized in bailiwicks (Ames 1995). Italy, for example, where open lists were used
from 1953 to 1994, governing parties could not igisee their own members of parliament
sufficiently to target the parties’ areas of cotectoral strength (Golden and Picci 2008).
Individually powerful legislators were able to sezuwesources for their constituents at the
expense of the governing parties (Golden and F1668). In contrast, closed-party lists
engender sufficient discipline to allow parties adeptly target benefits to their electoral

stronghold<? Therefore, | hypothesize that subsidies will fldisproportionality to districts

20 Norwegian legislators are frequently lobbied bgaldnterests (Alt et al. 1999). Legislators

also are frequently contacted by business orgaaimt68 percent of legislators were



where the largest government party wins by a greasegin over the next closest party in a
closed list PR country like Norway. | focus on thegest government party because it is best
placed to target aid to its supporters in a mudtity coalition, particularly when it holds the
relevant ministry.
Policy Targeting in Practice

Government parties have the ability to target eoun@ssistance, such as subsidies, to
select districts based on their levels of electsuglport in a district. In Norway, government
parties can target subsidies in two ways. Firs, rthtional government decides how much
money to spend on subsidies for each sector addbromy. If sector employment is unevenly
distributed across a country, the largest governiparty can target select districts via sector-
specific subsidy budget allocations. Second, theegonent indirectly controls the allocation
of subsidies to firms within a sector via the bui@acy.

Sector Targeting

The government directly controls the funding ofteespecific subsidies. Every year,

the government decides how much money to spendlmsidies to each sector of the economy.

The amount of money allocated to a sector is retggd every year within the Governments’

contacted by business organizations on a weekig,b@sd about the same amount of
contacts with trade unions and professional gr¢ggpgpercent). Fifty-four percent of firms
reported contacting a Member of Parliament at lease in the past year (Alt et al. 1999). In
surveys, Norwegian legislators reported that lobgctivities had increased during recent
years, and lobbying increasingly influences spemdiecisions and government policy

(Sarensen 2003).



budget proces%. “In practice, last year’s allocations often work a starting point when
allocations for the coming year are to be negafiité

Both political and economic considerations shagegibvernment’s funding decision.
In deciding how much money to allocate to a sec¢hare is “room for political priorities, for
example if something unexpected happens and arstiydorisis occurs?® Ultimately, the
amount of money allocated to subsidies is deterthity “political and strategic
deliberations’2*

Negotiations with sector-specific interest groupluence the government’s funding
decisions. For example, the main farmers’ orgaiunat(Norges BondelagndNorsk Bonde-
og smabrukarlagnegotiate with the government every year oveatréculture-sector subsidy
budget. Both the amount of money and the main ¢jnetefor the expenditures are negotiated.
In this way, interest groups enjoy a direct meah#fluence over governmental subsidy
decisions.

Following these negotiations, each ministry prepasesubsidy budget proposals. The
Ministry of Agriculture and Food prepares the budge subsidies to the agriculture sector.

The Ministry for Industry and Trade prepares thedmi for subsidies to the manufacturing

21 Jardar Jensen, State Secretary to the Ministeo@d! Government and Modernisation,
Email communication, July 8, 2015

22 Bjgrn Kare Molvik, Deputy Director General of thebsidy section of the Ministry of
Trade, Industry and Fisheries. Email communicatfargust 17, 2015.

23 Jardar Jensen, State Secretary to the Ministeo@d! Government and Modernisation,
Email communication, July 8, 2015.

24 Jardar Jensen, State Secretary to the Ministeo@d! Government and Modernisation,

Email communication, July 8, 2015.



sector. The proposed budget is based on inputtihermarious units of the ministry, including
input from the underlying businesses and othewagieorganizations, such as the farmers’
organizations and Innovation Norway, the main buceacy responsible for allocating
subsidies. The individual ministries’ proposals pug forward to the Ministry of Finance who
prepares the final budget. The government’s sulisidiget is then presented to the Parliament
for approval.

Although Parliament must approve the final budgetividual legislators and
opposition parties have little influence over sdies. All 169 members of ti&tortingvote on
the subsidy budget. However, Parliament “typicdlhgs not change the amount of money that
has been agreed by the government and interespgftbuThe government’s allocation
decisions are normally approved with no amendmeamtsmodifications. As a result,
government parties enjoy relative autonomy ovemtloeation of money to economic sectors.

The government does not include money for spefirfits or companies in the annual
budget?® Instead, decisions regarding firm-level subsidigs made by civil servants. In this
way, bureaucrats are the last link in the parliat@gnchain of delegation (Stregm 2000).
However, the government exerts control over theseaucrats, as described in the following
section.

Firm Targeting

25 Siri Lothe, Senior advisor, Department of Agricuét, Ministry of Agriculture and Food.
Email communication, July 2, 2015.
26 In person interview at Innovation Norway in Od\mrway with Sigrid Gaseidnes Monday

23 June, 2014.



Formally, bureaucrats decide which firms to sulzgdvithin a sector using the monies
allocated to the sector by the governnténBureaucrats have autonomy over firm-level
subsidy allocation decisions. However, they ar@antable to cabinet-level ministers (Rodrik
2004). Such accountability is essential for sulesidio be a useful electoral tool. Close
monitoring (and coordination) of subsidy activiti®g a cabinet-level politician, a “principal”
who has internalized the optimal re-election stratier themselves and their party, is essential
for subsidies to be an effective vote-winning pplicol. Government ministers purposefully
attempts to influence bureaucratic behaviour (Mdidud Noll and Weingast 1987). To
control bureaucratic decisions over subsidies, dbgernment uses several mechanisms
including budgets, letters of assignment, and hiahmeetings. These mechanisms exist
because of rational choices by politicians who creut the outcomes from bureaucratic
behaviour (Huber, Shipan and Pfahler 2001). Incthse of subsidies, bureaucratic behaviour
is especially important to parties because subsiie a useful policy tool with which to win
votes (Buts et al. 2012).

In Norway, one of the principal bureaucracies chdrgith the allocation of subsidies
is Innovation Norway lfinovasjon Norgge?® Innovation Norway is “the most important
instrument for innovation and development of Norimagenterprises and industr$?’It is

responsible for “supporting companies in developthgir competitive advantage and

27 In practice, the distinction between sector suss@hd firm subsidies may be less clear if,
for example, a single firm dominates a sector.
28 The other bureaucracy charged with subsidy aliosas the Research Council of Norway.

29 wwww.innovasjonnorge.no/en/start-page/



enhancing innovation®® Innovation Norway's objective is to be the goveentrs instrument
for achieving value-creating business developnfeougghout the country (Innovation Norway
2014b)3! Although Innovation Norway is, in theory, respdnsifor allocating subsidies to
firms in a given sector, the national governmemisugarious mechanisms to control indirectly
the allocation of firm-level subsidies, includirgetnational budget

Budgets have long been recognized as a mechanisvhibly ministers and legislators
can influence civil servants (Niskanen 1971; Bab889; Dunleavy 1991; Huber 2000). The
Norwegian government uses the national budget taralothe allocation of subsidies by
specifying the total amount of money availabledobsidies to specific sectors of the economy,
such as manufacturing. Upon approval of the bubdgeRarliament, the government says to

Innovation Norway, “here is the total budget formagacturing”. This money can go only to

30 www.innovasjonnorge.no/en/start-page/ . Althougttdmically Innovation Norway’s
mandate was limited to the non-agriculture seciarsgcent years Innovation Norway
became responsible for agriculture subsidies ak(imgberson iterview with Innovation
Norway staff members Pal Aslak Hungnes and Per hil@i&och in Oslo, Norway on June
19, 2014. See also Innovation Norway 2014Db).

31 The company is organized as an enterprise edtadlisy special legislation who's Board
of Directors has an independent responsibilityittoactivities and the results achieved
(Innovation Norway 2014b).

32 Previous studies of bureaucracies have suggestetas possible strategies for control,
including the use of the budget processes (e.gd&eiaylor and Van Gaalen 1987, Banks
1989,) and ongoing oversight (e.g. Aberbach 1996)vever, most research focuses on
statutory control, whereby legislators use legigtato influence agency decision (e.g. Huber,

Shipan and Pfahler 2001).



firms in the manufacturing sectét.The government gives each sector a “budget ctte”.
Innovation Norway then charges subsidy progranthdése budget codés.

Bureaucrats cannot spend more on subsidies toea g®ctor than is stipulated in the
government’s budget. Additionally, bureaucrats cameallocate funds from one sector to
another. Bureaucrats may want to spend more on faenoung subsidies and less on
agriculture subsidies, for exampfeThe Norwegian agriculture sector is geographically
diffuse and politically powerful’ As a result, it wins generous government subsidigsough
unelected bureaucrats may view the generous agnieldubsidies as economically inefficient,
they cannot unpick this political outcome. Theyamable to reallocate funds from agricultural
subsidies to manufacturing subsidies because ofgtivernment’s budgeting procedures,
which allocate subsidy funds by sector.

Bureaucrats would prefer to receive money with $tongs attached® A single

subsidy budget without sector-specific allocatiarmild give bureaucrats more autonomy to

33 In person interview at Innovation Norway in Od\mrway with Sigrid Gaseidnes 23 June,
2014

34 In person interview at Innovation Norway in Od\mrway with Sigrid Gaseidnes 23 June,
2014

3% In person interview at Innovation Norway in Od\mrway with Sigrid Gaseidnes 23 June,
2014

3¢ In person interview with Innovation Norway stafembers Pal Aslak Hungnes and Per
Melchior Koch in Oslo, Norway on June 19, 2014

37 See Chapter 6.

38 In person interview with Innovation Norway stafembers Pal Aslak Hungnes and Per

Melchior Koch in Oslo, Norway on June 19, 2014



decide how to allocate subsidi@4Vith an “untied budget” from the government, burerats
could allocate money across sectors. Yet, the govent chooses not to give bureaucrats this
level of autonomy. Politicians “don’t want to losentrol of subsidies” because they are a
useful electoral todl? Instead of giving Innovation Norway a big pot obmey with no strings
attached?! the government says, “these moneys are for atmietil and asks Innovation
Norway to allocate the funds to agriculture prodate

Several mechanisms give the government indiredtaloover which producers receive
subsidies within a given sector. High-level, semmaal meetings provide ministers with an
opportunity to influence bureaucrats’ decisiéh$wice a year, staff from Innovation Norway
meet with Cabinet Ministers and their senior staffliscuss the allocation of subsidies. As the
State Secretary to the Ministry for Local Governtemd Modernisation said, “the meetings

provide a platform to discuss the annual repohts,finances and to develop a shared vision

39 In person interview with Innovation Norway stafembers Pal Aslak Hungnes and Per
Melchior Koch in Oslo, Norway on June 19, 2014

40 In person interview with Innovation Norway stafembers Pal Aslak Hungnes and Per
Melchior Koch in Oslo, Norway on June 19, 2014.

41 In person interview at Innovation Norway in Od\mrway with Sigrid Gaseidnes 23 June,
2014

42 In person interview at Innovation Norway in Od\mrway with Sigrid Gaseidnes 23 June,
2014

43 Legislators are not involved in these processkesdar Jensen, State Secretary to the

Minister of Local Government and Modernisation, BHmammunication, July 8, 2015).



for the year to come® These twice-yearly meetings provide the governmeith an
opportunity to exert control over the bureaucraag their subsidy decisions.

Annual letters of assignment provide the governmeitth another mechanism of
control over bureaucratic actions. Bureaucratsgdthwith dispersing subsidies receive annual
letters of assignment from the relevant ministnndvation Norway, for example, receives
yearly assignment letters from the Ministry of Teathdustry and Fisheries, the Ministry of
Local Government and Modernisation, the MinistryAgficulture and Food, and the Ministry
of Foreign Affairs. Based on the national budgeg lketters of assignment set out spending
limits that stipulate the amount available for neans and subsidies for a given sector of the
economy (Innovation Norway 2014b). The letters adsipulate strategic and operational
guidelines related to subsidi&s.

The more detailed the letter, the stronger the tcaimés on bureaucratic behaviour
(Huber, 2000: 400, Huber and Shipan 2002). Detdd@ttdrs may include, for example, precise
instructions regarding the allocation of subsidiefsrms within a given sector. A detailed letter
may also specify the government’s explicit expectest and requirements of the bureaucrats’
activities and decisiorf€.In contrast, a letter that stipulates only theusmhibudget for a sector

leaves more room for bureaucratic discretion.

44 Jardar Jensen, State Secretary to the Ministeo@dl Government and Modernisation,
Email communication, July 8, 2015.
45 Jardar Jensen, State Secretary to the Ministeo@dl Government and Modernisation,
Email communication, July 8, 2015.
46 Jardar Jensen, State Secretary to the Ministeoad| Government and Modernisation,

Email communication, July 8, 2015



Government ministers appear to understand the reontst imposed by more detailed
letters of assignmefif. The State Secretary to the Minister of Local Goweent and
Modernisation identified “the number of detailglese letters” as a key mechanism by which
the Ministry sought to limit Innovation Norway’sstiretion in subsidy allocation decisidfis.
Some ministries, including the Ministry of Tradedustry and Fisheries, confess to using the
letters of assignment to explicitly stipulate whatas should be prioritizé8In short, annual
letters of assignment provide a means for minsteonntrol over civil servants.

Government parties seek to control the allocatibaubsidies because subsidies can
win votes. Given that subsidies are a vote-winmoticy, why would governments delegate
subsidy decisions to unelected bureaucrats initsteplace? Surely, governments would want
to control the allocation of subsidies themselwesaiximize their electoral benefits?

By controlling the allocation of firm-level subsasi only indirectly, the government

insulates themselves from rent seeking. Firms samestapproach ministers directly to request

47 Similarly, legislation with a vague — as opposed specific policy mandate — allows
bureaucrats relatively more autonomy (Epstein atthilbran 1994, Huber and Shipan
2000, Huber, Shipan and Pfahler 2001).

48 Jardar Jensen, State Secretary to the Ministeoadl Government and Modernisation,
Email communication, July 8, 2015.

49 Bjgrn Kare Molvik Deputy Director General of thebsidy section of the Ministry of

Trade, Industry and Fisheries, Email communicasiogust 17, 2015.



a subsidy? Ministers defer such requests to Innovation Norwdsy this way, the bureaucracy
shields ministers from close interaction with besises. This institutional design may be an
effort to minimize rent-seeking (Rodrik 200%)Ministers appreciate being able to pass on
subsidy requests to Innovation NorwdyDoing so gives them “political cover’ if the
government is unable or unwilling to satisfy thguest. By delegating subsidy decisions to
unelected bureaucrats, governments have the béstlofivorlds: they can exert control over
the allocations of subsidies for electoral gain dschpegoat” bureaucrats for unpopular
decisions (Remmer 1986, Vreeland 2003) while takneglit for subsidies that are authorized.
This type of delegation is purposefully designednf@aximum electoral gain.
Empirical Tests
| argue that the distribution of subsidies acrdssteral districts will exhibit a political

bias. More precisely, | hypothesize that subsidgnsi;ng per manufacturing sector employee
will be relatively higher in electoral districts ete the largest government party won by a
greater margin in the previous election. To teistphoposition, | regress government spending
on manufacturing-sector subsidies per employeadah ®f Norway’s electoral districts on a

measure of electoral competitiveness.

%0 In person interview with Innovation Norway stafembers Pal Aslak Hungnes and Per
Melchior Koch in Oslo, Norway on June 19, 2014.
51 In person interview with Innovation Norway stafembers P&l Aslak Hungnes and Per
Melchior Koch in Oslo, Norway on June 19, 2014.
52 In person interview with Innovation Norway stafembers P&l Aslak Hungnes and Per
Melchior Koch in Oslo, Norway on June 19, 2014.
53 In person interview with Innovation Norway stafembers Pal Aslak Hungnes and Per

Melchior Koch in Oslo, Norway on June 19, 2014.



Measuring Electoral Competitiveness

The most commonly employed measure of electoralpetitiveness, whether at the
district level (e.g., Mayhew 1974, Aidt, Golden ahdvari, 2011) or cross-nationally (e.g.,
Anderson and Beramendi, 2012) is the differenceote share between the top two parties.
This measure is often called the vote margin. Witountry vote margins calculated at the
district level are informative measures of eledt@@mnpetitiveness, even in multi-party PR
systems (Kayser and Lindstadt 2015).

The largest party in a multi-party government deaali is best placed to strategically
allocate subsidies for electoral gain, particuldritcontrols the relevant ministries. Therefore,
| calculate the largest government party’s votegmain Norway’s 19 electoral districts for 2
regularly scheduled, national legislative electidredd in 2005 and 2009. | calculate the
difference between the largest government partyte share and the next closest party in each
electoral district.

In parliamentary systems like Norway, what actuabfipstitutes the government is not
the legislature but the cabinet. The cabinet ctssisa portfolio of departments or ministries,
such as the Finance ministry. Because no partyamaabsolute majority of legislative seats in
the 2005 election, the cabinet included three @srthe Labour Party (DNA), the Socialist Left
Party Gosialistisk Venstrepa)tP and the Centre Part@énterpartiet This minimum winning

cabinet was known as the “Red—Green coalition”.

54 See Strgm (1992) for a theoretical definition ahpetitiveness.

% The 2005 cabinet was the first time the Sociakgt Party sat in government.



The Labour Party, which held the largest shareadigmentary seats (36 percent) after
the 2005 election, held the largest share of calsieats (105° The Labour party also secured
the Prime Ministership and the Ministry for Tradeldndustry, which oversees manufacturing-
sector subsidies. By holding the Ministry for Trauahel Industry, the Labour party was uniquely
well-placed to direct manufacturing subsidies wsthdistricts where they did especially well
in the 2005 election. In a multi-party coalitioraclé party is generally able to implement its
own priorities in the areas under its ministriesgigdiction (Laver and Shepsle 1994).

The three-party Red-Green coalition won re-election2009. The Labour party
retained both the Prime Minister and the Ministhyfcade and Industry. Effectively, the Red-
Green government continued in office with virtually change after the 2009 election.

Despite being the largest party in the Red-Greallitam, Labour’s vote margin varied
across electoral districts. In 2005, Labour’s latgete margin was in the district of Hedmark
where it won 45.89 percent of the votes cast —@&centage points more than the next
largest party. Given this convincing win, Hedmaak ®de characterized as a “safe” district for
Labour. Labour did not fare equally well in all tWists. In Vest-Agder, for example, Labour
faced tough competition from the Progress part20@5, the Progress party won 23.95 percent
of the vote in Vest-Agder while the Labour Partyn&8.93 percent. In this highly competitive
district, just 0.02 percentage points separatedvibegoarties’ vote share.

The variable,Vote Margin,equals the difference between the largest goverhmen
party’s vote share and the next closest partyarcthirent or most recent previous election. For

example, the variablgote Marginequals -0.02 for the district Vest-Agder from 200%il

%6 The Socialist Left Party had five cabinet seats$ thie Centre Party had four. The
opposition consisted of four parties: the ProgReesy, the Conservative Party, the Christian

Democratic Party and the Liberal Party.



2008 because Labour, the largest government peaty/0.02 percentage points behind the next
closest party (Progress) in this district in th@2@lection.
The Empirical Model

| regress government spending on manufacturingsseuabsidies per employee in each
of Norway’s 19 electoral district oote Margin By calculating subsidies per employee, |
control for economic geography. Each electoral ridistcontains different numbers of
manufacturing employees; some more, some less. géegraphic distribution of
manufacturing-sector employees is what | have redeto as economic geography. Economic
geography, together with electoral institutiongphéo explain the variation in subsidies across
countries and within countries across sectors (3epter 6). Here, | calculate the amount of
money spending on sector-specific subsidies peéoisemployee in each district. This measure
controls for the uneven distribution of manufaatgremployees across electoral districts while
providing a measure of subsidy spending that isparable across districts. In this way, |
“control” for economic geography to isolate the eets of district-level electoral
competitiveness.

| regress government spending on manufacturingsseuabsidies per employee in each
of Norway'’s electoral district oWote Margin holding several factors constant. First, | cantro
for districts’ unemployment rate because distngith relatively higher unemployment rates
may receive more generous subsidies from the gowamh Governments may seek to
encourage employers to hire new workers using digssiand districts with higher
unemployment rates may therefore receive more gavent assistance. The district Rogaland,
for example, received the lowest subsidy amounepgsloyee — just 1065 Norwegian Krone

(NOK) on average over the period from 2005 to 20t® district’s low unemployment rate



may explain why it received so little governmentisnce. | therefore include the
unemployment rate as a control variable in allnested model8’

| also control for the population density of eagstritt. The Norwegian government
has a long history of working “to spread busines®ss the country by subsidizing producers
in rural areas®® As the State Secretary to the Minister of Local&ament and Modernisation
said, “The main objective (of subsidies) is to agki value creation and economic growth in
all regions of Norway®® The government will, for example, fund a building rural area that
costs more than it is worth because it is in atated area with no secondary market/capital

value®® Because of this strategy, rural districts with éovpopulation density may receive

5" The unemployment variable equals the number ofyh@yed persons in a district as a
percentage of the district’'s population. Unemplogbh@ptures the economic performance of
a district. Alternative measures of a district'@eomic performance might include GDP,
GDP per capita and poverty rates. Unfortunatelgséhdata are unavailable for much of the
sample period. For example, GDP by district is labde only from 2011 and household
poverty measures are only available from 2013 tlk®@rears in which both measures are
available, GDP and unemployment are highly negtieerrelated (-0.94). The correlation
between GDP and subsidies is negative but moded) (Oslo is the richest county and yet it
falls within the second quartile in terms of suliesd Oslo receives nearly the same about of
subsidies per person as the second poorest cAumiAgder.

%8 In person interview with Innovation Norway stafembers P&l Aslak Hungnes and Per
Melchior Koch in Oslo, Norway on June 19, 2014.

%9 Jardar Jensen, State Secretary to the MinisteajlEBommunication, July 8, 2015

%0 In person interview with Innovation Norway stafembers Pal Aslak Hungnes and Per

Melchior Koch in Oslo, Norway on June 19, 2014.



relatively more subsidies, all else equal. Popoitatiensity therefore serves as an important
control variable.

Labour’s district-level vote margins do not corresg closely with population density.
Among the more densely populated southern distlietisour wins by varied amounts. Labour
won by large margins in some southern districtshsas Hedmark and Oppland, but obtained
much smaller margins in others. Similarly, Labowmd$ée margins vary among the less densely
populated Northern districts. Labour won by largargms in Finnmark but faced much stiffer
competition in Troms — despite the fact that bagtritts are sparsely populated. In sum, the
cross-district variation in support for the Labquarty does not correspond closely with
population density or the country’s north-southidiaf!

Voter turnout may influence the distribution of sigdies. Incumbent government

parties target areas that provide the best retuterins of votes (Martin 2003). Thus, electoral

61 Similarly, in Sweden, district-level populationrdéty does not correlate with parties’ vote
share (Rodden 2016). However, Figure 7.1 suggeatstbsidies in Norway tend to be more
generous in districts in the north of the counaiyycompared to the south. The districts with
the two highest subsidy amounts per employee, Tamg=innmark, are both in the far
north of the country. The entire district of Tromsiorth of the Arctic Circle and Finnmark is
located at the very top of Norway adjacent to Ruasid Finland. In contrast, Rogaland and
Vestfold are located in the south. Rogaland iscrger of the Norwegian petroleum industry
and as a result it is a relatively prosperousidistyestfold is just outside of Oslo on the
western side of the Oslo fjord and serves as a adembelt for the capital city. Vestfold is
also home to shipping and related industries abagdbod-processing companies. Given this
pattern, population density is an important conteiable because it serves as a proxy for

Northern districts, which are less populous thantBern districts.



districts with higher turnout may receive relatwehore subsidies, all else equal. | therefore
control for each districts’ turnout rate in the\poais national election.

The size of a district’s legislative delegation malgo be important in securing
resources for the district (Ansolabehere, Gerbdr&amyder 2002). Therefore, | also control for
district magnitude. In Norway, district magnitudenges from four to 19. In other words, a
district may be represented by as many as 19 &grsl or as few as four. Since 2005, the
number of legislators per district is a functiontbé district's area and population (Aardal
2011).

| estimate ordinary least-squares regressionsnoiibst standard errors and year-fixed
effects. The inclusion of year fixed effects ensutat any national-level shocks, such as year-
to-year fluctuations in oil prices or economic essare absorbed by the year-fixed effects. In
2009, for example, the government significantlyreased the subsidy budget as part of a
nation-wide economic crisis packatfeYear fixed effects control for omitted variabldémt
vary over time but are constant across the distriéear fixed effects also ensure that the focus
on is the cross-district variation in subsidiesjcolhis precisely the variation in which | am
interested. However, including year fixed effecetssup a conservative test of the key
explanatory variablé® The unit of analysis if district-year. | have déaall of Norway’s 19

electoral districts and the sample covers the gdrmm 2006-2012.

%2 Sigrid Gaseidnes, Innovation Norway staff, Emah@nunication, June 24, 2015

%3 All reported results are also robust to the indiu®f a lagged dependent variable. The
amount of money allocated to sector-specific subsits renegotiated each year within the
Governments’ budget process. However, “last y¢sulssidy] allocations often work as a

starting point when allocations for the coming yaa to be negotiated” (Bjgrn Kare Molvik



Results

Electoral competition influences the distributioh subsidies across districts. Safe
districts win relatively more economic incentivésmn swing districts in this closed-list PR
system®* Manufacturing subsidies per employee are relatinere generous in districts where
the largest government party won by a greater maifis result suggests that government
parties try to consolidate the partisan advanthgehelped them win office in the first place
by targeting subsidies to loyal partisans in legsgetitive districts.

The positive relationship between vote margin anbglies is illustrated by Figure 7.3,
which plots the prediction fdsubsidy Amourftom a linear regression of the two-year lag of
logged Subsidy Amounbn Vote Sharg along with a confidence interval. The actual

observations are then overlaid and labelled withrthme of the electoral district.

Deputy Director General of the subsidy sectiorhef Ministry of Trade, Industry and
Fisheries, Email communication, August 17, 2015).

%4t is possible that a record of subsidies cresiés seats. Party lists that successfully bring
subsidies to the district may win more votes ang tingender safer districts. Of course, it is
difficult to tease out which comes first: subsidies/otes. However, in my empirical tests, |
treat votes as primary and regress vote sharelmidses. Votes in the previous election
correlate with subsidies in subsequent years.vbigh noting that senior legislators are not
“parachuted” into safe district in Norway, as tlag in other countries, such as France. In
Norway, candidate selection procedures are higatedtralized (Matthews and Valen 1999:
Chapter 4). Local party officials select the caatidfor the party’s district list (Matthews and
Valen 1999: Chapter 4). Parachuting in a non-lcealdidate is unlikely to be a successful
electoral strategy (Kaaf&trgm, personal communication, May 4, 2016). Vetesld

probability punish such attempts (Kaare Strgm,@ekcommunication, May 4, 2016).



[Insert Figure 7.3 about here]

Districts where the Labour party won a larger vebare in 2005 received more
generous subsidies per employee in Z30Hinnmark, where the Labour party received 22.6
percentage points more of the vote share thanekidargest party, received the second highest
subsidy amount per employee. In contrast, Vestfetgived the lowest subsidy amount. The
Labour party’s vote margin was less than 1 pergenfoint (0.93) in Vestfold. The pattern
illustrated by Figure 7.3 suggests that Labour rede@ partisan strongholds (i.e. safe districts)
with more generous subsidies.

Table 7.1 reports the results from the fully spediimodels. The estimated coefficient
on Vote Marginis positive and statistically significant in aktamated models. It is also
substantively largé® Increasingvote Marginfrom 4 points (Labour’s vote margin in Aust-

Agdar) to 29 points (Labour’s vote margin in Hedk)ancreases subsidies per manufacturing

%5 | use 2007 spending data for this illustrativeraghe to ensure that the new government
coalition has sufficient time to influence subsghending. Using the 2006 spending data
produces a similar graph.

% In Table 1, subsidies per employee are loggetisadefficients are difficult to interpret

directly.



sector employee by NOK 3,450 ($415) in the mostseorative modei’ In sum, subsidies
flow disproportionality to “safe” districts in cles list PR, all else equé.
[Insert Table 7.1 about here]
Control Variables

More densely populated districts receive fewer glies per employee, all else equal.
Subsidies flow disproportionally to rural districtsth low population density. This result is
consistent with the government’s aspiration “toesr business across the country by
subsidizing producers in rural ared8”However, the negative coefficient dtopulation
Densityloses statistical significance in models that idelliurnout.It is important to note that
both variables have population as their denominatat are positively correlated with one
another (r=0.3). HoweveY,ote Marginremains robust to the inclusion Béirnout.

Turnoutis negatively correlated with manufacturing sulesid Districts with higher
turnout rates receive fewer subsidies per manufacfemployee. In general, voter turnout is

quite high in Norway. The sample average is 76 guarwith a standard deviation of 2. The

7 Including both year fixed effects and a laggedettelent variable reduces the magnitude of
the coefficient orVote ShareThe one-year lag of subsidy spending is highlyificant and
indicates that subsidy spending, like most typegoeernment spending, is sticky and
changes slowly over time. However, the coefficiem¥/ote Marginremains positive,
statistically significant and substantively largemodels that include a lagged dependent
variable.

®8 This result is consistent with Naoi’s (2009) findithat subsidies decline in the face of
higher political competition.

% In person interview with Innovation Norway stafembers Pal Aslak Hungnes and Per

Melchior Koch in Oslo, Norway on June 19, 2014.



lowest rate of turnout is still more than 70 petdgge. 70.4 in Finnmark in 2005). Given the
high rate of turnout across all districts, partesay eschew attempts to “turnout” additional
voters and focus instead on rewarding party loiglissafe district$?

In two out of three model&Jnemploymenis not a robust predictor of subsidies. This
null result may be due to multicollinearity. In medsl without Turnout Unemployments
positive signed, as expected. Districts with higheaemployment receive relatively more
subsidies per person than districts with less uheyeg. Yet, oncelurnoutis included the
coefficient onUnemploymenbecomes insignificarft

District Magnitude is not a robust predictor of subsidies. District#hwmore

representatives in parliament receive no more gesesubsidies than districts with fewer

0 Alternatively, the negative coefficient Gurnoutmay be an artefact of multicollinearity
between the explanatory variables. For examplenpl@yment and turnout are negatively
correlated at -0.35. This correlation may explahywhe introduction oTurnoutchanges the
estimated coefficient odnemploymentRegardless, the estimated coefficieniMmte

Margin remains positive and statistically significant asall estimated models.

1 In these models, electoral tactics appear to dat@iaconomic concerns. Subsidies are
allocated primarily according to the political caeteristics of a constituency (i.e.
competitiveness) rather than economic need. MeairdzMarceau (2013) come to a similar
conclusion regarding grant allocation decision@uebec, Canada. However, it is worth
noting that a generous welfare state exists in [dgrWwrevious research demonstrates that
subsidies are substituted for social welfare spenoh many countries (Rickard 2012b). It is
possible the inverse is also true. Norway’s genewelfare spending may flow
disproportionality to districts with higher unempioent rates thereby “squeezing out”

subsidies.



representatived/ote Marginremains a robust predictor of subsidies even atigtrolling for
district magnitude. District magnitude is negatyvebrrelated with vote margin (r=-0.27). In
other words, Labour wins less of the vote shardistricts with more seats. Given this, one
concern might be that district magnitude influermassidy spending rather than vote share per
se. However, vote margin is robust to the inclusibdistrict magnitude and district magnitude
never reaches conventional levels of statisticaliStance. These results suggest that it is the
vote margin of the largest government party thattens for subsidy allocation rather than
district magnitude. Presumably district magnitudeesl not matter for subsidy spending
because it has no influence on politicians’ electairategies in this closed list system.
Politicians have no incentive to cultivate a peedorote in closed list systems, like Norway,
and increases in district magnitude do not chahge No matter how many seats are to be
filled in a district, politicians in closed list siems seek to appease party leaders rather than
cultivate a personal vote.
Conclusion

In this chapter, | investigate the variation in goyment spending per employee on
manufacturing subsidies across electoral distiicésclosed list PR country. Two novel results
emerge. First, government parties competing inuencyg with closed party lists, proportional
electoral rules, and multiple electoral districexygage in electorally-motivated policy
targeting. This finding is unexpected; few woulgest to see policy targeting in a country
with electoral institutions like Norway's. Yet, thdistribution of subsidy spending across
electoral districts in Norway reveals electorallptiaated geographic policy targeting.
Second, in this closed-list PR system, governmaritgs target benefits disproportionality to
electoral districts where they have relatively msupporters. Per employee, manufacturing

subsidies are relatively more generous in distidisre the largest party in government won



by a greater margin in the last election, all @geal. In other words, government parties in
closed list PR systems target benefits to “safstridis.

Both findings run counter to conventional wisdomgaling policy targeting, which is
derived largely from the study of plurality couesiand the United States in particular (Golden
and Min 2013). Research on this topic is domindtg@ debate over whether parties target
benefits to competitive “swing” districts or safistdcts. The evidence generally suggests that
benefits flow disproportionality to swing distriads “competitive constituencies” in plurality
systems (Golden and Min 2013). However, in propodl systems, the same is not true.

A small but growing body of research examines potiargeting in open list PR
systems. Evidence from open list systems, likey lsald Brazil, shows that governing parties
are unable to discipline their own members of parknt sufficiently to target benefits to either
swing or safe districts (Golden and Picci 2068)nstead, in open list systems, powerful
individual legislators divert money to groups camcated in their own districts or bailiwicks
(see Chapter 6). Such diversion is less likelylosed list systems. Closed lists allow party
leaders to sanction legislators if they go agdhesparty’s interests — by, for example, diverting
money away from the party’s spending priorities.ec8use parties can discipline their
legislators sufficiently to “target” select distis¢ an investigation of policy targeting in closed
list PR is warranted.

In this chapter, | conduct one of the first emgtistudies of policy targeting in a closed

list PR country. | find evidence that the largesttp in government disproportionality targets

2 Undisciplined legislators seek to target benefittheir core constituents who are typically
localized in bailiwicks (Ames 1995). Individuallpwerful legislators in open-list PR
countries can secure resources for their own daestis at the expense of the governing

parties (Golden and Picci 2008).



subsidies to the party’'s safe districts — i.e. ¢hekere they won a larger share of the vote in
the last election. In Norway, an increase in thrgdat government party’s margin of 25
percentage points correlates with an increase bsidies to the district equal to NOK 3,450
($415) per employee. Similar policy targeting oscir Austria, which, like Norway, has (de
facto) closed party lists. In Austria, governmeaiti@s supported a subsidy for farm-gate wine
merchants that disproportionality benefited aredere they had strong voter support, as
discussed in Chapter 5. The results from both Aausind Norway suggest that government
parties in closed list PR systems disproportiopaditget economic benefits, like subsidies and
tax breaks, to safe districts, all else equal.

In Austria, the largest opposition party opposed #ubsidy for farm gate wine
merchants in an attempt to appeal to voters inbdbadg In Salzburg, the party stood a greater
chance of winning an additional legislative seainthhey did in other districts. To win the
additional votes needed to win an additional $batppposition party came out strongly against
the subsidy, which would benefit few, if any, peopt Salzburg. Intriguingly, the Austrian
example suggests that district-level electoral cetitipeness may have different effects on
different parties in PR systems. Government partiay target benefits to safe districts, while
opposition parties — unable to influence governnsg@nding — may focus their efforts on
wining additional votes in competitive districtavother means.

As this chapter makes clear, policy targeting cs@wen in the absence of personal
vote seeking. Even in countries where politiciaasenlittle incentive to cultivate their own
personal bases of support, such as Norway andiAuptlicy targeting happens. This novel
finding suggests that personal vote seeking isanm¢cessary condition for policy targeting.
Policy targeting can emerge even in the absenpembnal vote seeking. It does so when it

helps parties maximize the number of legislativeséhey control. In other words, personal



vote seeking is not the only reason for geografiigitargeted economic policies. Future

research could usefully shed further light on theraative sources of policy targeting.



Figure 7.1: Average subsidy amount per manufaajuemployee, 2005-2012
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Figure 7.2: Electoral disproportionality over timmeNorway
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Figure 7.3: Largest government party’s vote magegid subsidies per employee, by district
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Table 7.1: Explaining the variation in manufactgrsubsidies per employee across electoral
districts

(1) (@) 3) (4) (5) (6)

L.Vote Margin 0.047*** 0.048** 0.048*** 0.041***  0.026***  0.026***
(0.008) (0.007) (0.007) (0.007) (0.008) (0.007)
L.Population
Density -0.001**  -0.001*** 0.000 0.000
(0.000) (0.000) (0.000) (0.000)
L.Percent
Unemployed 76.56***  -37.56 -32.10
(26.14) (31.85) (32.33)
L.Turnout -0.260***  -0.227***
(0.049) (0.062)
L.District
magnitude -0.029
(0.025)
Constant 7.449%** 7.268*** 7.321*** 6.037***  28.160*** 25,713***
(0.139) (0.246) (0.251) (0.531) (4.258) (5.101)
Year fixed effects  No Yes Yes Yes Yes Yes
Observations 133 133 133 133 133 133
R-squared 0.174 0.352 0.370 0.403 0.529 0.533

Notes: Robust standard errors in parentheses; €0.Ql, ** p<0.05, * p<0.1. Data cover
Norway’s 19 electoral districts from 2006 to 2012.



