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Abstract

It is often argued that international financial institutions approach governments in
the midst of a financial crisis in ways that are specific to the situation in consider-
ation, tailoring bailout mechanisms to the context of the identified country. How-
ever, anecdotal evidence suggests patterns in which some countries that dove into
the recent global financial crisis have received similar treatments from the saving
institutions. Thus, it is unknown whether there are systematic reasons for why
some governments may have received harsher bailouts than others. Address-
ing this puzzle, this paper investigates how government political orientation may
have affected international rescue packages in the aftermath of the 2008 reces-
sion, focusing on the European sovereign debt crisis and the intervention of the
so-called ‘Troika’. The paper articulates the dynamics between a rescued state
and the Troika and argues that the Troika should be more benevolent to countries
with a majority of right-wing political representatives because their preferences for
policy reforms tend to overlap with the Troika more than left-wing representatives.
Hence, right-wing governments in crisis should be more likely to receive less con-
ditional bailouts than left-wing governments. We test our hypothesis using a new
dataset of bailout conditionality in the onset of European Union (EU) bailout coun-
tries between 2008 and 2015. Our econometric analysis suggests support to our
argument that the Troika treats conservative governments more gently than left
governments when bargaining in the midst of a financial crisis.
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1. Introduction

In 2008, the global economy entered the sharpest recession ever since the 1930’s, not

long after the US financial system collapsed due to the sub-prime mortgage crisis.

Trust in financial markets vanished the day Lehman Brothers, the fourth largest US

investment bank by that time, declared bankruptcy on September 15, 2008. On the

aftermath of that event, panic took over several European economies: some of them

were directly exposed to the US sub-prime mortgage crisis, while others had their

own housing bubbles. In a short period of time, balance sheets of several commercial

banks were full of toxic assets that had little or literally no value. Soon afterwards, it

became clear that several banks would need some kind of re-capitalisation. The crisis

first hit the US, but it soon proved to be deeper and longer in the European Union

(EU), where ”major asset bubbles occurred in Ireland’s and Spain’s property markets”

(Collignon et al., 2013 p. 2).

In both sides of the Atlantic Ocean in the US and Europe, banks turned to national

governments for aid. In all cases, there was a common pattern: taxpayers saw how

part of their money was absorbed by a starving financial system. In fact, ”on average,

governments spen[t] 12.8% of their country’s GDP on interventions to restore financial

stability” (Niepmann & Schmidt-Eisenlohr, 2011 p. 21). Some of the countries that in-

tervened in the financial sector to stop the spread of the crisis were successful in their

goal; but many others failed to do so without additional external aid. Public debt rose

and, in some cases, it did it so much, that financial markets became an unaffordable

option due to investors’ distrust in the re-payment capacity of the State. When that

was the case, states only had two possibilities: bailout or default. In the EU frame-

work, many states asked for aid and actually received it. But doing so implied a harsh

bargaining process with the International Monetary Fund (IMF), the European Cen-

tral Bank (ECB) and the European Commission (EC), a powerful group known as the

Troika that has designed all EU bailout plans. Plans that, in turn, have greatly varied

across countries.
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For example, the Spanish conservative government of Mariano Rajoy obtained much

more lenient conditions than the left-wing Greek government of Syriza. A first differ-

ence lays in the fact that, in Spain, ”unlike in Greece, losses have not been imposed

on holders of Greek government debt” (Treanor, 2012). Moreover, in Spain, ”the super-

vision focus [was] on restructuring the banks —rather than the economy as has been

the case with other [...] countries” (Treanor, 2012). For the left-wing Greek government

of Syriza, on the other hand, ”the rescue loan [came] with a host of conditions attached

that amount to a radical overhaul of the Greek economy, stipulating major reforms of

health, welfare, pensions and taxation systems, alongside more ambitious privatisation

schemes” (Inman & Allen, 2015). Moreover, in Greece, the agreement ”also [gave] the

Troika —the European Commission, ECB and IMF— decisive influence over reforms

of the country’s struggling banking sector” (Inman & Allen, 2015). Something similar

happened in Portugal, where the social-democrat Prime Minister Socrates received

no mercy from the Troika and ”resigned as prime minister after failing to get austerity

measures through parliament” (BBC, 2011).

This set of diverse outcomes drives the main research question of this paper: does the

Troika have a more friendly attitude towards conservative governments than it does to-

wards left-wing ones? This question tries to shed light on an international outcome

—bailout packages— focusing the attention on a key political domestic variable: gov-

ernment partisanship — i.e. ideology. To answer this question, we first qualitatively

describe and analyse how bailouts took place in rescued EU member states between

2008 and 2015. We then review what we know about the main economic determinants

of bailouts; as well as what we know about the impact of domestic politics in interna-

tional bargaining. Next, we present a bargaining model between a failing State and

the Troika that we use to derive an empirically testable hypothesis about the impact

of government partisanship on bailout conditionality, keeping economic explanations

constant. We then move to test our hypothesis with a set of pooled time-series cross-

section models. Following the theoretical discussion and the empirical findings, we

conclude by summarising the main implications of government partisanship when bar-
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gaining with international financial organisations. The findings indicate that the Troika

imposes stricter conditionality on left governments than it does on conservative ones.

2. A Story of EU Bailouts

All recent rescue packages in the EU have involved the IMF and several financial

mechanisms1 coordinated by the ECB and the EC. Because most public debt of Euro-

pean countries was and still is held by private commercial banks of other EU countries,

the default of any member would put in great danger the financial system of the EU.

Thus, international financial institutions pool ”resources from its member countries and

lend it to countries that experience a financial crisis and lack access to the international

capital market to solve their balance of payments difficulties” (Schneider, 2013 p. 2).

However, this money is accompanied by strict conditions on its usage to guarantee

that the first priority is re-payment to international creditors, which has forced ”govern-

ments to introduce painful austerity measures that provoke[d] a backlash from angry

citizens” (Rickard & Caraway, 2014 p. 701). In addition, to restore the confidence of

financial markets, public deficit was also limited following the directives of the Maas-

tricht Treaty2; and the labour market was heavily liberalised. Fig. I shows a list of all

the bailouts that took place in the aftermath of the 2008 crisis in the EU3. Following the

information on Table I, there is a brief timeline that illustrates these bailouts graphically,

in Fig. I.

The first EU member State that asked for a formal bailout was Hungary. The agree-

ment included, on the one side, the IMF, the World Bank and the EU; and on the other
1Mainly, but not only, the EU Balance of Payment programme (BoP), the European Financial Stabili-

sation Mechanism (EFSM), the European Financial Stability Facility (EFSF) and the European Stability
Mechanism (ESM).

2The Maastricht Treaty Euro convergence criteria includes (a) a maximum public deficit of 3% each
year, (b) a maximum share of public debt over the GDP of a 60%, (c) long-term price stability and (d)
sufficiently low interest rates for a period of at least 2 years.

3The first column indicates the bailed out country; the second column indicates the period of the
bailout; and the third column indicates the amount of money that was used out of the total disposable
amount.
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Table I. Detail of EU Bailouts

Hungary November 2008 — October 2010 15.6 out of e20bn.

Latvia December 2008 — December 2011 4.5 out of e7.5bn.

Romania I May 2009 — June 2011 19.6 out of e20.6bn.

Greece I & II May 2010 — June 2015 215.9 out of e245.6bn.

Ireland November 2010 — December 2013 68.2 out of e68.2bn.

Romania II March 2011 — June 2013 1.15 out of e6.15bn.

Portugal May 2011 — June 2014 76.8 out of e79bn.

Spain July 2012 — December 2013 41.3 out of e100bn.

Cyprus May 2013 — March 2016 10 out of e10bn.

Romania III October 2013 — September 2015 2.6 out of e6.5bn.

Greece III August 2015 — August 2018 86 out of e86bn.

Figure I. Timeline of EU Bailouts
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side, the social-democrat Hungarian government. It was reached on October 28, 2008,

and it consisted in a e20bn loan ”to help restore investors’ confidence in the country’s

financial markets and its currency, the forint [...]” (Connolly & Traynor, 2008). In ad-

dition, the deal came ”with strings attached, with the IMF insisting on an introduction

of austerity measures to curb high public spending” (Connolly & Traynor, 2008). For

instance, Hungary had to abolish the 13th month pension for new beneficiaries, it had

to tighten the eligibility criteria for disability benefits and it still has to rise the retire-

ment age 3 years before 2025, among several others. These strings, though, were a
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too heavy burden for Ferenc Gyurcsany, the social-democrat Prime Minister, who had

to resign in April 2009. He was substituted by an independent economist who took

the role of Prime Minister until the 2010 general elections, when the main conservative

party got the government.

Only one month after the first bailout program in the the history of the EU, the IMF,

the World Bank, the EU and some Scandinavian countries agreed on a e7.5bn. for

Latvia. Technically, the programme had to ”allow Latvia to maintain its currency’s peg

to the euro, but there [were] sacrifices such as cuts in public sector wages and state

spending” (BBC, 2008). In addition, the bailout agreement forced Latvia to raise its

”value added tax [...] from 18% to 21% [...]” (BBC, 2008), to adopt a comprehensible

and credible export promotion strategy, or to implement public sector nominal wage

and employment cuts; just to name a few conditions. These measures generated

political and social unrest, and ultimately forced the conservative Prime Minister Ivars

Godmanes to resign. He was substituted by the also conservative Valdis Dombrovskis,

who won the elections in 2010 and the snap elections of 2011. Despite GDP ”contracted

23% over 2008− 2010, while unemployment reached nearly 25%” (Peach, 2011); Latvia

retook the path of growth in 2011.

The next year, 2009, European authorities agreed on the first bailout package for Ro-

mania, that had to agree on two additional bailout programmes on 2011 and 2015. In

Spring 2009, the ”European Union, [the] IMF and [the] World Bank [...] bailed out Ro-

mania with a 20bn loan in return for severe cuts in public spending and wages” (Gow,

2009). In addition, Romania ”also sold stakes in major energy companies and moved

to privatise its freight rail” (EUBusiness, 2008). In the middle of the second rescue,

and one year before the next general election, the conservative Prime Minister Emil

Boc had to resign. He was substituted by the social-democrat Victor Ponta, who won

the 2012 elections and was thus responsible of the third bailout package. Romania

was the last Eastern EU member State obtaining a bailout: after the first Romanian

bailout, the European debt crisis hit the south of Europe and thus the Eurozone, deeply
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transforming its nature and threatening the heart of the EU4.

In 2010, it started the long Greek odyssey, known as Grexit5, when Greek public debt

turned out to be much larger than previously announced. The first Greek bailout pack-

age was ”negotiated with the ECB, the EC and the IMF, [and was] worth 110 billion euro

over three years” (Magnay et al., 2010). In compensation, the social-democratic gov-

ernment of Papandreou had to implement ”cuts in the salaries of public-sector work-

ers, including lawmakers, higher taxes [...], and an increase in the retirement age for

women in the public sector” (Magnay et al., 2010). As a consequence, he was substi-

tuted by an independent economist who acted as Prime Minister with a large coalition

government. Despite all, Greece needed an extension, consisting in a ”second inter-

national financial bailout of the same magnitude as [previous] year’s 110bn.” (Smith,

2011). Following more austerity measures, two general elections were hold in May and

June 2012. The Prime Minister, under a large coalition government, was the conser-

vative Antonis Samaras, who remained in power until January 2015 snap elections,

that led the left-wing politician Alexis Tsipras to power. In summer 2015, before the

extension of the bailout had finished, the new Greek left government of Syriza started

negotiating a new bailout package. Negotiations were extremely tough6 but, finally, an

agreement was reached7. Following the third rescue package, the left-wing party of

Syriza lost cohesion, leading Greece to new snap elections in September 2015. Again,

Tsipras won and remained as Prime Minister.

After the first Greek bailout, it was the turn of Ireland. ”After a humiliating week of

denying it needed help, the Dublin government succumbed to pressure from other

euro zone countries and asked for a very big loan” (Waterfield, 2010). Following the
4The set of Romanian packages was the last one in which the World Bank was involved, given that

this institution is aimed at helping developing economies, and not developed ones.
5Grexit is the name given to the possibility that Greece exits the Eurozone.
6A referendum on the third bailout package was proposed and carried on by the Greek Govern-

ment on early July 2015. Despite the government defended the rejection to the bailout and despite the
rejection option clearly won, Greece finally undertook another rescue package. However, the rescue
package only arrived after the short imposition of capital controls and once the previous package was
over.

7The end of the program is expected for 2018. Including all three packages, the Greek economy will
have received e331.6bn.
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pattern of the other already rescued countries, ”negotiations were tense as the EU and

IMF impose[d] tough conditions to force Ireland to cut public expenditure by 15bn. and

to increase taxation on the vast majority of people” (Waterfield, 2010). That reduction

in public expenditure was obtained, among others, through social expenditure reduc-

tions, reduction of public service employment, or a reduction of existing public service

pensions. Not long after, the conservative Taoiseach Brian Cowen resigned. The snap

elections of early 2011 led the other main conservative Irish party to power. Finally,

after three long and painful years for the Irish economy and more than e68bn., the

program came to an end on late 2013.

The next European economy in falling down was the Portuguese one, in early 2011.

Portugal received close to e80bn., and the program lasted until 2014. Once again, the

Troika imposed severe austerity measures. However, the social-democrat ”Socrates

resigned as prime minister after failing to get austerity measures through parliament”

(BBC, 2011). Among many other austerity measures that had to be passed, there were

”a cut in the public sector wage bill by freezing wages and limiting job promotion; an

increase in sales tax on items such as cars and tobacco; the privatisation of stakes

in national energy companies and the sale of national airline TAP Air Portugal; the

reduction of the most generous state pensions and the freezing of others” (BBC, 2011).

After the resignation of the social-democrat Prime Minister Socrates, snap elections

took place in 2011, leading the conservative Passos Coelho to power until 2015, when

the social-democrats returned to power.

After Portugal, Spain needed a bailout, becoming the largest EU economy ever res-

cued. In summer 2012, the Spanish conservative government of Mariano Rajoy re-

ceived a credit line of e100bn. of which only a 41.3% was used during a period of

almost 2 years. The main goal of the Spanish package was to ”prevent a wider deteri-

oration of the eurozone’s fourth largest economy, which [was] paying punishing interest

rates on borrowed money and is key to the survival of the single currency” (Tremlett,

2012). In addition, ”there was confusion about conditions of the bailout. De Guindos8

8Luis de Guindos was the Spanish Minister of Finance of the conservative Government of Rajoy.
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claimed these required Spain to take measures in the finance sector but did not involve

austerity [and] told Spaniards that this was a simple loan rather than a bailout. Euro-

zone finance ministers, however, warned they would closely monitor Spain’s ability to

stick to deficit targets and structural reforms” (Tremlett, 2012). In any case, Spain left

the bailout program in 2013, ”becoming the second Eurozone country to do so, amid a

tentative economic recovery marred by persistently high unemployment” (Frayer, 2014).

Finally, it was the turn of a very small European country, Cyprus, that ”became the

fifth nation to turn to the Eurozone as it agreed a 10bn. bailout to recapitalise its ailing

banking system in return for a series of drastic measures which would hit the country’s

savers” (Cooper, 2013). Indeed, ”Cyprus [...] agreed to a significant restructuring of

its banking sector, along with other measures such as tax rises and privatisations”

(BBC, 2013). To name a few, Cyprus had to freeze pensions, to increase the statutory

retirement age by 2 years for several employees, or to raise both the standard and

the reduced VAT. Following those measures, capital controls were imposed and banks

branches remained closed for days. The bailout programme was negotiated under the

left-wing government of Demetris Christofias, who had been in power since 2009 and

who lost it in the next scheduled elections, in 2013, in favour of the conservatives.

Noticeably, all 8 rescued EU countries were asked to pursue economic policies of the

same pro-market sign. However, some countries have been given more room than

others by the Troika. Trying to understand this variation in bailout conditionality, the

next section explores the key determinants of bailout agreements discussed in the

literature

3. What Explains Variation in Bailout Conditionality?

In most bailout programs, a set of international financial institutions provide a large

amount of affordable money to a State in financial difficulties in return of economic

adjustment policies. Thus, bailouts usually share some common elements, such as
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an amount of money supplied to the State and a level of conditionality requested to

that State. As already noted, the puzzle is that ”some borrowers receive fewer and

less-stringent loan conditions than others” (Rickard, & Caraway, 2014 p. 701). Like in

most bargaining process, there are many factors that may be relevant when trying to

understand this variation in bailout conditionality.

Evidently, central determinants of bailout conditionality are the key macroeconomic

variables that determine the capacity of debt re-payment of a given State. Collignon

et al. argue that in the context of the recession, the general loss of trust in the finan-

cial markets ”reduced financial markets’ willingness to lend to highly indebted govern-

ments” (Collignon et al., 2013 p. 1). At first, ”markets [...] were negligent to default risk,

[but] they [...] panicked” (Collignon et al., 2013 p. 2). Indeed, ”during the 2008 − 2013

period [...], government debt in the euro area [...] increased by 26.3% of GDP” (Maurer

& Grussenmeyer, 2015 p. 7). Thus, the amount of public debt seems to be a first fac-

tor to be considered when analysing variation in bailout conditionality: the greater the

amount of public debt, the less willing are creditors to lend, and thus, more measures

are needed to ensure its future sustainability. Alternatively, since public debt is the

accumulation of unpaid public deficits, this same argument can be applied to public

deficit.

An equally important factor is the so-called risk premium, defined as ”the compensa-

tion demanded by investors for holding a financial asset with risky payoffs that exceeds

the risk-free rate” (Schwarz, 2014 p. 1). In the case of European government bonds,

the risk premium indicates the additional premium that creditors demand for a risky

bond, like the Greek or the Irish ones, in comparison to a neutral-risk bond, like the

German one. According to Saucedo & Rullan (2014 p. 57 − 58), ”the global financial

crisis led to an increase in public debts in the Eurozone, which caused a boost of the

risk premium, mainly in peripheral European countries”. In addition, ”from 2009 the

risk premium increased for peripheral countries like Greece, Ireland, Portugal, and to

a lesser extent, Italy and Spain, but in the summer of 2012, the risk premium of the

latter countries reached record levels” (Saucedo & Rullan, 2014 p. 57 − 58). With the
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exception of Italy, the rest of the mentioned countries were bailed out. Thus, the risk

premium seems to be a factor that may help us variation in bailout conditionality. A sim-

ilar argument applies to the ratings of rating agencies like Fitch, Moody’s or Standard

& Poors, which ”seek to assess the capacity and willingness of a sovereign govern-

ment to service its debt within the maturity rates and in accordance with the conditions

agreed with the creditors at the time the loans were contracted” (Canuto et al., 2014 p.

5).

A further key structural factor that directly affects the re-payment capacity of the State

and, thus, the need for structural adjustments is the balance of payments. The bal-

ance of payments is a record of all the monetary transactions between a particular

country and the rest of the world. If a country receives more money from the rest of

the world than it sends to the rest of the world, the balance of payments of that coun-

try is in surplus. Following Cantor and Packer (1996 p. 39), ”[a] large current account

deficit indicates that the public and private sectors together rely heavily on funds from

abroad. Current account deficits that persist result in growth in foreign indebtedness,

which may become unsustainable over time”. According to Saucedo and Rullan (2014

p. 48), ”adverse shifts in the balance of payments [can] not continue in the long term

in a currency area where countries already [have] their monetary and exchange rate

policies” centralised. Thus, ”the euro area crisis is best viewed as a balance of pay-

ments crisis triggered by an over-reliance on foreign capital” (Higgins and Klitgaard,

2014 p. 7 − 8). Because bailout conditionality reflects, among others, the need for

macroeconomic adjustments, the balance of payments needs to be considered when

studying bailout conditionality. Moreover, general economic performance can be seen

an indicator of the health of the economy and, thus, real GDP growth and inflate could

influence the future capacity of re-payment of the State, if only indirectly.

Despite the central implications of pure economic trends on the level of burden that

international institutions may enforce on governments in crisis, the domestic political

context in which the bailout is about to be imposed should also play a critical role. In

this regard, the so-called Schelling conjecture provides the necessary framework to
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understand how domestic politics may affect bailout agreements. In general terms,

Schelling (1960 p. 28) argued that ”[w]hen national representatives go to international

negotiations knowing that there is a wide range of potential agreements within which

the outcome will depend on bargaining, they seem often to create a bargaining position

by public statements, statements calculated to arouse a public opinion that permits no

concessions to be made”. In other words, by generating a commitment, bargaining

parts send the signal that they cannot deviate much from their preferences. These

commitments may take different forms, such as scheduled or snap elections, referenda

or public statements in the media, among others. In the same line, Tarar (2001 p.

335) argues that ”[u]nder complete information, a domestic constraint is a bargaining

advantage to the extent that if one executive’s constraint is high and the other’s is only

low or medium, the former gets a better deal than if neither side were constrained, and

the latter is worse off”.

In democracies, parties publicly locate themselves in some point between the extreme

right and the extreme left. By doing so, within the Schelling conjecture, they are send-

ing a clear message to any bargaining counterpart, since they are at least partially

committed to the preferred policies of their electorate. Because left and right par-

ties have different electorates to satisfy, their commitment to certain economic policies

varies. For instance, Rickard, Caraway & Anner (2012 p. 35) argue that ”left-leaning

governments may be more sympathetic to labor’s demands than right-leaning gov-

ernments because left governments are more likely to have political ties to unions

and/or to be ideologically inclined to oppose IMF reform conditions”. Additionally, as

argued by Sattler (2013 p. 343), ”stock markets often punish incoming left governments

and drop significantly after a left-wing electoral victory. Similarly, they welcome right

governments with a positive, upward reaction in stock prices. This is because the

probability of policies that are harmful for returns on investments increases under left

governments, while right governments are more likely to choose policies that are bene-

ficial for financial returns” (Sattler, 2013 p. 343). Thus, conservative governments seem

to be more sensible to capital interests than labour ones, and markets seem to respond
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accordingly. Under the Schelling conjecture, left governments are domestically more

constrained when bargaining with international financial institutions, because there is a

wider range of outcomes —pro-market economic policies— they cannot accept. How-

ever, the Troika may react like stock markets, punishing left governments and helping

conservative ones to retain political power. If this is the case, a domestic constraint is

no longer a bargaining advantage.

In a similar line, Beazer and Woo (2015 p. 1) argue that ”the International Monetary

Fund (IMF) often seeks to influence countries’ domestic public policy via varying levels

of conditionality —linking financial support to borrowing governments’ commitment to

policy reforms—”. Their main argument is that because ”left and right governments

confront different types of opposition to market-oriented reforms, [...] the question of

whether stricter IMF conditionality encourages or impedes reform progress depends

heavily on IMF programs’ partisan context” (Beazer & Woo, 2015 p. 4). Thus, they

implicitly but clearly recognise that IMF reforms are market-oriented reforms —such

as liberalisation of the labour market, privatisation and public spending reduction—

that are, in general, more welcome in the right than they are in the left. And they also

argue that, as a consequence, pressure from the IMF is more efficient in left-wing gov-

ernments than it is in right-wing ones, which could imply that the Troika punishes left

governments and rewards right ones with more flexible bailout agreements. Moreover,

the Troika has no need to agree on an extremely tough bailout with a government if

that government is already wiling to apply by itself some or many of those measures —

e.g. austerity and other pro-market measure. Overall, the argument is that the Troika

punishes left governments with more bailout conditionality, making them more vulnera-

ble at home and reducing their chances of winning the next elections. In this scenario,

a domestic constraint is no longer an advantage and the Schelling conjecture does not

seem to apply.

Evidently, the impact of government partisanship on bailout conditionality may be in-

terlinked with the closeness of the next election. Following the Schelling conjecture

again, Rickard and Caraway argue that ”governments facing democratic elections have
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incentives to bargain with international lending institutions to reduce the stringency

of such loan conditions” (Rickard, & Caraway, 2014 p. 701). Their argument is that

”[g]overnments facing imminent elections at home can leverage their electoral vulner-

ability to strengthen their bargaining position with the IMF” (Rickard, & Caraway, 2014

p. 702). However, they recognise the Troika does not negotiate with ”caretaker gov-

ernments since they have limited tenure and no guarantee of parliamentary support.

For example, IMF officials suspended talks with the Greek government in the months

before the 17 June 2012 snap election” (Rickard & Caraway, 2014 p. 714−715). Against

this light, the next section focuses mainly on the role of government partisanship on

the bargaining relations between the bailing international institutions and the domestic

government of the bailed country.

4. Bargaining Over EU Bailout Packages: The Model

Building on the above discussion, we now move to present a game theory model that

captures why and how left governments get more conditionality than right govern-

ments when they are bailed out. To develop such a model, we first formally present

the players —a failing State and the Troika—, their utility functions and their possible

strategies. Then, we define conditionality in equilibrium —in different words, actual

bailout conditionality— as a function of government partisanship, or ideology. Then,

we use the game to derive an empirically testable hypothesis on the impact of govern-

ment partisanship on bailout conditionality, to which we incorporate a small set of key

macroeconomic controls.

4.1 Players, Utilities & Strategies

This bargaining game has two utility-maximising players: (a) a failing State and (b) the

Troika9. Both the State and the Troika bargain over a quantity of money and a set of
9Though the term Troika is usually employed to talk about the IMF, the ECB and the EC, the term

Troika does not exclude those bailouts in which the World Bank or individual states were also involved.
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economic policies to be implemented in return for that money. The key parameters

of players’ utility functions are the set of implemented economic policies in case of

bailout and the preferred economic policy of each player. While the Troika mainly

deserves to protect creditors’ interest with pro-market economic policies, the party in

the government wants an economic policy that maximises its chances of re-election.

But this policy is not the same for all parties. Labour parties ideal economic policy is

further away from the Troika’s ideal policy than the conservative ideal economic policy

is. This is so because, as argued in ??, labour and conservative governments need

to satisfy different electorates. Consequently, labour governments ideal policies are at

odds with Troika’s pro-market economic policies; whereas conservative governments,

like the Troika, are more sensitive to capital interests.

The core element of the players’ utility functions is thus defined as the absolute neg-

ative distance between the ideal policy of each player and the finally implemented

economic policy. Notice that π̂ indicates players’ ideal policies; and that π indicates

implemented policies. Additionally, the subscript s refers to the State, whereas the

subscript t refers to the Troika. Then, for the State, the utility function can be defined

as −|π̂s − πm|, in case that the State continues to finance itself through the market;

as −|π̂s − πd| if the State goes default; and as −|π̂s − πt| if the State accepts the offer

of the Troika. For the Troika, it is the same but changing the corresponding subscript,

such that: −|π̂t − πm| if a State finances through the market, −|π̂t − πd| if a State goes

default, and −|π̂t − πt| if the State accepts the Troika’s offer. This is the core, but not

the only, element of the players’ utility functions.

Once defined the political side of the utility functions, the next element that players

take into consideration is the amount of money itself. In case that the State finances

its needs through the market, as it usually does when there is no crisis, it gets an

amount of money β, such that its utility is −|π̂s − πm| + β; whereas if it asks for help

to the Troika and then accepts its offer, it gets α, a scenario in which its utility is

In addition, the extent to which the Troika is a unified actor is arguable; but for the purpose of this
research and for simplicity, it is assumed to be a unique and unified actor.
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−|π̂s − πt| + α. In case the State decides to go default, it gets no money because

the markets remain closed in the short run and the Troika, of course, offers no aid:

in that scenario, utility is just −|π̂s − πd|. On the other hand, the Troika subtracts the

amount of money α to its pay-off, but only if its offer is accepted, case in which its

utility is −|π̂t − πt| − α. Otherwise, no additional monetary parameter is incorporated

to the Troika’s utility function. Because this bargaining model has T = 2, this is, two

periods, a common discount factor δ in t = 2 is added, such that δ ∈ [0, 1]. The goal is

to take into account both the idea that the future is less valuable than the present, and

that bargaining is costly. Now, utilities have been fully defined. Table II presents the

notation of all the variables and parameters that are part of players’ utility functions.

Table II. Parameters of the Model

π̂s Ideal State’s economic policy.

π̂t Ideal Troika’s economic policy.

πm Chosen economic policy in case of market financing.

πt Chosen economic policy in case of bailout.

πd Chosen economic policy in case of going default.

β Amount of money obtained through the market.

α Amount of money obtained through the Troika.

δ Common discount factor.

The timing of the game is as follows. First, a State suffers an exogenous economic

shock that increases the cost it faces when financing in the financial markets. Then,

this State can do three different things: (a) assume this increasingly high cost —a

strategy called market strategy or sm—; (b) declare bankruptcy —a strategy called

default strategy or sd—; and (c) ask for help to international financial institutions —a

strategy called ‘Troika strategy’ or st. Unless there is an exogenous shock, the best

strategy of the State in the first stage of the game is to play sm, case in which the

game ends. If a State declares unilateral bankruptcy, the game also ends at t =

15



1. On the other hand, if the State suffers a shock and asks for aid to international

financial institutions, such as the Troika, these institutions respond and make an offer

λ. This offer λ consists of two elements: (a) a sum of money α and (b) an economic

policy imposition —conditionality—, denoted as πt. After this, the State has the same

options it had in the first stage: (a) go to the market, (b) go default or (c) accept10, but

discounted by the common discount factor δ. In tree form, this extensive form game of

perfect information is displayed in Fig. II11.

Figure II. The Bailout Game

State

−|π̂s − πm|+ β

−|π̂t − πm|
Troika

State

δ(−|π̂s − πm|+ β)

δ(−|π̂t − πm|)

δ(−|π̂s− πt|+α)

δ(−|π̂t− πt| −α)

δ(−|π̂s − πd|)

δ(−|π̂t − πd|)

−|π̂s − πd|

−|π̂t − πd|

sm st

λ

sm st sd

sd

4.2 The Equilibrium

As any other finite extensive form game, this bargaining game is solved by backward

induction. In the first stage, in normal conditions, a State will follow the market strategy

sm because usually us(sm) > us(sd). However, when there is an exogenous shock

that closes financial markets for a particular State —this is, financing through them

becomes too costly—, that State has two alternatives: go default or go to the Troika.
10The game in extensive form in presented in the Appendix.
11The equilibrium is highlighted in red and bold font.

16



This is the point in which us(sm) ≤ us(sd). If the State goes default, the game ends.

However, the costs of such strategy can be huge and no money is received: the Troika

does not help and the markets, of course, remain closed. Given that a default has

also a very high cost for capital interests and the Troika, the State knows that the

Troika will make an offer λ such that us(st;t, sλ) ≥ us(sd, sλ), if such an offer λ can also

simultaneously satisfy ut(st;t, sλ) ≥ ut(sd, sλ). When these three conditions are met12,

there is a unique Sub-game Perfect Nash Equilibrium, SPNE13, in which the Troika

makes an offer λ that is always accepted by the State: {st;t, sλ}. Because all states

that have asked for aid to the Troika have actually received it, these conditions are

presumably met in reality. However, as we have seen, the conditionality imposed by

the Troika πt adopts different forms in every case. Following the game, πt in equilibrium

is isolated by adding the utilities of the two players and setting them to 0, as in Eq. (1).

According to Eq. (1), πt is always the middle point of the two bargaining players. Notice

that the main assumption here is that both players have equal bargaining power14.

δ(π̂s − πt + α) + δ(π̂t − πt − α) = 0

δ(π̂s − 2πt + π̂t) = 0

δ(π̂s + π̂t) = δ(2πt)

δ(πt) = δ

(
π̂s + π̂t

2

)
πt =

π̂s + π̂t
2

(1)

Let’s now suppose that implemented policies π and ideal policies π̂ are located in

an interval [0, 1]. First, assume that 1 indicates a high degree of conditionality and,

thus, a larger amount and deeper pro-market economic reforms. On the other hand,

assume that 0 indicates no conditionality and, thus, no need for pro-market reforms at

all. Located at 0, there is the default policy πd, that entails not meeting the obligations
12These three formal conditions can be consulted in ?? .
13A Subg-game Perfect Nash Equilibrium, SPNE, is a refined solution of the Nash Equilibrium concept

that rules out empty commitments —mainly, threats and promises— in extensive form games. It is
obtained by backward induction.

14This assumption is later relaxed when adding the punishment function.
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with creditors; at 1, there is the ideal pro-market economic policy of the Troika π̂t. Given

that democratic governments depend on voters to stay in power, they are sensible to

the demands of the majority, a majority mostly made of working citizens and not of

capital owners. Thus, a key assumption is that 0 < π̂s ≤ 0.8 because even the most

pro-market government needs votes to retain power15. Particularly, the threshold is set

at π̂s ≤ 0.8π̂t because the most conservative government in the dataset16 is 8.4/10 ≈ 0.8.

Additionally, not all governments are equally sensible to labour demands or equally

prone to large public spending, such that π̂s is different for conservative and left-wing

governments. Particularly, π̂s increases up to 0.8 as a government is closer to the

right and decreases to 0 with extreme left governments. Fig. III shows, in red, the

image of Eq. (1), whereas Fig. IV shows this function graphically. Thus, Fig. III shows

the set of feasible bailout conditionality πt in equilibrium; whereas Fig. IV shows the

relationship between government partisanship and bailout conditionality in equilibrium

if both players have equal bargaining power. Notice that, if players are rational, πt in

equilibrium must always be bounded between the ideal policies of the two bargaining

players.

Figure III. Image of Eq. (1) for π̂s ∈ [0, 0.8]

πd = 0 0.5 π̂t = 10.9

πt =
π̂s + π̂t

2

Then, another function k(π̂s), called punishment function, is added to this function

πt(π̂s), as in Eq. (2). In fact, Eq. (2) illustrates two key ideas. First, that the imposed

policy in equilibrium is, a priori, the middle point between the ideal policy of the two

bargaining players and; second, that left governments are punished by the Troika,

that adds a monotonically decreasing punishment k(π̂s). The maximum punishment,

when π̂s = 0, is defined as k = π̂t/2, since this imposes the maximum policy possible in

equilibrium. This is so because the agreed economic policy in equilibrium πt will always
15Because the Troika is not a democratic institution, it does not need voters to stay in power. Thus,

the Troika does not face any type of democratic constraint.
16This information is displayed in Table III.
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Figure IV. Plot of Eq. (1) for π̂s ∈ [0, 0.8]

be bounded π̂s ≤ πt ≤ π̂t, since any agreed policy will necessarily be between the ideal

policy of both bargaining players. When the government is extremely pro-market, this

is when π̂s = 0.8π̂t; the Troika rewards the parties in government by imposing lower

conditionality. Or, in other words, a reward in form of negative punishment17, such that

k = −π̂t/2 × z, where z is just a parameter that adjusts the slope and ensures that the

policy in equilibrium is always bounded between the ideal policies of both bargaining

players.

The reason for a reward in form of negative punishment for conservative governments

is two-fold. First, there is no need to impose a lot of conditionality on a government

that is already willing to apply on its own the same kind of measures to be agreed.

And second, it allows conservative governments to send the message to voters that

they have been able to retain economic sovereignty, which increases their chances

of winning the next election. It is for analogous reasons that the punishment function
17For further discussion on the construction of the punishment function k(π̂s), see the Appendix.
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shifts the equilibrium to the Troika’s ideal policy when bargaining with extreme left

governments —mainly, to make sure that agreed measures are actually implemented,

as well as to reduce extreme left parties’ chances of re-election. Thus, as argued in

??, the logic of the Schelling conjecture does not apply in this context, since the Troika

uses the domestic constraint of left governments to reduce their chances of retaining

political power. Though counterintuitive at first, the idea is simply that the Troika tires to

help governments with similar economic interests – in other words, conservative ones.

Precisely, the punishment function, once added to Eq. (1), reflects this key idea, as in

Eq. (2).

πt(π̂s) =
π̂t + π̂s

2
+ k(π̂s)

such that k(π̂s) =
π̂t
2
− 1

2
(z + 1)π̂s

and that π̂s ≤ πt(π̂s) ≤ π̂t

(2)

Then, using substitution, Eq. (3) is found. In fact, Eq. (3) shows that an extreme-

left government will get the worst possible bailout; and that bailout agreements get

monotonically loose as governments become more conservative.

πt(π̂s) =
π̂t + π̂s

2
+
π̂t
2
− 1

2
(z + 1)π̂s

πt(π̂s) = π̂t −
z

2
π̂s

(3)

The next step consists in isolating z for π̂s ≤ 0.8π̂t, since this is the maximum value

that π̂s may take. By setting this inequality, Eq. (4) is found. In fact, Eq. (4) shows that

the parameter z adjusting the slope will never be greater than 0.5.

πt(π̂t) ≤ 0.8π̂t

π̂t −
z

2
0.8π̂t ≤ 0.8π̂t

z ≤ 1

2
≡ z ≤ 0.5

(4)

Finally, there is Eq. (5), which illustrates that πt in equilibrium shifts to π̂t when π̂s = 0,

and that π̂t is monotonically decreasing in π̂s. In contrast to Eq. (3), Eq. (5) ensures that
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the final outcome is bounded between the ideal policies of both bargaining process –

for the rest, both functions are the same. The image of Eq. (5) when z = 0.5 is graphed

in Fig. V, whereas the function itself is plotted in Fig. VI. Again, Fig. V shows the

values that bailout conditionality in equilibrium πt may adopt, whereas Fig. VI shows

the relationship between government partisanship and bailout conditionality according

to Eq. (5). Whereas Fig. IV shows the relationship between government partisanship

and bailout conditionality when there is no punishment —this is, when players have

equal bargaining power—, Fig. VI shows how this relation is inverted after the addition

of the punishment function. Thus, according to Fig. VI, bailout conditionality should

decrease as governments become more conservative18.

πt(π̂s) = π̂t −
z

2
π̂s

such that 0 < z ≤ 0.5

(5)

Figure V. Image of Eq. (5) for π̂s ∈ [0, 0.8] & z = 0.5

πd = 0 π̂t = 10.8

πt = π̂t −
1

4
π̂s

The function that defines conditionality πt in equilibrium suggests the hypothesis that

the Troika is more likely to agree on less stringent bailout programs with conservative

governments than it is with labour ones, holding all else constant. Then, the main

theory to be tested can be defined as in Eq. (6), where β1 is expected to be negative:

πt = β1π̂s (6)

Following the standard approach in quantitate analysis, this hypothesis is tested with

an econometric model that keeps constant a set of controls that could also affect

bailout conditionality. Following the previous discussion on the economic determinants
18Notice that when z = 0.5, the model works only for all 0 ≤ π̂t ≤ 0.8; however, as z decreases and

the slope flattens, the model applies to a wider range of π̂s values.
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Figure VI. Plot of Eq. (5) for π̂s ∈ [0, 0.8] & z = 0.5

of bailouts in ??, these variables are public debt as a percentage of GDP θ, the bal-

ance of payments η and the risk premium ρ. Thus, πt is now Eq. (7), which is Eq. (6)

with controls, where β2 and β4 should be positive and β3 should be negative.

πt = β1πs + β2θ + β3η + β4ρ (7)

Adding a constant and an error term, Eq. (8) is the overall model to be tested.

πt = β0 + β1πs + β2θ + β3η + β4ρ+ ε (8)

Following this model, government partisanship should have a negative impact on

bailout conditionality, indicating that as governments become more conservative, con-

ditionality decreases, keeping key macroeconomic variables such as the balance of

payments, risk premium and inflation constant. This is so if and only if the Troika pun-
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ishes left governments; otherwise, according to the game and following the Schelling

conjecture, conditionality in equilibrium steadily increases with π̂s. Thus, the main the-

ory to test is that the level of conditionality imposed by the Troika in case of bailout πt

decreases as government partisanship π̂s increases.

5. Empirical Analysis

In this section we present a set of econometric models that test if left governments are

punished by Troika with more bailout conditionality when they are bailed out. We first

discuss the data and variables used to to perform the econometric analysis. Then,

we present the econometric models and discuss the implications of the main findings,

which indicate that conservative governments get less conditionality when they are in

power during the negotiation of their country’s bailout.

5.1 Dataset & Variables

The central hypothesis —that left governments are punished by the Troika— is tested

running a set of regression models on a pooled time-series cross-section dataset. In

this type of dataset, each unit —each country— is observed repeatedly over a spe-

cific period of time —all quarters between 2008 and 2015. Following Beck (2001 p.

273), time-series cross-section datasets, in their simplest form, can be formalised as

in Eq. (9):

yit = xitβ + εit (9)

such that i=1,...,N and t=1,...,T.19 The cross-country dimension of this analysis is
19In words of Beck and Katz (2007 p. 182), ”the paradigmatic comparative political economy studies

[...] have about 30 annual observations on about 20 advanced industrial democracies. [...] TSCS
typically have between 10 and 50 observations and between 10 and 50 units” (Beck and Katz, 2007 p.
183). Unlike classical microeconomic panels, that tend to be clearly N dominant, time-series cross-
section datasets are usually T dominant. This implies that asymptotic properties of the estimators
depend on T , the time window, and not on N , the number of cases. Thus, ”[t]he critical issue is whether
T is large enough so that i averaging over time yields stable results, and also whether it is large enough
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formed by the 8 countries that were rescued by the Troika, whereas the time-series

dimension is made of all the quarters since the crisis started or, in other words, of all

the quarters between 2008 and 2015, both included20. The set of variables of the model,

as well as their nature, scope and statistical treatment, are listed and explained below.

Table III shows a summary of the main descriptive statistics of all the variables21.

Following the qualitative discussion on the 8 bailout agreements at the beginning of this

paper, Bailout Conditionality is a non-negative count variable that was created via

a qualitative content analysis. First, all bailout agreements22 and their revisions were

downloaded and then, all the conditions to be taken on each quarter23 were added.

When there is no bailout going on or the bailout schedules no measures24 for a partic-

ular quarter, this variable adopts the value of 0. Additionally, when a bailout agreement

does not specify when measures are due to, all the measures on that bailout agree-

ment are added and divided by the number of quarters for which the bailout is to be in

force, getting an average. Finally, when bailout agreements are revised, the previous

agreement remains in force. Thus, an additive approach is chosen, in the sense that

the measures scheduled in revisions are added to the measures already agreed25 in

the original bailout and in previous revisions. Fig. VII presents a graphical representa-

tion of this variable.

to make some econometric issues disappear. While there is no magic cut-off level, [...] comparative
politics TSCS data sets we work with commonly have T ’s of twenty or more” (Beck & Katz, 2009 p. 3).
Since the dataset of this paper contains 8 cases and almost 30 observations per case, this key element
is met.

20The start year is 2008 because there was no crisis going on before 2008, which means that there
could be no bailout before 2008. Consequently, the dependent variable is censored for observations
prior to 2008. The last year is 2015 because of data availability.

21Notice that, in this summary, variables are raw or, in other words, without any statistical treatment.
The distribution of all variables after treatment is reported in the Appendix.

22All bailout agreements can be found in the European Commission website: http://ec.europa.
eu/economy_finance/assistance_eu_ms/index_en.htm.

23Usually, measures are scheduled for particular quarters or months.
24Notice that a measure is a particular policy reform, usually of economic nature and pro-market sign.

Measures —or reforms— constitute the so-called conditions discussed in Section 2.
25This approach is imprecise, since some measures in the revisions are not really new measures,

but just target revisions of previous measures, or the same measures re-scheduled. For instance,
if a government must, for a particular quarter, increase the retirement age 1 year and to reduce the
average pension a 5%; these count as 2 different measures. If later on the agreement is revised and
that government needs to increase the retirement age 2 years and to reduce the average pension a
10% instead, these count as 2 new measures, even if they are not really new but just a target update.
However, these are a minority, and most measures in revisions are actually new measures.

24
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Table III. Variables Summary

Variable Mean S.Dev Min Max Obs

Bailout Conditionality

Overall 4.7 12.2 0.0 117.0 288

Between 4.3 0.9 14.1 8

Within 11.5 −9.3 107.7 36

Government Partisanship

Overall 5.4 1.7 1.1 8.4 288

Between 0.9 4.2 7.2 8

Within 1.5 2.3 9.6 36

Public Debt

Overall 76.4 41.6 8.2 181.8 288

Between 37.3 28.4 145.2 8

Within 22.5 16.8 118.4 36

Balance of Payments

Overall −3.8 7.3 −37.4 16.3 232

Between 3.3 −8.5 0.6 8

Within 6.6 −32.6 17.4 29

Interest Rate

Overall 6.1 3.4 0.8 25.4 288

Between 1.7 4.1 9.3 8

Within 2.9 0.6 21.7 36

Government Partisanship is the main variable of interest and was created leveraging

the ParlGov cabinet database26. This is a cabinet-party database that contains the
26ParlGov cabinet database website is http://www.parlgov.org/static/static-2014/
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Figure VII. Bailout Conditionality

2010 CHESS scale27 value for each party, as well as the number of seats of each

party on the national Parliament. First, the total number of seats of each party in the

cabinet over the total number of seats of the cabinet is computed. After, this variable

is multiplied by the ideology of each party in the government coalition according to

the CHESS scale. Doing so, a weighted average of each cabinet left-right ideology

is generated. Notice that this average is weighted because the ideological position of

each party in the government is multiplied by the share of seats of that party over the

total seats of the cabinet. Fig. VIII presents this variable graphically.

Additionally, we make use of a number of control variables. Public Debt as a % of

GDP is defined as the quarterly general government consolidated gross debt as a per-

centage of GDP, while Balance of Payments is defined as the quarterly balance of

stable/index.html.
27The Chapel Hill Expert Surveys Series (CHESS) is a 0 − 10 scale that indicates 0 for extreme left

parties and 10 for extreme right parties. Measured every 4 years by surveying a large sample of experts,
the data this paper uses is from 2010.

26
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Figure VIII. Government Partisanship

payments as a percentage of GDP. Finally, Sovereign Interest Rate represents the

quarterly 10 years bonds interest rates used as the best approximation to each coun-

try’s risk premium. All the macroeconomic variables are gathered from the Eurostat

database.28.

Before moving to show the results, a brief note on causal inference. Causal inference

requires that changes in the independent variables precede changes in the dependent

variable. But it turns out to be that bailout agreements take place occasionally in

time and set conditions for the future. Consequently, how can future values of the

covariates help us explain variation in bailout conditionality? It is reasonable to argue

that players — rescued states and the Troika — have good forecasting capacities, but

lagging the covariates is a useful tool to overcome this issue. By lagging the covariates

4 quarters29, more past values of the covariates precede changes in the dependent
28Eurostat database website is http://ec.europa.eu/eurostat/data/database. A graphi-

cal representation of the variables can be found in the Appendix.
29Except government partisanship, which is only lagged 2 quarters. This is so because it is assumed

27
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variable and, thus, the assumption of good forecasting capacities is reduced.

5.2 Results

Because the dependent variable is a non-negative count variable that does not fol-

low a normal distribution, the model cannot be estimated using standard linear mod-

els30. Since the dependent variable presents both an excess of zeroes31 and also

over-dispersion32, Poisson regression is not a good estimation method either. Nega-

tive binomial regression then arises as a significantly better approach, but with such an

excess of zeroes, not even negative binomial may be the best choice. Thus, Poisson

and negative binomial zero-inflated counterparts could do better, as long as there are

two different data generating processes for the zeroes. Precisely, there is a majority

of zeroes generated by the fact that there was no bailout going on; but there is also a

small set of zeroes generated because the bailout package entailed no measures for

that period33. Thus, zero-inflated models seem to be the way to go34.

However, the nature of the dependent variable is not the only consideration to be made

when specifying the model. Actually, unobserved time-persistent unit heterogeneity35

is ”one of the most frequently encountered challenges” (Clark & Linzer, 2014 p. 399) in

time-series cross-section analysis. This phenomenon emerges ”when the dependent

variable exhibits group-level variation beyond what can be explained by the indepen-

dent variables alone” (Clark & Linzer, 2014 p. 399). Unit unobserved time-persistent

that partisanship of the bargaining government, rather than the future governments that will apply the
measures, is what affects the bargaining process and the final outcome.

30Scatterplots of bailout conditionality against covariates can be found in the Appendix.
31Approximately, two thirds —66.67%— of the observations are 0, and with a mean of 4.7, the number

of expected zeroes under a Poisson regression should be just 0.87% ≈ 1%.
32Variance is 149.48 and the Pearson Dispersion statistic is 16.12. A variance greater than the mean,

as well as a Pearson Dispersion statistic greater than 1 indicate over-dispersion.
33Zero-inflated models estimate a model with two separate parts. One is a logit or probit that explains

if a count is a true 0 or otherwise. The other part is a negative binomial or a Poisson that predicts the
value of the count when the count is not a true zero. In this case, true zeroes are those generated by
the absence of bailout.

34A general concern with TSCS datasets is panel heteroskedasticity, but Poisson and negative bino-
mial models do not assume homoskedasticity. Thus, heteroskedasticity is no longer a concern.

35Unobserved time-persistent unit heterogeneity can be formally defined as follows, where ”hetero-
geneity, or individual effect is z′iα” (Greene, 2012 p. 385): yit = x′

itβ + z′iα+ εit.
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heterogeneity can usually be modelled either using Fixed Effects (FE) or Random Ef-

fects (RE)36. However, bailed out European countries —and in fact all countries— are

not randomly drawn from a representative sample; instead, they are fixed and con-

stitute the entire population. Thus, when dealing with countries, the random effects

moment condition usually fails and, consequently, fixed37 rather than random effects

should be the approach.

Because all the covariates are of political or economic nature, all of them are likely to

be simultaneously affected by bailout conditionality. Consequently, the error term is

likely to be correlated with the covariates, which implies that the strict exogeneity as-

sumption may not be met.Following Wooldridge (2002 p. 490), ”a simple test is to add

[all the covariates suspect of not meeting the strict exogeneity assumption forwarded

one period] as an additional set of covariates; under the null hypothesis, [they] should

be insignificant”. The results of the test yield that two covariates —public debt and the

sovereign interest rate— are endogenous38. Since there are no valid instruments at

hand, lagging 4 periods —a year— arises as the best approach. Notice, though, that

government partisanship is only lagged 2 periods because it is assumed that partisan-

ship of the bargaining government, rather than the future governments that will apply

the measures, is what affects the bargaining process and the final outcome. When

repeating the test but with the lagged covariates, only public debt is endogenous39.

Thus, strict exogeneity is not fully met; but, as expected, endogeneity is reduced when

lagging the covariates. Additionally, autocorrelation is frequently a problem in TSCS

data (Worrall & Pratt, 2004). A very general test for serial autocorrelation is to regress

the error in the predicted number of counts on the lagged error in the predicted number

of counts. When doing so, serial autocorrelation seems to be present40. Consequently,
36Models that address not only intercept heterogeneity but also slope heterogeneity are not consid-

ered because these methods are data demanding and the dataset is not large. However, to the extent
that the Troika may treat Eurozone and non-Eurozone members different, these varying slopes models
could be of substantive interest.

37The inclusion of unit fixed effects means that inference is made using exclusively within unit varia-
tion, eliminating all between information.

38With p-values of 0.011 and 0.041, respectively.
39With a p-value of 0.009.
40With a p-value of 0.000.
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the best strategy is to cluster the standard errors on the unit variable, allowing for intra-

country autocorrelation.

Because this dataset has a relatively large time-series dimension, we also test for

stationarity using the Levin-Lin Chu (2002) test. For a 10% significance level, the null

of unit roots cannot be rejected only for public debt and sovereign interest rate, with

p-values of 0.999 and 0.507, respectively41. A standard fix in the econometric litera-

ture is to first differentiate the covariates or, in different words, to transform levels into

changes. To keep consistency, the two non-stationary covariates and the other eco-

nomic covariate —the balance of payments— are all first differentiated, making them

totally stationary42. More important, further unit-roots tests on the errors of the mod-

els effectively prove that the relationship between the covariates and the dependent

variable is totally stationary.

Having discussed the basic econometric assumptions of our models, Table IV presents

six specifications, all of them fitted under a zero-inflated negative binomial43. Models

I, II and III are estimated clustering the standard errors on time, whereas Models IV,

V and VI are estimated clustering the standard errors on the units. Thus, the first

three models assume that errors are serially independent but contemporaneously cor-

related; whereas the last three assume the inverse situation44. In addition, to take into

account unit time-persistent unobserved heterogeneity, unit dummies are incorporated

in Models II, III, V and VI. Finally, to account for time dynamics in a simple fashion, a

linear and a quadratic time trend are included in Models III and VI45 —again, their

inclusion is significant.

41The tests check the null that panels contain unit roots. In this case, the test is computed adding
a time trend to the balance of payments and public debt, because a simple visual inspection of the
variables indicates the presence of relatively clear trends.

42With p-values of 0.000.
43Notice that the logit part of the models has been left as a constant, only. This is so for simplicity and

because this paper entails no theory of why bailouts occur.
44Clustering on different variables just transforms the standard errors and, thus, significance; but

never the sign or the magnitude of the coefficients.
45Following the standard econometric notation, Models I and IV take the form of yit = α+ xitβ + εit,

Models II and V take the form yit = αi + xitβ + εit and, finally, Models III and VI correspond to yit =
αi + xitβ + ztγ1 + z

2
t γ2 + εit, where z stands for the time trend, and γ for the coefficients of the linear

and the quadratic time trends, respectively.
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Table IV. Zero-Inflated Negative Binomial Models of Bailout Conditionality

I II III IV V VI

Government Partisanship −0.215∗∗∗ −0.365∗∗∗ −0.324∗∗∗ −0.215∗ −0.365 −0.324∗∗

2-periods lagged (0.068) (0.127) (0.100) (0.111) (0.279) (0.130)

Public Debt 0.042∗∗∗ 0.038∗∗ 0.020∗ 0.042∗∗∗ 0.038∗∗∗ 0.020∗

4-periods lagged & first differentiated (0.015) (0.015) (0.011) (0.009) (0.009) (0.011)

Balance of Payments −0.040 −0.038∗ −0.050∗∗∗ −0.040∗∗∗ −0.038∗∗∗ −0.050∗∗∗

4-periods lagged & first differentiated (0.026) (0.022) (0.013) (0.014) (0.013) (0.010)

Interest Rate 0.233∗∗∗ 0.205∗∗∗ 0.140∗∗∗ 0.233∗∗∗ 0.205∗∗∗ 0.140∗∗∗

4-periods lagged & first differentiated (0.074) (0.072) (0.048) (0.067) (0.067) (0.051)

Time Spline 0.119∗ 0.119

(0.064) (0.104)

Quadratic Time Spline −0.006∗∗∗ −0.006∗∗

(0.001) (0.002)

Fixed Effects 3 3 3 3

Constant 3.573∗∗∗ 3.884∗∗∗ 3.919∗∗∗ 3.573∗∗∗ 3.884∗∗ 3.919∗∗

(0.406) (0.721) (0.946) (0.656) (1.573) (1.522)

Logit Inflated (constant) 0.333∗ 0.308 0.222 0.333 0.308 0.222

(0.175) (0.195) (0.217) (0.286) (0.298) (0.283)

Ln(α) −0.355∗∗ −0.562∗∗∗ −1.075∗∗∗ −0.355 −0.562∗∗ −1.075∗∗∗

(0.153) (0.176) (0.232) (0.254) (0.273) (0.347)

Cluster 28 quarters 28 quarters 28 quarters 8 countries 8 countries 8 countries

(Non-Zero) Observations (89) 224 (89) 224 (89) 224 (89) 224 (89) 224 (89) 224

AIC 936.036 930.378 884.166 935.036 914.378 866.166

Clustered standard errors in parentheses. Unit fixed effects coefficients are omitted.

*** p<0.01, ** p<0.05, * p<0.1
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All coefficients in Table IV have the sign predicted according to theory, and almost all

of them remain significant in all models46. Taken altogether, these models are robust

evidence in favour of the hypothesis that the Troika punishes left governments47. No-

tice also that coefficients of economic variables are generally smaller than the ones

obtained for government partisanship. This is so not because economic variables

matter less, but because economic covariates have been first differentiated and gov-

ernment partisanship has not. Thus, economic variables coefficients must be read

as the impact of changes in differences. Because the presented coefficients are not

linear and cannot thus be easily read, Fig. IX plots the predicted number of average

measures per quarter against government partisanship according to Models III and

VI. Thus, Fig. IX shows48 that a left government located at 1 —where 0 is extreme left

and 10 is extreme right— will get around 45 measures per quarter if it is bailed out.

On the other hand, a very conservative government located at 8.5 in the same scale

will only get around 5 measures per quarter, which is 9 times less than for extreme-left

governments49. Moreover, the slope is steeper at first, indicating a clear non-linear

relationship in which extreme-left governments are particularly punished by the Troika.

However, is this effect the same in all countries? Fig. X shows50 the impact of gov-

ernment partisanship by unit or, in different words, for each country of the dataset.

According to Fig. X, the impact of government partisanship on bailout conditionality

greatly varies across countries. In fact, according to Models III and VI, an extreme-left

Cypriot government would get an average of over 100 measures per quarter; while
46As a robustness check, these same models have been estimated with independent and robust

standard errors. These other models are presented in the Appendix. The likelihood ratio and the Vuong
tests confirm that zero-inflated negative binomial models are preferred to zero-inflated Poisson ones
and standard negative binomial ones. Additionally, a visual residual analysis of the models shown here
can be found in the Appendix.

47Following the AIC, Models III and VI seem to have the best fit. Notice that Hilbe (2014) argues that
the best method to asses the goodness of fit of count models is the AIC.

48Because clustering only changes the standard errors but not the coefficients, the same line repre-
sents both models. The dashed lines indicate 90% confidence intervals: long blue dashes are for the
time clustered model, whereas red short dashes are for the country clustered model.

49The prediction is restricted to the range 1 − 8.5 because the sample that does not include more
extreme left or more extreme right governments. Notice also that the prediction for most extreme-left
governments is not significant at the 90%, because the confidence intervals overlap with 0.

50Fig. X has no confidence intervals because otherwise it would be quite challenging to read.
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Figure IX. Specifications III & VI

an equally lefty government in Hungary would get an average of no more than 10

measures per quarter. This apparently large unit heterogeneity is smaller for conser-

vative governments, that get an average of 0 to 10 measures per quarter no matter the

country. Additionally, the large impact that government partisanship seems to have

in Cyprus is partly driven by the fact that Cyprus contains the most extreme observa-

tions. Or, said in different words, it is the country that has the most left and the most

conservative governments —both the maximum and the minim values, 1.1 and 8.4 re-

spectively, belong to it. At the opposite extreme, there is Hungary, which seems to be

almost unaffected by government partisanship when explaining the variation in bailout

conditionality. The rest of the countries behave in a similar fashion.

Finally, a general concern when there is a time dimension is how to model time. Gener-

ally, there are two simple possibilities: including time dummies or time trends51. Since
51Introducing time dummies allows for any kind of trend and takes into account unit-persistent time

heterogeneity but, on the other hand, trends can actually adopt any polynomial form and avoid the risk
overfitting, a risk particularly relevant in panels with large T and small N .
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Figure X. Measures per Quarter on Government Partisanship by Country

a visual inspection of the data suggests that bailout conditionality follows a quadratic

rather a linear time trend, there is a good reason to model time with a quadratic time

trend: thus, Models III and VI incorporate it. However, because a quadratic time

trend is an interaction term, a linear time trend is also added. The impact of time

is graphed in Fig. XI. This figure52 shows that average bailout conditionality reached

its peak around 2008 and 2009, with an average number of measures between 25 and

30. Then, the average number of measures per quarter decreased to almost 0 by the

end of the period under study. In fact, Fig. XI seems to reflect the business cycle, to

the extent that conditionality was a heavier burden when GDP was declining faster.

To sum up, our econometric analyses provide support to the hypothesis that left gov-

ernments are forced to accept more conditionality when they are bailed out than their

conservative counterparts. Consequently, we interpret these results as evidence that,
52Again, dashed lines indicate 90% confidence intervals: long blue dashes are for the time clustered

model, whereas red short dashes are for the country clustered model.
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Figure XI. Measures per Quarter on Time with 90% CI

given that the Troika prefers conservative to left governments, international institutions

tend to impose more bailout conditionality on left governments than on conservative

ones, reducing left parties chances of re-election. However, the impact of government

partisanship on bailout conditionality is not homogeneous: instead, it seems to greatly

vary across countries. But not only space matters: time does as well. In other words,

the quadratic time trend seems to reflect the global business cycle, to the extent that

bailout conditionality was larger during the peak of the 2008 world recession.

6. Conclusion

There is a large literature on the effect of domestic politics in international bargain-

ing within the framework of the so-called Schelling conjecture. Building on this rich

literature, this paper argues that, in addition to classic macroeconomic variables, gov-
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ernment partisanship can also help us understand the huge variation in EU bailout

conditionality. Thus, we have proposed a theory that suggests that the Troika imposes

more bailout conditionality on left governments than it does on conservative ones when

there is a national bailout. Thus, this theory challenges the application of the con-

jecture when studying EU bailout conditionality, to the extent that more domestically

constrained governments —left ones— seem to get worse bailout agreements.

The argument and the related empirical results suggest that conservative governments

are more likely to get lower conditionality when bargaining with the Troika than left-wing

governments are. This empirical conclusion matches the implications of the theoret-

ical model, as well as the political literature on international bailout bargaining. In

other words, working on Rickard, Caraway & Anner’s (2012) assumption that left and

right governments satisfy different electorates, we find that Sattler’s (2013) argument

on market negative reaction towards left-wing governments can be extrapolated to

EU bailouts, in which the Troika, like the markets, treats conservative governments

better. Hence, the Schelling (1960) conjecture does not seem to apply in the context

of EU bailout conditionality. This is presumably so because the differential domestic

constraints between labour and conservative governments force left governments to

step out of power if confronted with restrictive austerity or burdensome reforms policy,

which we assumed to be the favourite mechanisms of international financial institutions

such as the Troika. Further research may explore whether this finding holds in other

cases outside of Europe or, perhaps, in a theoretical context in which the bargaining

over policies attached to a bailout package are not unidimensional, as assumed in this

paper.
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Appendix

Extensive Form Game

Taking the formal definition of an extensive form game provided by Osborne in his book An
Introduction to Game Theory (2003), the game can be formalised in extensive form as follows:

1. A set of two players Pi, such that i ∈ {State,Troika}.

2. A set of five terminal historiesE, such that (sm), (sd), (st, λ, sm), (st, λ, st) and (st, λ, sd).

3. A player function ι for each player, such that P (∅) = State, P (st) = Troika and P (λ) =
State.

4. For each player i, a set of preferences over the terminal histories, such that, for the
State:

us =



−|π̂s − πm|+ β if {sm, λ}
δ(−|π̂s − πm|+ β) if {st;m, λ}
δ(−|π̂s − πt|+ α) if {st;t, λ}
δ(−|π̂s − πd|) if {st;d, λ}
−|π̂s − πd| if {sd, λ}

And, for the Troika:

ut =



−|π̂t − πm| if {sm, λ}
δ(−|π̂t − πm|) if {st;m, λ}
δ(−|π̂t − πt| − α) if {st;t, λ}
δ(−|π̂t − πd|) if {st;d, λ}
−|π̂t − πd| if {sd, λ}

Uniqueness of the SPNE

Let’s formally derive the conditions that make of {st;t, λ} a unique Sub-Game Perfect Nash
Equilibrium. First, (a) there must be an exogenous economic shock. Moreover, there must be
room for the Troika to make a proposal λ that, if accepted, generates better outcomes than
default for both (b) the Troika and (c) the State. If these three conditions are met, the already
identified equilibrium is unique. The shock condition can be written as in Eq. (10).

−|π̂s − πm|+ β ≤ −|π̂s − πd| (10)

And the two conditions that λ need to satisfy are, first, to be better for the State than going
default in any of the two stages of the game, as in Eq. (11).

δ(−|π̂s − πt|+ α) ≥ −|π̂s − πd| (11)

And, second, to be better for the Troika than the State going default in any stage of the game,
as in as in Eq. (12).

δ(−|π̂t − πt| − α) ≥ −|π̂t − πd| (12)
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Punishment Function

The punishment function k(π̂s) has been defined as linear, following Eq. (13).

k(π̂s) = a+Bπ̂s (13)

Then, it is only necessary to define two points that make it monotonically decreasing, as in
Eq. (14). Specifically, the function k(π̂s) is defined by identifying the two extreme values that
π̂s may take. The maximum value that k(π̂s) takes is π̂t/2, because this pushes πt up to 1, such
that πt = π̂t = 1 when π̂s = 0. The minimum punishment value is defined as −π̂t/2 × z, when
π̂s = π̂t, this is, when a government is as pro-market as the Troika is.

k(π̂s) =


π̂t
2

if π̂s = 0

− π̂t
2
z s.t. 0 < z ≤ 1 if π̂s = π̂t

(14)

Consequently, it is possible to define k(π̂s) as in Eq. (15).

k(π̂s) =
π̂t
2

+Bπ̂s (15)

Then, in Eq. (16) B is isolated.

k(π̂s) =
π̂t
2

+Bπ̂s = −
π̂t
2
z

B = −1

2
(z + 1)

(16)

Finally, using substitution again, k(π̂s) is found, in Eq. (17).

k(π̂s) =
π̂t
2
− 1

2
(z + 1)π̂s (17)
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Descriptive Plots

The following are descriptive plots of the main control variables for all the countries of the study
for the period of interest. In Fig. A.1, there is the public debt as a percentage of GDP. In Fig. A.2,
there is a graphical representation of the balance of payments and, finally; in Fig. A.3, there is
the sovereign interest rate. The variables that are shown here are raw or, in different words,
without any statistical treatment. These plots justify the inclusion of time trends for public debt
and the balance of payments in the unit-roots tests.

Figure A.1. Public Debt Figure A.2. Balance of Payments

Figure A.3. Sovereign Interest Rate
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Distribution Plots

The following are histograms with kernel densities on top for all the variables of the model, after
first differentiating macroeconomic covariates. In Fig. A.4, there is the dependent variable. On
the other hand, in Fig. A.5, there is the main covariate of interest: government partisanship.
Finally, in Fig. A.6, there is the public debt as a percentage of GDP; in Fig. A.7, there is the
balance of payments and, in the last place; in Fig. A.8, there is the sovereign interest rate.
These plots justify the use of non-linear models and show the normality of the covariates.

Figure A.4. Bailout Conditionality Figure A.5. Gov. Partisanship

Figure A.6. Public Debt Figure A.7. Balance of Payments

Figure A.8. Sovereign Interest Rate
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Scatterplots

The following are scatterplots of all independent variables against bailout conditionality in raw
form —notice that observations for which there was no ongoing bailout have been dropped
to visualise the modelled relationship more clearly—. In Fig. A.9, there is the scatterplot of
the main covariate of interest: government partisanship. Additionally, in Fig. A.10, there is the
public debt as a percentage of GDP; in Fig. A.11, there is the balance of payments and, finally;
in Fig. A.12, there is the sovereign interest rate. Mainly, the reader should notice that slopes
are generally smooth; that variance is not constant and that some Greek observations seem
to constitute outliers.

Figure A.9. Gov. Partisanship Figure A.10. Public Debt

Figure A.11. Balance of Payments Figure A.12. Sovereign Interest Rate
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Alternative Models

Table A.1 is analogous to Table IV, but the models are estimated assuming independent stan-
dard errors in VII, VIII and IX; and robust standard errors in X, XI and XII. The Vuong tests and
the likelihood ratio tests of Models VII, VIII and IX indicate that zero-inflated negative binomial
models are strongly preferred to standard negative binomial and zero-inflated Poisson ones,
respectively.
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Table A.1. ZINB Models with Independent & Robust S.E.

VII VIII IX X XI XII

Government Partisanship −0.215∗∗∗ −0.365∗∗∗ −0.324∗∗∗ −0.215∗∗∗ −0.365∗∗ −0.324∗∗∗

2-periods lagged (0.071) (0.120) (0.086) (0.066) (0.154) (0.108)

Public Debt 0.042∗∗ 0.038∗∗ 0.020 0.042∗∗∗ 0.038∗∗∗ 0.020∗∗

4-periods lagged & first differentiated (0.019) (0.019) (0.015) (0.016) (0.014) (0.009)

Balance of Payments −0.040∗∗ −0.038∗ −0.050∗∗∗ −0.040∗ −0.038∗∗ −0.050∗∗∗

4-periods lagged & first differentiated (0.021) (0.020) (0.016) (0.023) (0.019) (0.013)

Interest Rate 0.233∗∗∗ 0.205∗∗∗ 0.140∗∗∗ 0.233∗∗∗ 0.205∗∗∗ 0.140∗∗∗

4-periods lagged & first differentiated (0.062) (0.062) (0.052) (0.077) (0.063) (0.049)

Time Spline 0.119 0.119

(0.107) (0.096)

Quadratic Time Spline −0.006∗∗ −0.006∗∗∗

(0.002) (0.002)

Fixed Effects 3 3 3 3

Constant 3.573∗∗∗ 3.884∗∗∗ 3.919∗∗∗ 3.573∗∗∗ 3.884∗∗∗ 3.919∗∗∗

(0.413) (0.736) (1.305) (0.410) (0.896) (1.199)

Logit Inflated (constant) 0.333∗∗ 0.308∗∗ 0.222 0.333∗∗ 0.308∗∗ 0.222

(0.145) (0.147) (0.150) (0.144) (0.148) (0.149)

Ln(α) −0.355∗ −0.562∗∗∗ −1.075∗∗∗ −0.355∗ −0.562∗∗∗ −1.075∗∗∗

(0.200) (0.199) (0.190) (0.184) (0.187) (0.205)

(Non-Zero) Observations (89) 224 (89) 224 (89) 224 (89) 224 (89) 224 (89) 224

AIC 935.036 930.378 884.166 935.036 930.378 884.166

Vuong Test (vs. NB) 4.59 (0.000) 2.87 (0.002) 2.70 (0.004)

LR Test (vs. ZIP) 700.82 (0.000) 532.52 (0.000) 403.65 (0.000)

Robust standard errors in parentheses.

Unit fixed effects coefficients are omitted.

*** p<0.01, ** p<0.05, * p<0.1

Vuong and LR Test show p-values in parentheses.
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Residuals Analysis

Fig. A.13, Fig. A.14 and Fig. A.15 show different pseudo-residual plots for Models I & IV, II & V
and III & VI, respectively. The residuals in the number of counts of these models are analysed
in two different ways. First, plots on the left-hand side show the distribution of the errors in
the predicted number of measures per quarter. In contrast, plots on the right hand side show
the error in the predicted number of measures per quarter against the predicted number of
measures per quarter. Clearly, the errors are heteroskedastic, which is not a problem since
zero-inflated negative binomial models are designed to handle it. What might be slightly more
problematic are the outliers. Models I, II, III & IV have some observations for Greece and
Cyprus that could be considered outliers. However, the problem is more acute for Models III
and VI. Mainly, these models have an incredibly large outlier: an observation for Cyprus with a
predicted error of over 800 measures. Beyond this, the errors behave as expected.

Figure A.13. Models I & IV

Figure A.14. Models II & V

Figure A.15. Models III & VI
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