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Abstract

This thesis studies how local economic conditions affect the decision
to vote for an extreme party. I collect Swedish municipal data and con-
struct a panel data set for the years 1998 to 2014. Economic conditions
are measured using municipal unemployment data whereas the vote share
of the Sweden Democrats is the main dependent variable of interest. The
empirical challenge in this study lies in that economic conditions are not
randomly distributed between municipalities and it is therefore hard to
provide causal evidence. This thesis uses a fixed-effects model to mitigate
this issue and identification, thus, comes from variation in unemployment
within municipalities over time. Results show that if unemployment in-
creases by one percentage point the vote share increases between 0.16-0.49
percentage points on average for the municipality elections. For the gen-
eral national elections, the results are smaller and an increase of unemploy-
ment with one percentage point increases the vote share with 0.096-0.20
percentage points on average.

∗I would like to thank Statistics Sweden (SCB) and the Employment Service (Arbets-
förmedlingen) for the help providing data for this thesis.
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1 Introduction

Studies of whether economic conditions affect how people vote are important
because of the implications for the implementation of policies. A vote for a
political party is indirectly a vote for certain policies, thus, understanding the
relationship between voting and economic conditions is of primary interest. If
voters react strongly to economic conditions, a country might receive a different
political landscape. This relationship makes it particularly interesting to study
political parties at the extremes of the ideological scale, since their policies
often are quite different from the moderate parties. This topic is at the center
of the public debate, since during the last decade, a rise in right-wing populist
parties has occurred all around Europe. The European Union commissioner of
home affairs, Cecilia Malmström (2013),1 recently said, “In recent years, many
European countries have been grimly reminded of the threat from right-wing
extremism, creating concern that this phenomenon in Europe is on the rise”.

The previous literature has found that voters elect political parties that, in their
turn, decide the kind of policies implemented (Lee et al., 2004). This contradicts
some views that voters instead affect the kind of policies implemented. Strumpf
& Phillippe (1999) studied how national and local economic conditions affect the
United States presidential election, using state fixed-effects, and found an effect
on local economic conditions. The focus of the authors was the incumbent party,
as most of the literature which studies either the incumbent or the opposition.
The literature has not yet studied the effect on voting for extreme right-wing
parties through an economic perspective. Moreover, often the empirical strategy
face challenges due to omitted variable bias.

This thesis studies the relationship between local economic conditions in Sweden
and voting for extreme parties, by using the Sweden Democrats vote share as
the dependent variable. As indicator of economic conditions, unemployment is
used. The empirical strategy is based on a panel data study, using a fixed-effects
model. To do this, data on unemployment and electoral results, as well as other
control variables, are collected for Sweden at the municipality level. This creates
a panel of data with 290 municipalities in Sweden for the years 1998 to 2014.

The Swedish institutional setup is helpful when interested in local economic con-
ditions, since Sweden is divided into mainly three administrative levels. Firstly,

1Quote taken from the speech “The rise of right-wing extremism in Europe”, at “We are
the others conference” in Berlin, 2013.

2



the highest is the national government. Secondly, there are 21 counties with
their County Administrative Board. Finally, there are 290 municipalities with
their municipality councils elected by the inhabitants. Municipalities in Sweden
collect taxes from its inhabitants. Furthermore, the Swedish administrative laws
are the same for all municipalities, meaning that all municipality administra-
tive councils face very similar situations. Municipalities are the administrative
body that is closest to voters. Because of their nature and the services they
provide, municipal governments are held accountable for what they do, and it
is reasonable to assume that voters react by rewarding or punishing them in the
polls.

The unemployment rate is a good short-term economic indicator, since it re-
acts faster to changes in the economic conditions than, for example, income.
Studying the relationship between economic conditions and voting is empiri-
cally challenging. Some studies have found an effect of economic conditions
on voting. The problem is whether the relationship is causal. A problem that
arises is omitted variable bias. In this field of research, you want to isolate the
variation of the economic conditions on the voting mechanism. Even though
many control variables are included, there may still exist some variable that is
not controlled for, or it may not be possible to control for. A solution is, for
example, to use an IV-approach or a fixed-effects model.

In this thesis, I start by estimating a panel model, allowing controlling for
fixed-effects. The fixed-effect model takes into account that municipalities may
differ from each other in characteristics. The results suggest that there exists
a relationship between economic conditions and how voters vote. A one per-
centage point increase in unemployment increases the vote share of the Sweden
Democrats by 0.48 percentage points on average in the municipality elections,
in the baseline model. The effect of the results are largest at the level of govern-
ment closest to the citizens, the municipal level, implying that local economic
conditions have an effect on voting. The effect of the results gradually decreases
with the county and general elections. Additionally, an instrumental-variables
approach is used to further strenghten results. Instrumental-variable approaches
are useful because they isolate the exogenous part of the variable of interest,
which is unemployment for this thesis. In the instrumental-variable approach,
the percentage of refugees in a municipality is used as instrument. I discuss
possible concerns on the validity of this instrument in section 4.5.

This paper contributes to the literature on local economic conditions and voting.
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Strumpf & Phillippe (1999) studied how national and local economic conditions
affect the United States presidential election, trying to predict the outcome,
using state fixed-effects. They found that national conditions play the largest
role and that state income growth and inflation influence the election outcome,
but, had no significant effect on the vote shares. Veiga & Veiga (2010) used
municipality data for Portugal and their result were in line with previous litera-
ture, that national and local economic conditions have influence on the election
outcome but that national economic conditions play a larger role. Bagues &
Esteve-Volart (2015) studied a unique lottery in Spain. The lottery is a random
exogenous economic chock and is therefore useful when studying economic con-
ditions on incumbent parties vote shares. The authors found that in provinces
where winners were located, the incumbent parties received more votes.

Unlike Strumpf & Phillippe (1999) this thesis does not forecast any election
outcome, instead, only seeks to understand the relationship between economic
conditions and voting. Therefore in this thesis, I am not interested in including
only significant variables in the estimation model. Instead, the focus of this
work is on causal effects. The approach of this thesis is similar in spirit to Veiga
& Veiga (2010), who aim to investigate how local economic conditions affect
voting. Veiga & Veiga (2010) studied legislative elections, while I focus on local
level elections. This is a difference that make the two papers very different. I
also focus on extreme parties instead of the incumbent parties as Veiga & Veiga
(2010) do.

This thesis also contributes to the literature on how different political parties
affect policies. For the United States House of Representatives, Lee et al. (2004)
found that voters elect policies by voting for a certain candidate. Voters do not
affect certain policies that are implemented through their vote on a representa-
tive or party. Pettersson-Lidbom (2008) investigated whether different parties
in Sweden have different effect on fiscal and economic policies at municipality
level. The author found that political parties had a causal effect on which poli-
cies that were implemented. Ferreira & Gyourko (2007) found no partisan effect
for policies in the United States using mayoral elections. Therefore, it exists no
clear consensus in the literature. One could say that there are two views. One
claims that voters affect the types of policies implemented. The other claims
that voters only elect policies. This thesis indirectly contributes by suggesting
that building on the mentioned literature, an increase in vote share of an ex-
treme party has consequences. The thesis may open up for further research on
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this subject. This also shows that it might be a possibility that the political
dynamics may change in times of bad economic conditions. The political parties
are the one implementing policies. This is mostly true for the national elections
because parties at the municipality level do not have the power to implement
policies in the same way as the parties in the parliament. A vote therefore af-
fects the kind of policies that are implemented, and this affects the transfers in
the society meaning that bad economic conditions may have an effect on society
in a way not expected at first.

The closest paper to this study is Elinder (2010), where the author studied the
effect of local economic conditions on voting for Swedish municipalities. The
author found a negative effect of unemployment on voting for the incumbent
parties. The dependent variable was the governing parties’ vote share. The re-
sults showed a significant effect for unemployment on regional and municipality
level, with the regional level having the larger effect. This thesis follows Elinder
(2010) and further investigates the effect of local economic conditions on vot-
ing decision in Sweden. A difference is that this thesis does not use incumbent
parties as the dependent variable but instead an extreme party, the Sweden
Democrats. This thesis is primarily interested in the Sweden Democrats rise or
decline dependent on the economic conditions. Another important difference is
that, in this thesis, a more complete kind of fixed-effects are used. A county-
time interaction term, absorbing characteristics differing between counties for
a given year, is added to the fixed-effect model. I also consider an alternative
method using an instrumental-variable approach. This is a good extension since
it is hard to control for everything that is correlated with unemployment and
the vote share. I also introduce some potentially good new control variables
such as crimes per hundred thousand citizen in a municipality, turnout in an
election and share of refugees in a municipality. Income is included as a control
variable and not a variable of interest, as in Elinder (2010). This makes the
assumption of the interpretation of the coefficients not as demanding and po-
tentially more credible since one variable does not have to be interpreted with
the other variable held constant. Finally, this thesis use another time period
with respect to Elinder (2010), although the length of the time period is almost
the same.

The next section describes the institutional background for Sweden and Swe-
den’s elections. I also briefly discuss the Sweden Democrats. The third section
presents the data and the construction of the variables. In the fourth section
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the models that are used are specified. The results are presented in this sec-
tion. The fifth section concludes the thesis with a discussion and suggests some
extensions for further research.

2 Institutional background

This section provides background information that is useful for the thesis. First
the Swedish elections are discussed briefly. Then the Swedish municipalities
and regional division is discussed. Finally some background information on the
Sweden Democrats is reviewed.

2.1 Elections

In Sweden, elections are held every fourth year on the second Sunday of Septem-
ber. On the same day, all eligible voters vote for the general election to the par-
liament, and also for the county council and the municipality council (Valmyn-
digheten, 2015a). To be eligible to vote in the general election one has to be
older than 18 years old and be a Swedish citizen and also nationally registered
for a period of time. The demands to be eligible for the county and municipality
councils are somewhat different even though all the three criteria for the general
national election make you eligible to vote at the county and municipality elec-
tions. One is also eligible if he or she is a citizen of a European Union member
state, or a citizen in Norway or Island and has been nationally registered in
Sweden for 30 or more days, or if you have been registered in Sweden for over
three years at the day of the election (Valmyndigheten, 2015b).

2.2 Municipalities and local governments

Sweden is divided into 290 municipalities. The youngest is Knivsta, founded
in 2003, and the second youngest is Nykvarn, founded in 1999. Sweden is also
divided into 21 larger regional divisions, counties. The municipalities collect
taxes from their citizens. Whereas counties do not. The municipalities provide
several services to society, such as schooling, social services and elderly care
(SKL, 2015). The municipalities in Sweden are autonomous and this is statu-
tory in Regeringsformen2. The municipalities have to follow the government’s

2Regeringsformen is part of the Swedish Consitution
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and the parliament’s framework that are implemented in Kommunallagen (The
municipality law) but have the ability to collect taxes and make independent
decisions. The taxes account for about 70 percent of the municipalities incomes.
The counties receive taxes through the municipality taxes. But, it is the munic-
ipality council that decides the tax rate and how it should be distributed (SKL,
2015). The fact that Swedish municipalities operate under the same laws and
directions makes the analysis suitable in terms of empirical strategy. The mu-
nicipalities are autonomous and have the right to make independent decisions
regarding their municipality, but the situation the municipalities face are very
similar due to the laws and directions, all over Sweden.

2.3 The Sweden Democrats

The Sweden Democrats are a political party founded in the end of the 1980’s.
Through the years the party has changed their politics and appearances. They
have transformed into a less controversial party in the 21th century through
several breakouts from the party. The party has made an effort to clean up a
questionable past and is today a party that can attract more people. The party
first received votes in a few municipalities in the 1994 election and has since
then progressed. In 2002, they received 1.4 percent of the votes in the general
national election. In 2010, they reached the four percent bar3 and became a
member of the parliament for the first time (Bjurulf et al., 2015). The Sweden
Democrats are defined as a populist radical right party, according to Mudde
(2007). Mudde (2004) defined populism as, “an ideology that considers society
to be ultimately separated into two homogeneous and antagonistic groups, ‘the
pure people’ versus ‘the corrupt elite’, and which argues that politics should be
an expression of the volonté générale (general will) of the people.” In their own
party program, they define themselves as a social-conservative party with a na-
tionalistic viewpoint (Sverigedemokraterna, 2011, p.2). The Sweden Democrats
are against membership in the European Union. They say that they want to
bring the power back to the Swedish people and away from Brussels, by having
a referendum about Sweden’s European Union membership (Sverigedemokra-
terna, 2015).

A governmental investigation in 2012 defined the Sweden Democrats as “part of
3Parties with a vote share of four percent and more are elected in to the parliament

(Riksdag).
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a family of political parties in Europe that unites through a resistance against
immigration and believes in an ethno-national sight on culture” (SOU2012:74.,
2012, p.52). The investigation also state that “although the party has tried
to erase their racism past and their xenophobia, they still belong to that part
of political parties in Europe” (SOU2012:74., 2012, p.18). In their political
program the Sweden Democrats say, “The Sweden Democrats are not opposed
to immigration, but believe that immigration must be kept at such a level, and
be of such a character that it does not pose a threat to our national identity
and to our country’s prosperity and security” (Sverigedemokraterna, 2011, p.23).
They claim that the net-effect of the immigration that Sweden has received in
later years, have a negative effect both economically and socially. They do
not have a positive view on multi-culture. The party refers to assimilation of
other cultures into the traditional Swedish culture, which according to the party
should be the single current culture in Sweden (Sverigedemokraterna, 2011).

The Sweden Democrats have now been in the parliament for five years. During
these years the Sweden Democrats have been constantly excluded by the other
parties. No other political party has been willing to cooperate with them.
In the latest election in 2014, a deal was struck with the intention to avoid
re-election and to further reduce the Sweden Democrats’ room to influence.
Decemberöverenskommelsen is an agreement between the left-block4 and the
right-block. The agreement states, that if one of the blocks does not receive a
majority, the other block will put down their votes regarding the fiscal budget
and let the other block rule. This was a historical agreement that was well
debated and many thought that it put the democracy aside. Almost a year later
the oppositional right-block repealed the agreement although some agreements
in certain political questions still exist between the blocks. (SVT, 2015)

3 Data

This section describes the data sources for the thesis. I also discuss the variables
included and some descriptive statistics for the included variables are presented.
The data consist of a panel data set for Swedish municipalities between the years
1998 and 2014. All of Sweden’s 290 municipalities are included in the study.
The study includes five elections.

4Vänsterpartiet was not a part of the agreement.
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3.1 Data sources

This papers data is provided by Statistics Sweden (SCB), the Employment Ser-
vice (AMS), the Migration Agency and The Swedish National Council for Crime
Prevention (BRÅ). The unemployment data is provided by the Employment
Service and the crime rates are provided by the Swedish National Council for
Crime Prevention. The data on refugees are from the Migration Agency. The
data for females, age, tax rate, income, municipality population, education,
voter turnout, foreign citizens and election results are from Statistics Sweden.
All data is on annual basis.

3.2 Included variables

The vote share of the Sweden Democrats is collected at the municipality level
for the general national election, the county elections and for the municipal
elections5. The vote share is in percentage points. The data on unemployment
and control variables are also collected at the municipality level. Unemployment
is measured in percentage points. Measuring the economic conditions for every
municipality is not an easy task and ideally one would like something similar
to a municipal GDP. But since that measure does not exist, I use the latter
instead. Income could be another measure of economic conditions. Since income
reacts slower to changes then unemployment, unemployment is more suitable.
To control for income, tax base is the best measure available, since it shows
the relationship between income and population in a municipality. Tax base is
deflated using consumer price index (CPI) and is referred to as simply income.
One issue with the data is that parties with below 0.1 percentage of the total
share of votes in the general election are presented under a bunch category as
Other parties6. For example, Svenskarnas parti is a party that ideally would
be included. This should not make a large difference to the general result
since their vote share is small but it is still a limitation. The time period
is limited backwards since the first election results of the Sweden Democrats
for the general election and the municipality and county elections are from
the years 1998 and 2002 respectively. 2002 is the first year where the Sweden
Democrats are represented across the majority of Sweden’s municipality and
county councils. Therefore, the focus for the general national election is on the

5In Swedish: Val till kommunfullmäktige
6Authors translation of Övriga partier
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years 1998-2014. For the municipality and county elections the focus is on the
years 2002-2014.

3.3 Descriptive statistics

Figure 1 displays the evolution of the aggregated mean unemployment rate in
percentage, for the period studied, 1998-2014, for all 290 municipalities.
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Figure 1: Mean unemployment. The aggregated mean unemployment rate in percentage
for the years 1998-2014 for Sweden’s 290 municipalities.

The unemployment rate starts at a high level, around five percent, in 1998 but
drops to three percent in 2002. The unemployment rate reacts to the shock in
2008 where the level is low and increases with about 1.5 percentage points in
2009. Unemployment decreases after 2009 and stabilizes below 3.5 percent in
2011. Figure 2 shows the vote share for the municipality elections between the
years 2002 to 2014. The vote shares are in percentage points. The left-block con-
sists of Socialdemokraterna, Vänsterpartiet and Miljöpartiet. The right-block
consists of Moderaterna, Centerpartiet, Folkpartiet and Kristdemokraterna.
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Figure 2: Vote shares municipality election. The mean vote shares in the municipality
elections for the left-block, right-block and the Sweden democrats for the years 2002 to 2014.
The vote shares are weighted with the population size in a municipality.

The vote shares in Figure 2 are weighted with the population size in a munic-
ipality. During the time period studied the left-block is the incumbent party
between the years 2002 to 2006, and also from 2014. The right-block is incum-
bent between the years 2006 and 2014. The Sweden Democrats vote share is
around one percent between the years 2002 and 2006. In the next election they
received more votes and have a vote share around three percent. In 2010, they
received around five percent of the votes, and in 2014, they received around
nine percent. In Appendix 1, Figure 4 the vote shares for the general national
election are presented. The figures follow the same trend and have the same in-
cumbent blocks for the time period. The Sweden Democrats have a higher vote
share in the national election as compared to the municipality elections, which
is especially visible from 2010 and forward in Figure 4. In Table 1, descriptive
statistics for the included variables are presented.
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Table 1: Descriptive statistics for included variables.
Variable Obs. Mean Std. dev. Min Max

SD national 4926 3.53 4.16 0 30
SD municipal 3770 3.19 3.80 0 23.9
SD county 3757 3.35 3.56 0 23.7

Turnout national 4926 81.97 3.33 67.2 92.9
Turnout municipal 4926 79.74 3.66 57.8 92
Turnout county 4909 79.14 3.69 56.9 91.7
Unemployment 4924 3.63 1.30 .79 10.96

Income 4930 134.48 23.48 81.95 296.31
Municipality tax rate 4930 31.92 1.19 26.5 34.7

Municipality population 4930 31713.97 61896.12 2421 911989
Over 65 4926 20.22 4.00 7.74 32.5
Under 18 4926 22.59 2.46 15.37 30.11
Female 4926 49.79 0.78 46.42 52.43
Foreign 4926 4.75 3.01 0.70 29.26
Refugees 4926 .21 0.28 0 3.72
Crimes 4922 9766.05 3052.67 1275 23210

Low education 4926 19.79 6.13 3.27 41.75
High education 4926 14.29 7.10 3.98 56.07

Incumbent national 4930 0.46 0.50 0 1
Incumbent municipal 4930 0.47 0.50 0 1
Incumbent county 4930 0.43 0.50 0 1

Notes: SD is short for the Sweden Democrats in Table 1. All variables are in percentages
without a few exceptions. Income is in thousands of Swedish crowns. Population is

presented in persons. The variable crimes unit is reported crimes per a hundred thousand
citizens. The variable incumbent is a dummy variable that takes on the value 1 if the

right-block is incumbent and 0 otherwise.

The most interesting results from Table 1 are that the aggregated average unem-
ployment rate during the time period is 3.63 percentages. The average popula-
tion size in a municipality is 31714 persons. The average percentage of refugees
received in a municipality is 0.21 percentages of the municipalities’ population.
For the time period, the Sweden Democrats receive a mean percentage of the
votes aggregated for the municipalities of 3.53, 3.19 and 3.35 respectively for
the national, municipal and county elections. The voter turnout for the time
period is around 80 percent for all three elections. It is also worth noting that all
three types of elections have different numbers of observations. The county and
municipality elections have, as discussed, only data from 2002. Adding to that,
the county of Gotland does not have a County Administrative Board. Hence
they do not have any county elections, only municipality elections. The county
election data therefore consist of 13 observations less than the municipality elec-
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tions. The total number of observations for a variable in the data set is 4930.
All variables do not contain all the years, due to the fact that the municipalities
of Nykvarn and Knivsta only have some data on a shorter period than the years
1998-2014, as Nykvarn was founded in 1999 and Knivsta in 2003.

4 Empirical strategy

This section starts by describing identification. The main results are then dis-
cussed in sections 4.1 and 4.2. In the third section 4.3, the county and general
national elections results are presented. Some robustness tests are shown in
section 4.4. Finally in section 4.5, an alternative IV-approach is proposed.

4.1 Panel-data analysis. Identification

This paper uses a fixed-effect model adding time-effects. The fixed-effect takes
into account that municipalities may differ in unobserved characteristics, by ab-
sorbing time invariant characteristics that are correlated with the variable of
interest. The time-effect takes into account those characteristics that, instead,
may change over time. In particular, the time-effect controls for time varying
characteristics that are correlated with the variable of interest but are com-
mon to all municipalities, such as macro-economic variables or business cycles.
Furthermore, a county-time effect is included. This takes into account charac-
teristics that may change over time between counties. It is included because
there might be certain characteristics influencing only a certain county a given
year, and it is a more demanding fixed-effects. For example the county Stock-
holm could have a year in which some economic shock effects Stockholm, but
not any other counties, leading to biased results since there exist some unob-
served characteristics in a given year in Stockholm county that has an effect
on economic conditions. Since Sweden is a relative small country with small
counties, it is likely, that the municipalities consisting of a county are similar
in characteristics, and may also be affected by the same situation taking place
in the county. It is appropriate to include a county-effect since it is the second
highest level of government, above the municipality level. Some unobserved
variables correlated with the economic conditions exist that are not captured
by the three previously mentioned effects. Some variables may change over time
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between municipalities and will not be captured by either of the fixed-effects,
hence control variables are needed that capture these potential threats.

The control variables that are used in the analysis are presented in this sec-
tion. This may not be a perfect model but it is able to say something about
the relationship between the vote share of the Sweden Democrats and economic
conditions. One control variable that ideally would be useful to include is the
percentage of party members for the Sweden Democrats in municipalities. This
could explain a higher vote share of the Sweden Democrats in some munici-
palities, because the citizens are political participants in the party. I tried to
retrieve this variable without result. Another variable that would be interesting
to include is some sort of measurement of citizens’ perceptions of immigrants
or foreign citizens’. Since the Sweden Democrats is a political party that has
profiled itself, and is the only party that has had a negative view on immi-
gration for a period of time, the Sweden Democrats might receive votes due
to this fact. Therefore, it would be interesting to include some variable that
captures this. In this thesis, I use the variable percentage of foreign citizenship
that captures this to some extent. The variable is not perfect since it captures
all people with foreign citizenship, meaning that people that may not be cate-
gorized as immigrants from the viewpoint the variable is supposed to capture.
Ideally people with foreign citizenships other citizen country would be available,
making it possible to categorize the variable. The dependent variable, the vote
share of extreme parties, is created by summing all vote shares of parties that
are defined as extreme. In this study, it is only the Sweden Democrats that
are possible to follow over a longer time period, that fall under the category of
extreme parties. Unemployment rate is the measure of economic activity. Some
additional control variables are also included. The regression model (1) that is
used is as follows:

Vi,t = α+ β1Ui,t + Y Dt +MDi + β2CiYt + γ′Controlsi,t + εi,t (1)

where the subscripts i and t stands for municipality i, and year t. Vi,t refer to
the vote share of the Sweden Democrats in an election for municipality i at year
t. Ui,t refer to unemployment rate for municipality i at year t and β1 is the
coefficient. Y Dt refer to year-effects. MDi refer to municipality fixed-effects.
Ci and Y t refer to an interaction term between counties and time, where β2

is the coefficient. The county-time interaction term is included for absorbing

14



characteristics differing between counties for a given year. γ′ refer to a vector
of control variables. ε is the error-term.

The control variables that are included in this model are discussed in this sec-
tion. All included control variables are variables that change over time within
a municipality. Hence, they may not be absorbed by any of the fixed-effects.
Income in thousands of Swedish crowns is included because it is an indicator
of economic conditions in a municipality other than the unemployment rate.
Income is an indicator of economic conditions and should, according to the hy-
pothesis, influence the vote share of the Sweden Democrats. The same could
be applied to the tax rate, which also reflects economic conditions because it is
a measurement of municipalities’ revenues and also a percentage of the income
that the citizens have to pay. Therefore, it should be correlated with the un-
employment rate. The tax rates are changing over the time period and have an
effect on the vote share of the Sweden Democrats since it is the political par-
ties that decide the tax rate, the tax rate should be a determinant of the vote
share. Municipal population is also included. Some demographic variables are
included to reflect the different demographic situation that different municipal-
ities have. The percentage of people 65 years or older, the percentage of people
18 years old or younger in a municipality and the percentage of females in a mu-
nicipality are included to control for the demography. Demographic variables
in a municipality may be related to unemployment because the unemployment
is dependent on the work force, which the demography reflects. Demographic
variables are also influencing the vote share of the Sweden Democrats, since the
age and gender have an effect of how you vote.

The percentage of people in a municipality that are foreign citizens is also in-
cluded. This variable is included to capture possible effects, briefly, the control
variable foreign citizens is included to reflect negative views on immigrants that
might increase the vote share of the Sweden Democrats. The share of foreign
citizens is also correlated with the unemployment rate because to some extent
foreign citizens might have a harder time getting into the Swedish work force.
Two educational variables are included to reflect the different educational dis-
tribution in different municipalities. Citizen’s educational levels are correlated
with the unemployment rate in a municipality due to the different types of
productivity the two educational levels attain. The educational level is also
a variable that affects the vote share of the Sweden Democrats, because edu-
cational level is likely to be a determinate of your political preferences. The
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turnout rates in each election in percentage are included to control for some
underlying political contribution variable and also because it influences the vote
share of the Sweden Democrats if for example, many people that usually do not
vote, vote for the Sweden Democrats. If turnout rate is an underlying political
contribution variable it is also likely to influence the vote share of the Sweden
Democrats. If the economic conditions are bad, people might be more willing to
vote because they want to influence and change, which make turnout rate and
economic conditions correlated. The numbers of reported crimes per a hundred
thousand citizens in a municipality are included. This is because unemployment
and reported crimes are correlated, if there is a high unemployment rate, there
may also be more crimes. It is likely, that if there are many reported crimes,
you turn your vote to an oppositional party because you want a change. A
dummy for which is the incumbent party is also included. The variable takes
on the value 1, if the right-block is incumbent and 0 otherwise. It is included to
check if the Sweden Democrats thrive in opposition to one of the blocks. The
incumbent block influences the economic conditions due to political parties’ dif-
ferent policies, which means, that it influences the unemployment rate. The
standard-errors are clustered at municipality level. For a detailed description of
how the variables are constructed, see Appendix 1.

4.2 The effects of economic conditions on municipal elec-
tions

The main focus of the thesis is on the municipality elections presented in this
section. In the following section the results for the national and county elections
are presented. The predicted signs of the results are that the coefficient for
unemployment is positive. Hence, an increase in unemployment should increase
the vote share for the Sweden Democrats. The coefficients are expected to be
larger at municipality levels as compared to the national and county levels.
This is because local economic conditions are more likely to be dealt with at
the local level, hence, people should react more in municipality elections. I
estimate model (1) as detailed before using as dependent variable the vote share
of the Sweden Democrats in municipal elections, where the subscripts i and t
stands for municipality i, and year t. Vi,t refer to the vote share of the Sweden
Democrats in the municipality elections for municipality i at year t. Ui,t refer
to unemployment rate for municipality i at year t and β1 is the coefficient. Y Dt
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refer to year-effects. MDi refer to municipality fixed-effects. Ci and Y t refer
to the interaction term between counties and time, where β2 is the coefficient.
γ′ refer to a vector of control variables. ε is the error-term.

Three different specifications are presented for the municipality elections and all
controls are included. Table 2 presents the results for the municipality elections.
The first specification is an OLS-model with year-effects only. The second spec-
ification is a fixed-effects model with year-effects. This specification is called the
baseline regression. This is because it is a fixed-effect model with year-effects
but without the demanding interaction term. The third specification is a fixed-
effects model like the second one, but also with an interaction term between
year and counties. This is a demanding specification since a very complete set
of fixed-effects is included. Unemployment is measured in percentage points. In
Table 2 the dependent variable is the vote share of the Sweden Democrats in
the municipality elections.

Table 2: Municipality elections.
(1) (2) (3)
OLS Panel Panel

Unemployment 0.49∗∗∗ 0.42∗∗∗ 0.16
(0.05) (0.11) (0.10)

Controls Yes Yes Yes
Year Effects Yes Yes Yes
Year-County effects No No Yes
Municipality Effects No Yes Yes
R2 0.61 0.76 0.86
Obs. 3769 3769 3769

Clustered standard errors at municipality level in parenthesis. The stars represent
significance of coefficients *** p-value<0.01, ** p-value<0.05, * p-value<0.1

The coefficient does not change significantly between the two first model spec-
ifications. The coefficients are 0.49 and 0.42 percentage points respectively,
which is more than twice the coefficient for the third model specification of 0.16
percentage points. The coefficient of unemployment is statistically significant
at one percent in column 1 and 2. The third column is the most demanding
specification. A one percentage point increase in unemployment increases the
vote share of the Sweden Democrats by 0.16 percentage points on average. The
coefficient of unemployment is not statistically significant at any conventional
in magnitude level in column 3. The coefficient of the vote share decreases
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when adding more fixed-effects. For a complete regression table with all control
variables, see Appendix 2, Table 8.

4.3 The effect of economic conditions on national and
county elections

In this section the results for the national and county elections are presented.
Table 4 presents the results for the general national elections. Equation 2 follows
equation 1. The regression model in equation 2 that is used is as follows:

Vi,t = α+ β1Ui,t + Y Dt +MDi + β2CiYt + γ′Controlsi,t + εi,t (2)

where the subscripts i and t stands for municipality i, and year t. Vi,t refer to
either the vote share of the Sweden democrats in the general national election
(Table 4) or the county elections (Table 3) respectively, for municipality i at
year t. Ui,t refer to unemployment rate for municipality i at year t and β1 is the
coefficient. Y Dt refer to year-effects. MDi refer to municipality fixed-effects.
Ci and Y t refer to the interaction term between counties and time, where β2 is
the coefficient. γ′ refer to a vector of control variables. ε is the error-term.

Table 3 presents the result for the county elections. The dependent variable
in Table 3 is the vote share of the Sweden Democrats in the county elections.
Unemployment is measured in percentage points. The first specification is an
OLS-model with year-effects only. The second specification is a fixed-effects
model with year-effects. The third specification is a fixed-effects model like the
second, but also with an interaction term between year and counties.
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Table 3: County elections.
(1) (2) (3)
OLS Panel Panel

Unemployment 0.27∗∗∗ 0.34∗∗∗ 0.092
(0.04) (0.08) (0.06)

Controls Yes Yes Yes
Year Effects Yes Yes Yes
Year-County effects No No Yes
Municipality Effects No Yes Yes
R2 0.69 0.82 0.94
Obs. 3756 3756 3756

Clustered standard errors at municipality level in parenthesis. The stars represent
significance of coefficients *** p-value<0.01, ** p-value<0.05, * p-value<0.1

The signs in Table 3 are as expected. The coefficients in both the OLS model in
column 1, and the panel regression with year and fixed-effects in column 2, are
statistically significant at one percent significance level. The coefficient of 0.34
in the second specification is the largest. All the three estimates are positive.
In the most demanding third specification in column 3, a one percent increase
in unemployment increases the vote share of the Sweden Democrats by 0.092
percentage points on average. The coefficient is not statistically significant at
any conventional in magnitude level.

Table 4 presents the result for the general national election. Three different
specifications are presented. The first specification is an OLS-model with year-
effects only. The second specification is a fixed-effects model with year-effects
only. The third specification is a fixed-effects model like the second one, but also
with an interaction term between year and counties. The dependent variable in
Table 4 is vote share of the Sweden Democrats in the general national election.
Unemployment is measured in percentage points.
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Table 4: General national election.
(1) (2) (3)
OLS Panel Panel

Unemployment 0.16∗∗∗ 0.20∗∗∗ 0.096∗∗
(0.02) (0.05) (0.04)

Controls Yes Yes Yes
Year Effects Yes Yes Yes
Year-County effects No No Yes
Municipality Effects No Yes Yes
R2 0.84 0.93 0.97
Obs. 4922 4922 4922

Clustered standard errors at municipality level in parenthesis. The stars represent
significance of coefficients *** p-value<0.01, ** p-value<0.05, * p-value<0.1

The signs are again as expected. In the third column, the most demanding
specification is presented. A one percent increase in unemployment increases the
vote share of the Sweden Democrats by 0.096 percentage points. The coefficient
is statistically significant at five percent significance level. The results in column
1 and 2 are similar to the result in column three. The coefficient of the vote share
becomes smaller when adding more effects. The OLS specification in column
1 has a coefficient of 0.16 percentage points. The coefficient is statistically
significant at one percent significance level. For the panel data regressions, the
coefficient changes from 0.20 to 0.096 when adding the interaction term between
county and time. The coefficient of unemployment is statistically significant at
one percent significance level in column 1 and 2.

4.4 Robustness checks

In this section I perform some robustness checks for the main result in section
4.2, the municipality elections. The robustness tests are conducted using the
baseline regression in column 2, in Table 2. As robustness checks, I perform
two variations of the main specification. To check if the results are driven by
the economic crisis years, I remove the crisis years in 2008 and 2009, when
unemployment declined (see Table 1). In another robustness check, I exclude
four large municipalities, Stockholm, Malmö, Göteborg and Uppsala, to see if
those more populated municipalities drive the results. These two alternations
are presented in Table 5. In column 1 the crisis years are removed and in column
2 the four municipalities are removed.
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Table 5: Excluding crisis years and large municipalities.
(1) (2)

Crisis removed 4 large municipalities removed
Unemployment 0.51∗∗∗ 0.42∗∗∗

(0.13) (0.11)
Controls Yes Yes
Year Effects Yes Yes
Year-County effects No No
Municipality Effects Yes Yes
R2 0.77 0.76
Obs. 3189 3717
Clustered standard errors at municipality level in parenthesis. The stars represent

significance of coefficients *** p-value<0.01, ** p-value<0.05, * p-value<0.1

The coefficients are both statistically significant at one percent significance level.
The coefficient in column 1, 0.51, is larger than the baseline regression in Table
2. The coefficient in column 2, 0.42, is smaller than the coefficient in Table 2.
Both coefficients are similar to the main result, implying that the crisis years and
the more populated municipalities are not the reason behind the result. Finally,
the sample is divided into three sub-samples. The first sample in column 1
contains municipalities with over 30000 inhabitants (large), the second sample
in column 2, contains municipalities with 10000-30000 inhabitants (medium),
and the third sample in column 3 contains municipalities with less than 10000
(small) inhabitants.

Table 6: Sub-samples.
(1) (2) (3)

Large Medium Small
Unemployment 0.19 0.15 0.38∗∗∗

(0.15) (0.19) (0.14)
Controls Yes Yes Yes
Year Effects Yes Yes Yes
Year-County effects No No No
Municipality Effects Yes Yes Yes
R2 0.82 0.80 0.77
Obs. 1046 1750 973

Clustered standard errors at municipality level in parenthesis. The stars represents
significance of coefficients *** p-value<0.01, ** p-value<0.05, * p-value<0.1

The first two sub-samples, large and medium, are not statistically significant
at any conventional in magnitude level. Both coefficients are positive but also
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smaller compared to Table 2. The coefficient in column 3, for the small sample,
is statistically significant at one percent significance level. The coefficient is
0.38, which is very similar to the coefficient in Table 2. Concluding, all the
results for the robustness checks are similar to the main results.

4.5 An alternative IV approach

To further strengthen the results I estimate an instrumental-variables model. An
instrumental-variables (IV) model isolates the part of unemployment that is not
correlated with the error-term which aims make the coefficient β1 unbiased. The
problem with an IV-approach is to find a good instrument. For an instrument
to be considered good, it needs to satisfy two conditions. First, it needs to be
relevant, meaning that the instrument should be correlated with the variable of
interest, which in this model is unemployment. The second condition is that the
instrument needs to be exogenous, hence the instrument has to be uncorrelated
with the error-term, corr(Zi, ui) = 0, where Zi is the instrument.

In this section I use refugees in percentage of a municipality’s population as an
instrument. The first condition is satisfied, since refugees are unlikely to get
a job right away, which will increase the unemployment rate in a municipality
when it receives refugees. But it is a possibility that the instrument might be
weak. In Appendix 2, Table 9 the first stage results are presented. The second
condition is more troublesome. This condition says that the share of refugees
cannot be correlated with the error-term, meaning that the share of refugees
cannot be correlated with anything that affects the vote share of the Sweden
Democrats. This is the tricky part of an instrument. A large percentage of
refugees in a municipality may upset some people that are not fond of foreigners.
This may raise the Sweden Democrats vote share since the Sweden Democrats
has restricted immigration policies. This would violate the second condition. In
this model controlling for year-effects and adding the control variables, especially
foreign citizens, the condition seems somewhat plausible. But it is very likely
that the instrument is correlated with something else. There are concerns about
the instrument but I include it to further explore the relationship empirical. The
instrumental-variables model uses the same variables as equation 1 and the first
stage equation 3 is as follows,

Ui,t = α+ β1Ri,t + Y Dt + γ′Controlsi,t + εi,t (3)
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The dependent variable is unemployment and the instrument is percentage of
refugees in a municipality. Ui,t refer to Unemployment for municipality i at
year t. R refer to the percentage of people in municipality i at time t that are
Refugees and β1 is the coefficient. The yearly fixed-effects are included. The
same control variables are used as in the panel data regression models. ε is the
error-term. The second stage equation 4 is as follows.

Vi,t = α+ β2Ui,t + Y Dt + γ′Controlsi,t + εi,t (4)

Vi,t refer to the vote share of the Sweden Democrats in an election for munici-
pality i at year t. Ui,t refer to Unemployment for municipality i at year t and
β2 is the coefficient. The rest of the equation follows the first stage regression.

In this section the instrumental-variables approach are presented for the mu-
nicipal, county and national elections. The instrument has some flaunts as
discussed, but it is conducted in search of finding more results for the hypothe-
sis and also in trying to explore the empirical strategies in this field of research.
In Table 7 the results for the IV are presented.

Table 7: Instrumental-variables approach.
(1) (2) (3)

Municipal County National
Unemployment 0.47 -0.23 1.30

(0.54) (0.46) (0.86)
Controls Yes Yes Yes
Year Effects Yes Yes Yes
Year-County effects No No No
Municipality Effects No No No
R2 0.61 0.68 0.78
Obs. 3769 3756 4922

Clustered standard errors at municipality level in parenthesis. The stars represent
significance of coefficients *** p-value<0.01, ** p-value<0.05, * p-value<0.1

The results in Table 7 are similar to the OLS and panel results. The coeffi-
cients for the municipality and national elections are positive but for the county
elections the coefficient is negative. None of the coefficients are statistically sig-
nificant. The coefficient for the municipality election in column 1 is 0.47. The
coefficient for the county election in column 2 is -0.23. The coefficient for the
general national election in column 3 is 1.30 which is very large. The IV-results
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implications are hard to interpret since no coefficients are statistically signifi-
cant. The county result has a coefficient which is negative, hence not in the way
expected.

5 Conclusions

The results in this thesis support the hypothesis that local economic conditions
affect voters voting decision. The coefficients of the vote share of the Sweden
Democrats are large for the municipality elections, and then gradually decrease
in the county elections and the general national election. Results are important
because voters seem to change the policies they wish to be implemented in
accordance with the changing economic environment. In hard times, radical
parties seem to attract more votes from those who are seeking for a solution
to the economic difficulties. This thesis results may imply that the kind of
policies that are implemented change when the economic conditions are bad,
due to the shift in vote share. The implications of these results are that a
country going through a period with bad economic conditions could shift its
political paradigm and start treating some groups in the society differently due
to changes in transfers and distributions system.

A more complicated question to answer is why do people vote for the Sweden
Democrats when the economic conditions are bad? That is a question that
could be a different thesis on its own, but one can still speculate. One answer
could be that people are dissatisfied and want a change. In this case the Sweden
Democrats is the change since they are not one of the more established parties
and they have also been forced into an outsider position by the two blocks of
parties. One theory could be that people believe that the Sweden Democrats
has the tools to fix the economy. To claim that this is the case is difficult, but
in some aspects it could be true if combining this theory with the immigra-
tion question. The Sweden Democrats want to stop or drastically decrease the
immigration to Sweden. People considering immigration as the big issue, are
more likely to vote for the Sweden Democrats which are the most credible party
against immigration. It could be that people think this is something that would
improve the economic conditions. A problem that could occur in this type of
studies is reverse-causality bias. This means that the result exist because the
Sweden Democrats influence the economic conditions. This is something that
could be a problem if the above reasoning is the reason for the result, meaning
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that the Sweden Democrats influence the economic conditions. Since the Swe-
den Democrats has been in parliament only since 2010, and during these years
constantly been excluded by the other parties in the most important questions
this threat seems unlikely.

This thesis opens up for several extensions. It is important to remember that
the Sweden Democrats only been in the parliament for about five years, mean-
ing that this study would be interesting to perform again after a few years.
The time period in this study is not short but it would be interesting to fol-
low a party that has been in parliament for a longer time period. This thesis
implicates an existing relationship between local economic conditions and vot-
ing. Future research could investigate this relationship and its implications for
other countries. Since the rise of extreme parties is present around Europe it
would be interesting to conduct a similar study for example Italy, France or
Hungary, where extreme parties exist and are on the rise. Future research can
also find progress by finding more credible sources of exogenous variation in
economic conditions. An example would be to follow Bagues & Esteve-Volart
(2015) and find an exogenous random variation in economic conditions, which
in their case was a lottery. It would be an interesting extension to investigate
instrumental-variables approach as an empirical strategy and find a more suited
instrument.
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6 Appendix 1. Variables

This appendix further explains the variables included. It explains how the
variables are created and gives the definition of them.

Vote share: Vote share is defined as the Sweden Democrats vote share at
municipality level, measured in percentage. The Sweden Democrats receive their
first votes in the general election in 1998 and for the county and municipality
elections in 2002. Source, Statistics Sweden.

Unemployment: Unemployment is defined as openly unemployed divided by
the population between the ages 16 to 64 years. The unemployment rate is in
percentage points. Source, AMS (the Employment Service).

Income: Tax base is used as proxy for income because it shows the relationship
between income and population in a municipality. It reflects how much revenues
the municipalities receive and the income of the population. Income is deflated
using CPI with 2006 as base year. Income is in percentage points. Source,
Statistics Sweden.
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Figure 3: Mean income. The mean income in thousands of crowns, aggregated for Sweden’s
290 municipalities between the years 1998-2014. Income is deflated using CPI.
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Municipality size: Municipality size is measured in persons, living in a mu-
nicipality. Source, Statistics Sweden.

Municipality tax rate: Municipality tax rate is the tax rate that is set in a
municipality, in percentage points. Source, Statistics Sweden.

Over 65: Over 65 is the percentage of the population in a municipality that is
65 years old or older. Source, Statistics Sweden.

Under 18: Under 18 is the percentage of the population in a municipality that
is 18 years old or younger. Source, Statistics Sweden.

Females: Females are the percentage of the population in a municipality that
are female. Source, Statistics Sweden.

Refugee: Refugee is defined as the foreign citizens that a municipality re-
ceives according to the replacement regulation (ersättningsförordningen) and
are granted a residence permit in Sweden as refugees or/and in need of pro-
tection, because of particularly distressing circumstances or by relative bound.
For the years before 2005, the data is lacking in accuracy. This is because the
migration agency present only detailed statistics if a municipality has received
over five persons for the period or year. A star is presented instead. To be able
to calculate the star, I give all stars in the total column for a municipality the
number five. For the years with a star, five is assigned the observation and /or
the “missing” stars are subtracted from the total number and divided by the
number of stars for the municipality, and an average is received for the missing
years. Source, the Migration Agency.

Foreign: Foreign is all citizens in a municipality with a foreign citizenship. The
variable is defined in percentage of municipality’s population. Source, Statistics
Sweden.

Low education: Low education is defined as no more than compulsory school.
This corresponds to pre-high school, and is equal to ten years of schooling. The
variable is defined in percentage of the population in a municipality. Source,
Statistics Sweden.

High education: High education is defined as more than three years of post-
high school education. The variable is defined in percentage of the population
in a municipality. Source, Statistics Sweden.

Crime rate: Crime rate is defined as reported crimes per a hundred thousand
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citizens in a municipality. Crime rate is in number of crimes. Source, the
Swedish National Council for Crime Prevention.

Turnout: The voting turnout for the general national election, the county
election and the municipality elections are included for each election respectively.
The variables are in percentage. Source, Statistics Sweden.

Incumbent: The variable incumbent is a dummy variable for all three elec-
tions. The variable takes on the value 1 if the right-block is incumbent and 0
otherwise. In this thesis I define the right-block as Moderaterna, Folkpartiet,
Kristdemokraterna and Centerpartiet. The left-block consists of Socialdemokra-
terna, Miljöpartiet and Vänsterpartiet. The right-block ruled as a coalition
during most of the time period. The left-block has not been consistent and
Vänsterpartiet has not always been a part of the block but since they are ideo-
logically at the left-wing and have been co-operating with the left-block they are
included. At the municipality level, the incumbent is defined as the block with
the highest summed vote share. This may not be the most accurate because at
the political municipality and county levels there are parties that only exist in
a single municipality and may be in balance of power. The coalitions at lower
governmental levels are not always consistent with the coalitions at the national
level. The dummy is created in the same way for the national and county elec-
tions. The block with the highest total vote share at municipality level in the
respective election, is defined as the incumbent. Source, Statistics Sweden.
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Figure 4: Vote share general election. The mean vote shares in the general national
elections for the left-block, right-block and the Sweden Democrats for the years 1998 to 2014.
The vote shares are weighted with the population size in a municipality.

7 Appendix 2. Results
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Table 8: Complete regression for municipality elections.

(1) (2) (3)
OLS Panel Panel

Unemployment 0.49∗∗∗ 0.42∗∗∗ 0.16
(0.05) (0.11) (0.10)

Income -0.045∗∗∗ -0.099∗∗∗ -0.093∗∗∗
(0.00) (0.02) (0.03)

Foreign citizens -0.060∗∗ 0.37∗∗∗ 0.23∗∗
(0.02) (0.12) (0.11)

Under 18 0.12∗∗∗ 0.30∗ -0.20
(0.03) (0.18) (0.15)

Over 65 -0.13∗∗∗ -0.035 -0.28∗∗∗
(0.02) (0.12) (0.11)

Females 0.22∗∗∗ 0.20 -0.0025
(0.07) (0.34) (0.22)

Municipality population -0.0000049∗∗∗ -0.000011 -0.000030∗
(0.00) (0.00) (0.00)

Crimes 0.00020∗∗∗ 0.000023 0.0000076
(0.00) (0.00) (0.00)

High education 0.0081 0.028 -0.20∗
(0.01) (0.11) (0.11)

Low education 0.10∗∗∗ -0.48∗∗∗ -0.035
(0.02) (0.10) (0.10)

Tax rate -0.86∗∗∗ -0.036 -0.032
(0.06) (0.11) (0.18)

Turnout 0.0086 0.24∗ 0.18
(0.02) (0.12) (0.11)

Incumbent -0.19∗ 0.027 -0.28
(0.11) (0.28) (0.23)

Controls Yes Yes Yes
Year Effects Yes Yes Yes
Year-County effects No No Yes
Municipality Effects No Yes Yes
R2 0.61 0.76 0.86
Obs. 3769 3769 3769
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Table 9: First stage regression IV.
(1) (2) (3)

Municipal County National
Refugee 0.58∗∗∗ 0.56∗∗∗ 0.33∗∗

(0.13) (0.13) (0.14)
Controls Yes Yes Yes
Year Effects Yes Yes Yes
Year-County effects No No No
Municipality Effects No No No
R2
Obs. 3769 3756 4922

Clustered standard errors at municipality level in parenthesis. The stars represent
significance of coefficients *** p-value<0.01, ** p-value<0.05, * p-value<0.1
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