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Chapter 6
Explaining Formation, Persistence, and Change: System Level Analysis 
6.1 Introduction 

The discussion in Chapter 5 pointed to some clear indications that factors at the system level influence the behavior of political parties and their decision to form, run alone, merge, or ally. This chapter discussed in detail the way that regulations of party financing and the electoral systems in Bulgaria and Hungary seem to have constrained the parties in their evolution, and then provides a system level test of the model. 
The party financing regulations in Bulgaria and Hungary provide two different examples of party financing provisions. Hungary provides direct public subsides to all parties with more than 1 percent of the vote, while Bulgaria only finances parliamentary parties.  Similarly, the electoral arrangements in the two systems are very different– the Hungarian Parliament is elected using a mixed system with a 5 percent threshold for its PR part, while Bulgaria uses a purely proportional system with a 4 percent threshold for all contestants. The two systems provide an appropriate testing ground for the hypotheses about the relationship between electoral arrangements and party development.
6.2 Party Financing 
6.2.1 Regulation of Party Public Financing in Hungary and Bulgaria 

Public Financing of Parties in Hungary
The public funding of political parties in Hungary is established by the Law on the Operation and Financial Functioning of Political Parties, adopted in 1989 and amended in 1990.  According to its stipulations, the budget allocated to funding political parties is used in two distinct ways: 25 percent of it is allocated to Parliamentary parties only; and the other 75 percent is allocated to all political parties that have gathered at least 1 percent of the vote in the first round of parliamentary elections (Law on the Operation and Financial Functioning of Political Parties, Section 5). An original stipulation that these funds can only constitute 50 percent of the party’s total budget was “quietly” repealed in 1990 because it left many parties in financial uncertainty (Okolicsanyi1991, 13). Money is disbursed through annual subsidies, making the Hungarian provisions among the less restrictive party financing laws. There have been no major changes in party funding over the last 14 years. 
Public Financing of Parties in Bulgaria
Direct party financing in Bulgaria has similarly been regulated by the Law on Political Parties. Until 2001, funding was provided for electoral campaigns only (Law on Political Parties, 1990). However, its amount and way of disbursement was not precisely defined by the law and, as a result, has varied from election to election. In 1990, all political parties running in elections were given equal subsidies to run their campaigns. For the 1991, 1994, and 1997 elections funding was provided in the nature of loans to parties running candidates for elections. However, the loans had to be returned if the party did not place any candidates in the legislature. In effect, direct party financing was limited to parliamentary parties only (Smilov 2001). 
In 2001, there were no subsidies for electoral campaigns, since the new law on political parties provided for direct annual subsidies instead. The Law on Political Parties mandated funding along lines very similar to the ones in Hungary.  Annual subsides are currently given to all parties in Parliament and bi-annual subsidies are provided to all parties with more than 1 percent of the vote in parliamentary elections (Law on Political Parties, 2001). In addition, the Law also mandates that the state provide premises to all political parties that had received more than 1 percent of the vote at the last elections. For most of the period under consideration Bulgarian parties have only received election campaign subsides; parties outside parliament have had no financial support from the state except for the 1990 elections; and no parties had any campaign support in 2001.The Bulgarian system of party financing thus falls within the most restrictive category. 
6.2.2 Party Financing Regulations and Party Electoral Strategies 
Expectations

The empirical implications of Hypotheses 7 and 8 suggested that that office-seeking parties within systems which allow for the public funding of extra-parliamentary parties will be encouraged to seek office in the long run. This will, in turn, allow parties to choose to remain out of Parliament in situations when getting representation might call for a sacrifice of their autonomy. In addition, the availability of campaign resources will increase the likelihood of parties running in elections alone. 
Observed Behavior 

The direct financing of parties has played an important role in the development of political parties in Hungary—for both parliamentary parties which receive the lion’s share of state money and for extra-parliamentary parties (Lewis 1998, 140). Funding parties that do not make it into Parliament but receive more than one percent of the vote clearly makes it easier for some parties in Hungary to persist in the system. For a party like Munkaspart, this has been a very important factor in its ability to persist in the system and carry out its functions at local level. Despite not getting representation into Parliament, Munkaspart continues to receive funding from the state. As of 2003, Munkaspart was receiving 75 million HUF from the state, which provided for half of its budget, while the other half came from membership fees.  In the opinion of Mr. Vajda, Munkaspart could not exist without state funding, but it received far from enough. In contrast “the big parties” that did not need state financing, benefited the most from the funding provisions (Vajda 2003). Similar views were also expressed by the Centrum Part leader, who argued that without state money, the newly founded party (that also has no members to pay dues) could not maintain its office and personnel.
In contrast, Bulgarian parties outside Parliament received no funding from the state until 2001. In 2001, some parties considered the promise of state money a strong enough incentive to join in electoral alliances so as to try to surpass the 1 percent threshold.  As already discussed, the 2001 alliance between BEL and BZNS was, in the opinion of both, circumstantial.  By the BZNS account, however, they formed an alliance because they understood that they could not surpass the 1 percent threshold, which they thought would lead to the loss of state property they already possessed (Pinchev 2003). Similarly, in 2004, the RDP -- a small extra-parliamentary party in Bulgaria with legislative ambitions -- expressed a willingness to ally with smaller parties at future elections, so that it could receive and keep state funding and property. It appeared that achieving legislative representation was no longer as important for them so long as they could finance their operations and continue their work at the local level (Petrov 2004) 
This anecdotal evidence in support of party financing as a factor in the choice of party electoral strategies is supported by the examination of electoral strategies of parties in Hungarian and Bulgarian that was presented in section 5.2. Hungarian parties seem to choose to “run alone” at a significantly higher rate than Bulgarian ones do. There is, then, some preliminary support for Hypotheses 7 and 8 and a clear need for a systemic examination of the effects of party financing regulations on party evolution. 
6. 3. Electoral Institutions
6.3.1 Electoral Systems in Bulgaria and Hungary
The second system-level factor that has emerged as a substantial influence of party formation and choice of electoral strategies in Bulgaria and Hungary is the type of electoral system used by the two countries. These will be discussed in turn. 
The Electoral System in Hungary 

Hungary has introduced and maintained one of the more fascinating mixed electoral systems in the post-communist world. Voters have two votes; half of the seats in the legislature are elected using SMD with a run off, and half using proportional representation. The country is divided into 186 single-member districts and 20 regional multi-member districts. In the single member districts, if no candidate wins an absolute majority at the first round, any candidate with more than 15 percent of the vote, “but at least the three strongest candidates” can proceed to the second round (Toka 1995b, 47). Candidates in the PR part are elected from regional lists. To further preserve the proportionality between votes and seats, national lists were created to compensate the parties whose candidates won votes on the first round (in the SMD districts) but did not proceed to the second. However, these 20 seats (part of the PR quota) are distributed only to parties with more than 4 percent (5 percent, since 1994) of the vote in the MMD.
  
In addition, the system makes qualifying for running in elections relatively difficult by interlocking the qualifications for having regional and national lists. A party needs to have nominated candidates in at least one quarter of the districts of the county to be able to run a regional list; it further needs to have seven regional lists to have a national list. Running a national list thus becomes relatively difficult (Toka 1995b). 
The Electoral System in Bulgaria 
Bulgaria has used two separate electoral systems since 1990.  In 1990 a combination of majority SMD and PR electoral system was used. In fact, this system was loosely based on the Hungarian one (Birch 2002, 116). The mixed system allowed for half of the seats to be elected using majority SMD and the other half to be chosen using PR lists. However, the Bulgarian mixed system also allowed for independents to win seats and did not create any further links between the two parts of the system. Candidates could run both in a single member district and on a party list. 
As agreed upon at the Round Table Talks, this system was only to be used for electing the Grand National Assembly.  A new electoral system was adopted by that Assembly and remained in use until 2001.  The system introduced 31 regional districts in which parties run regional lists but the distribution of seats is based on the national level results using the D’Hondt formula. Seats were allocated only to parties that surpassed a 4 percent national threshold (Law on the Election of Members of the National Assembly 1991).
 Despite some efforts to lower the threshold to 3 percent, this “relatively unusual” system remained in effect until 2001, when a new electoral law was introduced (Birch et al 2002, 121). However, the main features of the electoral procedure in terms of threshold, counting method, and distribution method have remained the same. 
6.3.2 Electoral Systems and Party Electoral Strategies 

Expectations 
The empirical implications of Hypothesis 4 suggested that, at system level, we should see a higher number of office-seeking parties in systems with lower thresholds, and less party proliferation in systems with higher thresholds. Over time, given no major change in the electoral system, we should observe a more rapid decrease in the number of office-seeking parties running in elections in the higher threshold systems. Although discussing the experience of parties in two systems only does not provide us with enough variation to test hypotheses, party development in Bulgaria and Hungary should provide some important insights into the nature of the proposed relationship.
Observed Behavior: Hungary 
According to one of the creators of the Hungarian electoral system, ex-SZDSZ leader Peter Hack, the system was created in a conscious effort to provide people with a “real democratic choice” by limiting the number of political parties in the system and forcing them to establish grass roots organizations. In his view, the electoral system has managed to do the former. The system has preserved the number of parties at a relatively low level and discouraged new entries, but it has failed to encourage strong party organization (Hack 2003). 
In the early 1990s there were fears that the Hungarian ”fabulously incomprehensible electoral system” would make it difficult for voters and parties to understand it and behave strategically so as to allow for the system to have its intended effects (Toka 1995b, 44). However, by 2003, the Hungarian electoral law seems to have had its desired effect: voters do act strategically and parties seem to have coordinated their strategies as well, leading to a decrease in the number of parties (Duch and Paler 2002). 

The Hungarian electoral system clearly punishes small parties. Not only is the translation of votes into seats biased towards national, larger parties, but even participating in elections is impossible for some of the smaller parties (Benoit 1999, 135). This seemed to be having an effect as early as the second election in 1994, although some parties appeared to disregard the incentives of the system (136).
 In fact, in terms of the number of parties, the Hungarian party system has become more stable than the Bulgarian one only during the last round of elections. Re-examining some of the indicators of party-system fragmentation that were presented in Table 28 and comparing the Hungarian indicators to these of other Central European states (Table 29) reveals that until 2002, the respective numbers for the Hungarian party system were usually very close to the other Central European states, and in some case above the Bulgarian levels and even above the EE averages. However, by 2002, the anticipated effect of the electoral system seems to have become reality.
Table 29: Some Indicators of Party System Fragmentation: Bulgaria, Czech Republic, Hungary and Poland 
	Indicator
	Election 
	First
	Second
	Third
	Fourth

	Electoral Parties
	Bulgaria 
	42
	38
	49
	41

	
	Czech Republic
	15
	20
	16
	10

	
	Hungary
	28
	34
	28
	19

	
	Poland
	110
	34
	12
	16

	ENEP
	Bulgaria 
	2.75
	4.197
	3.88
	2.89

	
	Czech Republic
	3.13
	6.21
	5.33
	4.72

	
	Hungary
	6.71
	5.50
	4.47
	2.837

	
	Poland
	13.80
	9.80
	4.59
	4.50

	
	EE Average
	5.5
	5.6
	4.6
	4.1

	Parliamentary Parties
	Bulgaria
	6
	3
	5
	5

	
	Czech Republic
	4
	6
	6
	5

	
	Hungary
	7
	6
	6
	4

	
	Poland
	30
	8
	6
	7

	ENPP
	Bulgaria 
	2.42
	2.41
	2.73
	2.53

	
	Czech Republic
	2.06
	3.35
	4.15
	3.71

	
	Hungary
	3.79
	2.89
	4.08
	2.21

	
	Poland
	10.86
	3.87
	2.95
	3.59

	
	EE Average
	4.00
	3.7
	3.7
	3.8


Clear examples of “failures to learn” are still present in the Hungarian system. Several new parties ran alone in 2002 (Centrum Part, several FGKP factions), and the final merger of the MDF and FIDESZ-MPP does not seem to be materializing, leading to an expectation of a return to a more fragmented party system. 

The electoral system in Hungary, however, has clearly contributed to a different nature of party dynamics than are present in most other systems. The presence of the second round makes it possible for parties to strike agreements between rounds after the electoral results are partially known. This allows for parties to remain independent contesters but secure seats through the support of other parties half-way in the electoral process. It also prevents larger parties from forming alliances with smaller parties that do not bring electoral support. 
On the other hand, the system also encourages two divergent types of behavior. As small parties are discriminated against by the complicated nature of the system, they are sometimes (as the MDF in 1998 and 2002) pressed to join electoral alliances; or merge (as the KDNP) with others.  However, the system also clearly rewards parties that have a distinct electoral position by making them potential partners during the second round of elections. Parties are thus encouraged to remain independent (SZDSZ).  This dichotomy is clearly visible in the different strategies of the Hungarian parties examined in detail earlier (the MDF vs. the SZDSZ, for example).
Observed Behavior: Bulgaria 

The Bulgarian electoral system is much simpler than the Hungarian and, in general, much more permissive. It is purely proportional and has a lower threshold (4 percent compared to the 5 percent in the Hungarian PR part). In addition, and unlike other electoral systems in the region, the system provides no disincentives for parties to form alliances. The same electoral thresholds apply to all competitors that run under a single label and no distinctions are drawn between apparantement and non-apparantement arrangements (Law on the Election of Members of the National Assembly 1991). In contrast, the electoral systems in the Czech and Slovak Republics, Poland, and Romania employ higher thresholds for election contestants that are alliances, and the electoral laws in Latvia and Estonia (since 1998) ban apparantements (Pettai and Kreuzer 2001). 
The PR system was introduced in Bulgarian because, with its relatively low threshold and D’Hondt formula, it promised to preserve significant proportionality in the system and to allow the representation of smaller parties in Parliament. (Konstantinov 2001, Panev 2000). However, in many ways it has brought counterintuitive results. As evident in Table 29, there have been between 3 and 5 parties elected to Parliament under this system. The real multiplicative effect of the PR system has been the creation of a multitude of small parties that usually do not manage to make to into Parliament. In fact, researchers have seen this as an absurd situation and have called repeatedly for a change of the electoral system (Konstantinov 2000, Yanova 2000, Panev 2000). 
The small Bulgarian parties, of course, often blame the 4 percent threshold of the electoral system for their inability to gain representation in Parliament on their own and for the need to make alliances (Dzudzev 2003, Pinchev 2003, Kutov 2003, Zankov 2003, Murdzov 2003). Naturally, few of them saw the very existence of their parties as a direct result of the multiplicative effect of the system. However, the presence of 300 parties in Bulgarian politics and the fact that a significant number of which do run in elections (See Table 29) often lead to a substantial amount of wasted vote. Table 30 presents the level of vote wastage in Bulgaria and compares it to that of Hungary. 
Table 30: Wasted Vote in Bulgaria 

	Indicator
	Election 
	First
	Second
	Third
	Fourth
	Fifth

	Percent of Wasted Vote

	Bulgaria 
	2.59
	24.96
	15.59
	9.9
	14.48

	
	Hungary
	15.8
	12.66
	11.41
	11.31
	 -- 

	Number of Parties Splitting the Wasted Vote

	Bulgaria 
	22
	30
	38
	29
	27

	
	Hungary
	13
	13
	10
	9
	


Source: Political Transformation and the Electoral Process in Post-Communist Europe project; Trud 1991 for Bulgarian results in 1990. 

The amount of wasted vote in Bulgaria varies more significantly from election to election than does the Hungarian indicator, and there is a significantly larger number of parties that attract “wasted votes” than there are in the Hungarian system. Although there are a number of reasons, that contribute to this difference, the provisions of the electoral system is certainly among them. 

6.4 Testing the Model at System Level: Twelve Post-communist Systems 
6.4.1. Model Overview and Operationalization of Variables
Having shown some preliminary evidence about the importance of system factors in the decision of parties to form and their choice of electoral strategies, the chapter now turns to the final test of the proposed understating of party behavior. It uses system level data from 12 post-communist states to test hypotheses 1, 3, 4, 6, 7, and 8. It does so by estimating a statistical model that conceptualizes the number of parties in each system as a function of the expectation of electoral volatility (H3), the extent of ethnic heterogeneity in the country (H4), the level of the electoral threshold (H6), and the nature of party financing (H7 and 8). To capture the temporal element of the model (H1), and to indirectly test the impact of party organization, the model also includes a variable representing the elapsed time since the first democratic election. The equation of the proposed model can be presented in the following way: 

Number of parties =  α+ β1 electoral volatility +β2 ethnic heterogeneity +β3 threshold + β4 party funding + β5 number of election + e

Dependent Variable: Number of Parties
Similar examinations of party system dynamics usually operationalize the dependent variable as the “number of effective parties” in the system (Roper 2003, Bielasiak 2003, Reich 2001, Cox 1997 among many others). The effective number of parties is a quantitative measure that produces a value that takes into account both the number of parties that compete in elections and the relative vote shares of each. This value is calculated using the following formula (Taagapera and Shugart 1989, 79):

ENEP=1/Σpi2 , where p is the proportion of the vote for each party i. 
However, the focus of this study is not on how well parties do in elections per se, but on how and why parties decide to compete in elections. For the purposes of the present research, whether a party does well or not – in terms of seats and votes -- is only of consequence for the party’s choice of electoral strategy at the next election. This is why using the ENEP measure is not appropriate here. Instead, following Ordeshook and Shvetsova (1994) and Hug (2001), the model will use the absolute number of parties with more than one percent of the vote at each election and in each system as a measure of the dependent variable. In this case, however, and in opposition to the preceding discussion in this dissertation, a party is defined as an electoral competitor, i.e., electoral alliances are treated as parties.
 

The number of parties at every election and in each system is the unit of analysis; all elections, including the founding ones, in each of the following countries are included in the data set: Bulgaria, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Russia, the Slovak Republic, Slovenia, and the Ukraine. A total of 44 observations are included in the sample. Values of the dependent variable vary from 4 to 25 with a mean of 11.34 and a standard deviation of 3.9 for all countries and all periods. The complete data set is provided in Appendix E. Data on this variable is from the Political Transformation and the Electoral Process in Post-Communist Europe project at the University of Essex, supplemented with data from Munro and Rose (2003), and, where possible, verified by national elections statistics.
In general, all democratic elections since 1989 have been included in the sample; except for the post-Soviet states, the Czech and Slovak Republics, and Slovenia, where only the post-independence elections are included. While most studies tend to exclude the founding elections because of their unique nature, they are important to this study and have been included. Authors (Cox 1997, Taagapera and Shugart 1989) often refer to these elections as abnormal and periods of extreme politics; however these characteristics are only extreme values of some of my independent variables (e.g. expected electoral volatility). In fact, the nature and number of parties in the founding elections is a very important factor for the further development of the party system because in many cases the parties that succeed at the first elections are the ones that come to dominate politics later on (Reich 2001, 1244; Reich 2004).
 

Independent Variables: Expected Electoral Volatility
Electoral volatility is usually measured as the percentage of difference of votes given to each party over two elections (Przeworski 1975; Pederson’s 1979).
 It is used widely in studies of party system development and party system institutionalization (Bielasiak 2003, Mainwaring 1999, 68-69). However, it is a measure of the actual volatility, while here we need a variable to capture the expectation of volatility. As this cannot be measured directly, following Hug (2001), I use the percentage change in inflation as a proxy for dissatisfaction with the political system. 
While other indicators of economic problems can be used (unemployment or GDP per capita), the change in inflation (of consumer prices) gets at the most basic implication of economic problems, namely how much people can afford to buy (Reich 2001, 1250). To capture the general spirit of the time surrounding each election, the variable is measured as the yearly change in consumer prices, as reported by the IMF International Financial Statistics database. The variable can take both positive and negative numbers and varies between -93.67 and 770, with an average of 54.69 
As hypothesis three suggested, the variable inflation is expected to correlate positively with the number of parties in the system; in other words, the more drastic the rise of prices (a higher positive number), the higher the expected electoral volatility, and the higher the number of parties that might see that as a political opportunity and decide to form, and run alone.
 
Independent Variables: Ethnic Heterogeneity

The level of ethnic heterogeneity is measured by Rae’s Index of Fractionalization, using the formula: FI= 1-Σgi2, where g is the proportion of population belonging to ethnic group g. The index can vary from 0 (least fragmented or least heterogeneous) to 1 (most fragmented or most heterogeneous). For this study, the measure was calculated using data on all ethnic groups listed in the CIA World Factbook. Values vary from 0.06 (for Poland) to 0.57 for Latvia; all values are listed in appendix E. 
The variable ethnicheter is expected to correlate positively with the dependent variable. The higher the heterogeneity, the higher the number of parties that can have an ethnic base, and thus the higher the number of parties in the system that will have stable electoral support and can be expected to form and run alone in elections.  

Independent Variables: Electoral Threshold 
There are different ways that electoral thresholds can be measured. Studies have used the legal threshold (Moraski and Lowenberg 1999) and the “effective” threshold (Ljphart 1994, 25-29, Perea 2002). The legal threshold is the one legislated by the electoral law at national or district level, while the “effective” threshold includes both the legal threshold and district magnitudes.
 Presently, the legal threshold is used. While the “effective” threshold might be a more precise measure of how much support a party would need to win a seat, this information is unlikely to be available to parties while making their choice of electoral strategies before elections. Following Moraski and Lowenberg (1999), the variable threshold is measured as the percent of the vote that a party needs to get at national level in order to gain seats in the Legislature. The variable takes values from 0 to 5, with a median value of 5, but enough variation to allow for analysis.
 
The threshold variable is expected to negatively influence the number of parties competing in elections. The higher the threshold, the more difficult it is for each individual party to achieve its electoral target on its own, and the more discouraged it will be to form or run alone in elections. 

Independent Variables: Funding of Political Parties

As there is very little research on the effect of party funding on party development and none that uses a quantitative measure and distinguishes among the different types of funding, the current operationalization of the variable is my own. Using data from the most comprehensive database on party financing, the IDEA Handbook on Political Parties Financing, I categorized the regulation of party financing in each country and at each time period in four distinct categories that reflect the discussion in section 2.6.3.
Table 31: Party Financing, Variable Categories 

	State Funding Provided For:
	Value Assigned
	Countries

	No parties
	0
	Ukraine, Latvia, Lithuania, Estonia (1992)

	Parties in Parliament only 
	1
	Bulgaria, Poland, Romania, 

	Parliamentary and Extra –parliamentary parties (based on previous performance)
	2
	Bulgaria (2001), Czech Republic, Estonia, Hungary, Lithuania (2000), Slovakia, and Slovenia

	All parties competing in current elections
	3
	Russia

	


Source: IDEA Handbook on Political Parties Financing, Roper 2002 and 2003, Smilov 1999, Smilov 2001.
Measured in this way, the variable funding is expected to positively influence the number of parties in the system. As Hypotheses 7 and 8 suggested, the presence of financing for extra parliamentary parties both encourages parties to seek office in the long run and provides reasons to believe that electoral support will remain stable until election day. As a result, parties are encouraged to form/run alone at a higher rate than when financing is not present, thus increasing the overall number of parties in the system.
Independent Variables: Number of the Election

To capture the temporal dimension of the model suggested by Hypothesis 1 and indirectly by Hypothesis 9, a simple variable signifying the number of the election is included in the model. The variable takes the value of 1 for the first democratic election in each country, 2 for the second, etc. In cases like the Czech Republic, where the first election after independence does not coincide with the first democratic election, the number reflects the number of the election overall. The variable election is expected to influence the number of parties competing in elections negatively as time goes on; unsuccessful parties should leave the electoral competitions and new entries should be discouraged as the established parties become stronger organizationally.
6.4.2 Model Estimation

There are several possible statistical techniques that can be used to estimate the model.  Studies that use the number of parties as dependent variables have often employed “count” models. Count models estimate the “number of times that something has happened “(Long 1997, 217). For example, this method was used by Hug in his analysis of the number of new parties in the system (Hug 2001). However, as Hug himself argues, the assumptions of the count model are violated by the temporal and spatial dependency of the number of parties emerging at each election in each country. As a result, he decided against the use of the count model and estimates an OLS regression and a MLE regression of a transformed variable finding little difference between the two (Hug 2001, 182). 

With this consideration in mind and aware of its own limitations, this study uses a pooled cross sectional (panel) linear regression to estimate the model at the party system level. Pooled cross sectional models include data from several systems over several years. This allows me to test for temporal as well as spatial effects – which are especially important here, given that one of the underlying assumptions of the model is that parties will learn from their experience over time and adapt their strategies to political and institutional constraints (Stimpson 1985, 914). 

The use of a panel data set, however, violates the assumption of OLS regression of independent error terms. In fact, with data arranged in panel format, there is a danger that the error terms will be correlated contemporaneously and within panels.  Contemporaneous correlation arises when the observation are correlated across panels (Beck and Katz 1995). For example, the number of parties in the Czech and Slovak Republics might be related to each other because of their common experience. In addition, the number of parties in each system might be correlated based on the characteristics of each system. Finally, first-order serial correlation is also usually present between consequent observations (Beck and Katz 637).  However, these are correctable with the use of appropriate estimation techniques—in this case given the specifics of the data and model, linear (Prais-Winsten) regression estimation with panel-corrected standard errors and panel-specific autocorrelations will be used. The method specifies that there is both heteroscadasticity, and auto-correlation and estimates the coefficients within these limits. According to Beck and Katz, this method performs better than any existing methods (Parks method, for example) in estimating efficient coefficients. 
6.4.3 Results and Discussion
The results of the model estimation are reported in Table 32. Several observations had to be dropped because of unavailability of data. Overall, the model performs quite well, with an R-squared of .86. However, a substantial amount of its explanatory power is due to the auto-correlation allowed.
  Even so, all variables are significant at the .10 level, most at the .01 level, and except for one, the coefficients are all in the predicted direction. In addition, there is no significant correlation between ethnic heterogeneity, funding, and threshold (correlation coefficients are between .15 and .30), indicating that their effects are, in fact, independent of each other. 
Table 32: Linear (Prais-Winsten) regression with panel corrected standard errors estimates
	Group variable: panel

Time variable: year 

Number of obs:  37

Estimated autocorrelations =12 
Estimated coefficients= 6
	Estimated co-variances = 78
R-squared = 0.8604

Wald chi2(5) = 61447.03

Prob > chi2 = 0.0000

	Variable
	Coefficient
	Panel-corrected 
Standard Error
	P-value
	[95% Conf. Interval]

	inflation
	-.006801
	.0025953
	0.009
	-.0082827  -.0051645

	ethnicheter
	5.714513
	1.572327
	0.000
	2.004481  8.859257

	threshold
	-1.915958   
	.7822748
	0.014
	-2.869471   -.9127799

	funding
	.6785743    
	.392603
	0.084
	.1097302    .8779891

	election
	-1.128211   
	.5727846 
	0.049
	-1.417783   -.7288698

	Cons
	21.00653
	2.725395
	0.000
	15.66485    26.34821


Inflation and the Number of Parties

The results point to a significant relationship between the percent change of inflation in each country and the number of parties competing in elections. However, they predict a negative change in the number of parties associated with a higher positive increase in the inflation rate.  This result is against the hypothesized direction, but is not surprising. As mentioned before, inflation rates might not be the best measure of expected electoral volatility for the purposes of this study. During periods of great economic distress voters might be willing to support an existing party that is in strong opposition to the incumbent rather than support a new entrant in the system. In fact, the  situation in Bulgaria in 1997 and Russian political developments after 1998 provide good illustrations of such a development. 
Ethnic Heterogeneity and the Number of Parties 

The result of this analysis clearly support hypothesis 4. The variable is significant and the coefficient in the hypothesized direction, pointing to a positive relationship between the level of ethnic fragmentation/heterogeneity and the number of parties contesting elections. A difference of .20 in the level of ethnic fractionalization – similar to the difference in the level of fractionalization of Poland and the Slovak Republic for example – would be associated with one more party in the system, everything else being equal.
 
This finding as well as the experience of the ethnic party discussed in detail in Chapter 4 and 5 – the DPS in Bulgaria -- provide support for the argument that the support of ethnic parties is more stable over time.  Ethnic party leaders are thus more likely to consider the achievement of their electoral targets to be within reach and choose to form and run alone in elections, contributing to a higher number of parties in the system overall. This seems to support the findings of other studies that a higher level of ethnic heterogeneity, at least in the post-communist world, can be expected to contribute to a larger number of parties in the system. 
Electoral Threshold and the Number of Parties

Hypothesis 5 is also supported by the results of the statistical analysis. The effect of the electoral threshold is significant at the 0.01 level and the coefficient has a negative sign. This indicates that, as hypothesis five suggested, a higher threshold will discourage parties from forming and running alone, contributing to a lower number of parties overall. The coefficient of -1.91 indicates that for every 1 percent difference in the level of the threshold, we can expect the number of parties competing in elections to be lowered by almost 2, everything else being equal. 
This result confirms the discussion in section 6.1 of the tendencies in party behavior in two quite distinct electoral systems that argued that the electoral regulations seem to provide a powerful constraint on the behavior of political parties. It also concurs with a large body of literature on the effect of the permissiveness of the electoral system on the number of parties in the system. But this analysis differs in that it estimates the absolute number of parties running in elections as its dependent variable rather than using the “effective” number of parties in the system.
 In other words, it confirms not only that more permissive systems results in higher proportionality of results and thus allow for a higher number of parties to do better in the system, but it suggests that parties also seem to anticipate and/or react to such systems and chose to ally/merge, leading to less competitors in the system. 
Party Funding and the Number of Parties
The hypothesized effect of the nature of party funding on the number of parties seems to be supported by the results of the statistical analysis. Although the significance level is .08, the one directional hypothesis makes this result even more robust. The coefficient indicates that, everything else being equal, we can associate a difference between funding no parties and funding parliamentary parties, or funding parliamentary parties to funding parties that have previously achieved a certain level of electoral support with an increase of .6 in the number of parties. 
This finding supports the relatively under-researched hypothesis proposed by this study and Roper (2001 and 2003) that the type of party financing might influence the number of parties in the system. In the present context, this supports the proposition that parties will be more likely to seek office in the long run and see themselves as able to carry out effective electoral campaigns, leading to a choice of a “running alone strategy,” and thus to a larger number of contestants in elections. It also supports the proposition that it will be the type of funding as opposed to the mere presence of funding in the system that would influence the behavior of political parties. Operationalizing party funding as a dichotomous variable, Roper found no significant difference between the number of parties in the Baltic states (Roper 2003). However, it appears that a more precise statistical analysis can support the evidence from case studies provided here and elsewhere (Roper 2001) that also confirms the impact of funding on party electoral strategies.
 
Election Period and the Number of Parties 
Finally, the model also supports the idea that parties learn from their experience and adapt to the constraints of the institutional environment and the realities of party competitions. Everything else being equal, we see a uniform decrease in the number of parties of more than one with each election. Hypothesis 1 is thus supported and indirectly so is Hypothesis 9. Hypothesis 9 suggested that the effect of party organization on the electoral strategies of individual parties, otherwise unobservable at the system level, might be corroborated by a general decrease of the number of parties over time. With the passing of time, parties become more established in societies through their organization, thus dissuading new entries to “run alone” at elections. However, the underlying assumption for this hypothesis is that parties do develop an organization, which, given the discussion in section 5.4, might or might no be the case.  Thus, the implications of the model for Hypothesis 9 are quite limited. 
In general, however, the significance of the election variable provides support for the proposition that parties in post-communist party systems do learn from their experience, and following an initial boom in party activity that troubled many, we can expect a gradual stabilization in terms of the number of parties in the system.
  Although this hypothesis was supported by the experience of Hungarian parties examined in Chapter 5, it was not fully supported by the discussion of the patterns of party development in Bulgaria. However, it appears that the experience of political parties in this system might be more different than similar to that of a typical post-communist system.
6.5 Conclusion

This chapter has presented a test of the model of party formation and electoral competition presented in Chapter 3 by testing the system-level implications of Hypotheses 1,3, 4,6, 7 and 8.  It presented an examination of the nature of the electoral system and party funding provisions in Bulgaria and Hungary that was prompted by the analysis in Chapter 5. It found substantial party-level evidence that these system-level factors play an important role in the decisions of parties to form and in their choice of electoral strategies. 
It then proceeded to test the model at system level by engaging in statistical analysis of panel data from 12 post-communist political systems. Using the number of electoral competitors (here called parties) at each election in each system as the unit of analysis and the Prais-Winsten linear regression, the study estimated the impact of five independent variables on the number of parties. The model performed relatively well, with all but one coefficient estimated in the hypothesized direction. The analysis thus provided support for the impact of the level of electoral threshold (H4), ethnic heterogeneity (H6), and the length of experience with democratic elections (H1 and 9) on the number of parties competing in elections. Most importantly, however, it provided evidence that the nature of party financing influences the electoral strategies of political parties (H7 and 8), a proposition that has been relatively under researched in the current literature. Finally, the model found no evidence to support Hypothesis 3 using the current operationalization of expected electoral volatility, a conclusion that supports findings of other studies as well. 

Overall, the statistical analysis provides support for the theoretical model of party formation and electoral competition presented in Chapter 2. Parties react to electoral success and failure and choose electoral strategies that best promise to deliver their electoral targets within the constraints imposed on them by the institutional context of the political system.  Although aberrations clearly exist, the theoretical model appears to provide a good fit, at least at system level, to the behavior of political parties in the post-communist world. 
� Full texts of the electoral and party laws in Hungary are available through Political Transformation and the Electoral Process in Post-Communist Europe  Project http://www2.essex.ac.uk/elect/database/indexCountry.asp?country=BULGARIA&opt=leg


� For the full text of the old and new Bulgarian electoral law, see Political Transformation and the Electoral Process in Post-Communist Europe http://www2.essex.ac.uk/elect/database/indexCountry.asp?country=BULGARIA&opt=leg


� The splits of MIEP from the MDF and the fragmentation of the FGKP during that period (1991-1994) are discussed in section 5.2.1.  


� Hungarian results are calculated using the PR part of the vote only.


� Includes all parties that received votes.


� This is done to both keep within the tradition of similar studies which rarely distinguish between parties running alone and electoral alliances, and to reflect the research problem in this work. We are interested in what strategies parties have chosen: an alliance of three parties will here be counted as one “party” or electoral competitor, indicating that these parties have found it necessary to give up part of their autonomy and run together. Thus we will observe a decrease in the number of competitors, which is likely to eventually lead to a decrease in the number of parties (in the general definition) as well. 


� Although, Reich has recently argued, the parties that win the founding elections tend to disappear as an independent entity over the next few elections (Reich 2004)


� The measure of volatility represents the percent of the vote that has switched parties between two elections.  Volatility (Vt) = 1/2 (((pi,t ( Where, (pi,t = pi,t – pi,t-1, and, p is the percentage of the vote received by party i at time t.


� However, the hypothesized direction of the relationship is debatable. As other studies have argued, the direction will depend on whether voters blame all established parties for their economic troubles or just the government incumbent (Reich 2001). However, presently, and in the absence of better measure of expected electoral volatility, the proposition stands.  


� In fact, the effective threshold is the average of the threshold of inclusions – the share of the vote a party need to gain a seat under the most favorable circumstances – and the threshold of exclusion -- the share of the vote a party need to gain a seat under the most unfavorable circumstances (Lijphart and Gibberd 1977)


� This is the most straightforward operationalization of the variable, although it ignores several important additional features of each electoral system that relate directly to how much support a party needs to gain representation: the presence of a SMD part; the presence of higher thresholds for alliances, and  the presence of second and third tiers. However, the incorporation of these features would require the inclusion of too many dichotomous variables, making the model difficult to estimate. 


� Estimated rho values are between -.97 to +1. However, this could be expected as the choice of electoral strategies of political parties, and hence their number at election, is proposed to reflect their strategies at the immediately preceding election, thus anticipating a high first order serial correlation between observations.


� The parties included in the measure of the dependent variable in the most heterogeneous countries in the sample indeed include ethnic parties: in Latvia, Estonia, and Ukraine, there are parties of the Russian minority; Lithuania has a Polish minority party; in contrast, there are no ethnic parties included in the measure of the dependent variable in the most homogenous countries in the sample (Poland, Hungary, and the Czech Republic) (Rose and Munro 2003). It has to be noted that parties that might have gotten representation through special minority arrangements have not been included in the count of parties unless they have gathered more than 1 percent of the vote at national elections.


� The effective number of parties incorporates both how many parties run in elections and how well they do (Taagapera and Shugart 19. 


� It has to be noted, however, that the statistically significant effect of this variable is contingent on specifying panel-specific auto-correlation, in other words, controlling for error terms being related from one election to the next. However, this is one of the underlying propositions of this model, which makes the incorporation of first order serial correlation in the model justifiable.


� It has to be noted, however, that the variable is a significant but weak predictor of the number of parties by itself (correlation coefficient of -.3). 





