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The Interaction between Politics and
Economy: A Review for the Political
Business Cycle Theory
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Abstract

The relationship between politics and economy has been important to the
practical and academic. For that, the Political Business Cycle Theory is
developed to explain the manner and has become an organized research
framework. This paper tries to introduce this theory in details, not only the
viewpoints of the traditional opportunistic and partisan approaches, but also the
perspective of New Classical rational expectations. In addition, this paper
concludes three directions that empirical political business cycle research is
aiming. First, research about political business cycle is no more limited in the
discussion of economic indexes, they also focus on the policy instruments and
observe the phenomena of budget and monetary cycles. Second, since the cycle
is not appearing all the time, research starts to change their focal point from
why to why not happening. Finally, with the availability of statistics data,
researchers start to observe the political business cycle in some newly
developing countries, post-communism countries, and non-democratic
countries.
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