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Conditional Political Budget Cycles in Argentineoi?inces

Daniel Lema

Abstract

This paper presents evidence of electoraly-moti/ateanges in the budget balance,
public expenditures, composition of public expands and provincial revenues in
Argentine provinces. The empirical study is madegupanel data analysis for 22
provinces during the period 1985-2001. Unconditiomssults show that conditioning
on the alignment of provincial and federal exeagiysame political party in power)
there is evidence of systematic changes in fiscdicips around elections. The
observed changes support the predictions of ratiopgortunistic models of PBC. In
election years, total provincial expenditures irase in aligned provinces, without
affecting the fiscal balance, because to the ineeeladiscretional transfers from the
federal government supporting the provincial incemib federal revenues. By
contrast, deficit increases for unaligned provincés addition, expenditure shifts
toward current spending and away from capital spegdor unaligned provinces in

electoral years.

JEL Code: D72, E62

" This paper is from chapter 2 of my doctoral dissertation, FHESSAYS ON ECONOMIC AND
POLITICAL INSTITUTIONS, Buenos Aires, Universidad del @, February 2006. The views
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[. Introduction

In this paper, we investigate the presence of elalt-motivated manipulations in
fiscal outcomes in Argentine provinces. We empililycaddress two main questions:
i.Are political budget manipulations present in axae election periods in Argentine
provinces?

ii. Are there any systematic differences in the sizé @mposition of expenditures
and revenues in provinces politically aligned vitie federal executive?

The political budget cycles literature relates tters and policy makers’ behavior
conjecturing that by rising public expenditureseiection periods the incumbent can
increase his chance of reelection. The first geameratudies were based on the idea
of adaptive expectations, assuming that in theréutibe voter will act partly based on
what happened in the past. Thus, he or she caansgtitally be deceived. Later on,
following the trend in economic analysis, ratiomaipectations were introduced in
formal models. Rational voters builds conjecturelsited to the competency of the
politician and by increasing spending the incumbean signal his level of
competence. Regarding the incumbent motivationsretis a division between
opportunist politicians and partisan politiciananrely, those who want to rule for the
sake of power itself and those who want to do smriter to put their preferred
policies into practice.

In Argentina, the literature has not yet deeplylyred the phenomenon of budget
cycles in election times. Meloni (2001) exploreis iksue by analyzing the change in
provincial current expenditure and its correlatiaith the votes obtained by the
governing party. However, this study was not exyyicperformed within the

framework of the political budget cycle theory.



In a recent study, Rumi (2008) analyzes electoreles explaining how the Argentine
national government allocates in-kind and cash btaty discretional transfers
between the subnational governments. The electoaadipulation is present in the
allocation of different kinds of transfers to th&beational jurisdictions. The federal
government allocates more cash transfers to thidcptly affiliated subnational
jurisdictions; more in-kind transfers to politicalompetitors at the subnational
jurisdictions, and more transfers in general totigally affiliated provinces.
Considering the federal organization of Argentinevmces, it might seem relevant to
sort out evidence about the existence of cyclesibmational fiscal variables that may
represent some kind of opportunist behavior onpédm of the incumbent looking for
reelection. This paper empirically analyzes thedence of cycles in fiscal balance,
expenditures and revenues in 22 Argentine providoemg the period between 1985
and 2001, using econometric methods for panel dA®.consider the executive
election date as the main explanatory variabldtmget cycles. The rest of this paper
is structured as follows. The next section brieBymmarizes the theoretical
framework on political budget cycles. Section Itegents the data set. Section IV
describes the empirical specification and econdmegchniques. The empirical

results and discussion are reported in sectionnéllly, Section VI concludes.

[I. The Political Budget Cycle

A. Previous Literature

The first models that formalize the political belmavthat generates cycles in
economic variables in relation to the electorakendhr can be separated into two
different views. One of them, calle@pportunistic Political Business Cyclmakes

emphasis on the opportunistic nature of the paitic This means that they have no



other preference but to hold office, for which @aghey act in such a manner to
maximize the chances of being re-elected. The pidng work of Nordhaus (1975) is
within this trend, depicting the politician as ampulator of pre-electoral outcomes.
Lindbeck (1976) also follows this line.

There is another branch of the literature, theion@artisan Political Business Cycle”
that stresses the partisan nature — as an idealaggpect- of the incumbent (Hibbs
1977). In this case, cycles in economic variables ariginated in the ideological
preferences of the politician.

First generation models assumed adaptive expecsatid his behavior is sometimes
called ' myopic (or irrational) on the part of the voter sincecerthe politician adopts
expansive policies, the voter does not remembetoes not take into account those
recessive policies adopted by the incumbent irpdst that they are likely to repeat in
the future. It is worth noting that these models Based on the assumption of a
negative relation between unemployment and infhatithat is, the possibility of
exploiting a "Phillips curve’.

Models based on rational expectations (Kydland Brescott 1977; and Barro and
Gordon 1983) started to appear in the 80s. Dutiegd0s -as well as in the present
work- emphasis is made on fiscal policy rather tlwam monetary policy as the
generator of cycles. Among the papers that areeseptative of this period are those
by Rogoff and Sibert (1988) and Rogoff (1990). Heitee opportunist politician
manipulates the expenditure policy during electyedrs with the sole purpose of
showing that they are competent, thus increasir@r tbhances of winning the
elections.

Recently, the literature has explored not only lthes| effect on fiscal variables but

also the so-called composition effect; that is, rexpenditure components (such as



consumption and investment) change during thisecg€lelectoral origin. Among the
contributions on this subject, those of Schuckng@®M00) and Block (2002) are
important. Research into how institutional varigbt&n impose (or relax) constraints
on the cycle is not less relevant. That is, howrgjrinstitutions should temper the
cycle and how, on the other hand, weak institutiowmuld make way for the
opportunist politician to distort policies. Thisnki of study, based on the exploration
of institutional variables and their effects on teeel and composition of the cycle
can be seen in Shi and Svensson (2002) and in BRXR).
This paper follows the line of models called “ogporst —rational” that, according to
the definition by Alesina, Rubini and Cohen (199gsent the following distinctive
characteristics:

0] Short-term manipulation of fiscal or monetary pglic

(ii) Strengthening of policies after the elections.

(i) Non-systematic effects on unemployment.

(iv)  Politicians struggling for re-election.

B. Theoretical Framework

According to the Rogoff (1990) approach, opporttinipoliticians generates cycles
in the economic variables while trying to show theampetency, which cannot be
directly observed by the voter. In this way, theg ftying to increase their chances of
being re-elected. One of the main issues is asymnietinformation: if the voters
were able to directly observe the capacity or gbiif the politician, their decision
would be obvious.

The fact is that if ability is not easily observalthen there is some possibility that the

politicians manipulate fiscal policy in such a manmhat they might seem to have



more competency than the one they really have, #ugnenting the chances of
winning the election.

Rogoff’'s model could be outlined as follows: thditmian produces a public good
using two inputs, taxes and their competency. Tdteerd can be thought of as a
parameter of productivity, since capable incumbersd fewer resources to make
more things and vice-versa.

The voters observe taxes and expenditure (whicle liéterent grades of visibility)
and use that information to make inferences abwaitpblitician’s capacity, which is
not directly observable since other factors al$ln@mce elections vote is probabilistic
and, there is some likelihoagthat the politicians might be re-elected, gfhehy) that
might not. This information is known by them, fohieh reason they are tempted to
take political steps so as to augment their chaforag-electiorg.

Rogoff concludes that given the informational asystmes regarding the politician’s
capacity, expenditure will be increased by compepmiiticians - particularly the
most clearly perceived by the voter- so as to peete be the most capable politician.
In equilibrium, this behavior increases reelecttbances of competent politicians.
Some aspects of visible and non-visible expendstare worth noting. We have so far
only referred to biases in expenditure towardsmitsst visible components. Which
type of expenditure are the most visible is notearecut classification. Rogoff states
that at election times, expenditure biases towauntsent expenditure, and this means
an increase in current expenditure as a percemtatgal expenditure. This point of
view is not universally shared and empirical evickeappears divided.

Schuknecht (2000) assumes that the bias in expead developing countries is
towards capital goods. He states that startingtgpedalic works right before the

elections, and then bringing them to a halt immiedifaafter seems to be easier than



increasing current expenditure, since the latten eatail short and long term
commitments.

In the same vein, Krueger and Turan (1993) -whelyaing the electoral process in
Turkey- argue that there are pre-electoral increase both investment and
infrastructure programs.

The empirical analysis in Schuknecht’s study idguered using relative per capita
levels of expenditures. Current expenditure andt@iapxpenditure (as percentage of
per capita GDP), both increase before electionseMleeless, the composition effect,
that is, the current (or capital) expenditure geecentage of total expenditure is not
directly analyzed. Consequently, what is in facturid out that total expenditure
increases before elections. However, nothing aearbe stated regarding the bias of
the composition effect. Similarly, the work by Kger and Turan does not test the
composition effect either.

On the other hand, Block (2002) follows Rogoffreliof thought and argues that the
bias in the composition effect moves towards currexpenditure. However, he
admits that the evidence accounting for his hypaghbecomes stronger when only
the richest countries in the sample — controllizgpler capita GDP— are taken into
account.

In this paper we follow the approach presented kbyclB (2002) using current
expenditure as percentage of total expendituresdar to test the possible bias in the
expenditure composition (“composition effect”) ile&ion periods.

The idea that electoral budget cycles can be fairal sub-national level lies in the
federal organization of Argentina. The Argentinen€itution, under sections 122 and
123 states: The provinces provide their own local instituticeasd are governed by

them. They choose their governors, legislators tedrest of the provincial officers,



without intervention of the Federal Governmeatid ‘each province writes its own
constitution....regulating its scope and content ftine institutional, political,
administrative, economic and financial orders’

The fiscal autonomy of provinces from the federavegrnment is an element that

allows the potential existence of electoral budyetes at a local level.

[ll. Data

We construct a panel data set to test the existehetectoral cycles in provincial
fiscal variables. Our data set includes data owipctal government budget balance,
spending and revenues, political data on provinecutive election dates and
political party in power, per capita Gross GeograpRroduct (GGP) and GGP
growth. Our database has annual observations 2opr@vinces for the period
between 1985 and 2001, averaging four provinciatasve elections.

Two provinces were excluded from the original samglirst, the City of Buenos
Aires is excluded from the analysis since it wasydn the year 1996 that the
elections for Chief of Government (i.e. governogrevheld. Up to that moment, the
City Mayor was directly appointed by the nationakeutive power. Second, the
province of Corrientes is the other exception, bheeait had to undergo two federal
interventions during the 90s. The first one, in1,.98as due to disagreement between
the provincial electors; and the one in 1999 was tuserious social disturbances.
Both provinces were excluded from the database ddopn the econometric
estimation.

The source of the fiscal data is the Ministry obBemy (Direccion Nacional de
Coordinacion Fiscal con las Provincias, Secretada Hacienda del Ministerio de

Economia y Produccion de la Nacioneographic Gross Product (GGP) estimates



were taken from Mirabella (2002), who approachgtavincial GGP using residential
electricity consumption.

The electoral budget cycle is analyzed through vheables fiscal balance, total
expenditure, expenditure compositipntotal provincial revenue, revenue from
provincial taxes and revenue from the federal govemt. The period of analysis
ranges from 1985 to 2001. Table 1 presents thebias used for the estimates and
Table 2 presents descriptive statistics of the deget fiscal variables.

< please see Table 1 and Table 2>

I\V. Empirical Analysis
The theoretical and empirical literature on paditibudget cycles suggests that the
timing of elections should influence fiscal outc@n&he relationship between a fiscal

variable,y; , and the electoral cycle can be stated as follows

Yie =0 Z51 BYieg + ZM1 Y Xie + 1€+ + ey (1)
fori=1..N,t=1...T, j= 1 ..k, whereis a binary election variable indicating if an
election took place in province i during the yeax s a vector of control variables
that in our estimations include per capita Geogma@ross Product (GGP) and the
growth rate of the Geographic Gross Product (GROWTH
This specification represents a standard dynamelpahere the dependent variable

is a function of its own lagged levels, of set oftrols (%), of the time when elections

! Ratio of current expenditure relative to total pulsligpenditure. The most important component of
current expenditure are salaries of provincial public serv@histhe other hand, construction is the
most important item of capital expenditure.

%Provincial revenues from federal revenue sharing ("cimigetion federal") plus special (discretional)
transfers from federal government (“Aportes del Tesoro NatienATN).



take place and of a specific effect per provingg The terme; is a random error that
Is assumed iid.

Assuming that the unobserved province-specificot$fare identical across provinces,
that the error term is not serially correlated, &nat the explanatory variables are
strictly exogenous then it is possible to estimtiie relation consistently through
OLS. However, these assumptions may not hold in ghael, particularly the
assumption of equality of the unobservable effeeisprovince. This being so, then
OLS estimates are inconsistent since the laggedrigmt variable is correlated to the
error term w=n; + €.

It is possible to control the specific effects gsihe panel data Fixed Effects (FE)
estimator. However, the transformed error term still be correlated with the lagged
dependent variable. The bias will depend on T Ighgth of the panel); and provided
T tends to infinite, the FE estimator of the cagénts will be consistent.

Considering these problems, the Generalized Metiddoments (GMM) designed
for dynamic models by Arellano and Bond (1991) &fprmed in the estimations.
The Arellano-Bond strategy consists in the difféision of the equations to
eliminate the specific effects and solve the ingieacy using the lagged values of
the dependent variable as instruments. Assumingetier term is not serially
correlated, the dependent variable lagged two g@srior more constitute valid
instruments for the new dependent variable in dbfiees. Likewise, the same can be
said for the control variables.

It will be assumed in our particular case, thatwbetor from variables;xis slightly
exogenous or predetermined; that is to say, ibtcorrelated with future realizations

of the error term. The elections variable will lmmsidered strictly exogenous.
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Estimates are performed using three methods: OligsedFEffects and GMM
Arellano-Bond for dynamic panel data. The GMM metlseems to be preferable due
to the characteristics previously mentioned. Néwdess, since it makes use of the
lagged values of the variables as instruments,stdteof observations available is
smaller. For this reason and for comparative pwposesults from the three methods
are reported.
The political cycle is modeled including the binagriable ELE that assumes value 1
in election years, and 0 in the rest of the years.
As usual in the empirical literature, the variaBBC (Political Budget Cycle) is also
used, taking value 1 during the election year,n-thie following year and O in the
remaining ones. This variable imposes the restrictihat the pre-electoral increase in
spending or deficit is equivalent in magnitudehte posterior contraction.
Additionally, we also run the non-restricted regiess with the election dummy ELE
and the post election dummy ELE+1, and test thelialof the restriction imposed
by the use of PBC.
Our analysis includes six fiscal outcomes as depeindariables to test the electoral
manipulation, its origins and consequences:

- Ratio of provincial budget balance to GGP (DEF)

- Ratio of total public expenditure to GGP (TE)

— Current public expenditure relative to total puldigpenditure (CE)

- Total provincial revenue relative to GGP (TR)

- Revenue from provincial taxes relative to GGP (PTR)

— Provincial revenues from federal revenue sharirlgs pransfers

from federal government relative to GGP (FR).

Two basic controls will be included in the regressi the
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— Per capita geographic gross product (GGP)

- GGP Growth rate (GROWTH).

V. Unconditional Budget Cycles

This section presents the empirical analysis o€tetal cycles in fiscal variables,
focusing on the provincial budget surplus, expandd and revenues. We first present
the unconditional results of elections over thedisvariables. We then look at the
conditional results, controlling for the alignmédydtween the provincial and federal

executives.

A. Budget Balance
Table 3 shows the main unconditional results wibpect to the provincial budget
balance (deficit); that is equation (1) includidg telection dummies ELE and PBC
and using as controls the GGP and the growthGP @er capita

<please see Table 3>
In the columns 1 to 3, with the three differentimation methods, ELE has the
expected negative sign, although is not statisyicagnificant in any case.
In columns 4, 5 and 6 the results are obtained mgakse of the variable PBC as a
regressor for the elections. In this case, thefioefts estimated by OLS, Fixed
Effects (FE) and GMM are significantly negative,ggasting that the level of
electoral cycle —defined as the increase in deflaiing the election year and the
contraction in the following- is approximately 0.68%GGP. For GMM estimation the
Sargan test is reported, where the null hypothegrsat the instrumental variables are

uncorrelated with the residuals. In addition, tleeiad correlation test is presented,

% Full econometric estimation results presented in tha Bapendix.
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where the null hypothesis is the absence of seoaet serial correlation in the first-
difference residuals. Estimates satisfy both t@gigejection of null hypothesis).
The PBC variable is meant to capture both pre ast-@lectoral effects. However as
Persson and Tabellini (2002) remark, pre and elestoral effects may differ, so we
check if the restriction that the coefficient estim of ELE is equal to the coefficient
estimate of minus ELE in+l, is not rejected by the data. Estimate results are
presented in Table 4.

<please see Table 4>
Table 4 shows that the electoral dummy ELE is rignificant and the post electoral
dummy ELE+1 is positive and significant. In alligsdtes, the F test soundly rejects
the restriction imposed by the PBC variable, thatpost-electoral contraction in the
budget surplus as a percentage of GGP is of thee ssize as the pre-electoral
expansion. We can interpret the results as follayghere is no evidence of surplus
falling in election periods, b) the restriction tisarplus falls below its trend, and then
jumps above it, is not supported by the data apthe significant effect of PBC is
driven by the jump of surplus in post electoralipes.
B. Expenditures; Total and Composition
Tables 5 and 6 show the effects of the electorelecgver total public expenditure in
the provinces, measured as a proportion of GGP.

<please see Table 5 and Table 6>
In the OLS and GMM regressions, the coefficients positive and significant for
ELE, with a value indicating that the expendituxeioGGP increases approximately
one percentage point during the year of electi®s. found a short run cycle in
spending, approximately of 0.6-0.8 percentage ponfitGGP, in the OLS, FE and

GMM regressions with PBC as explanatory variable.
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Results in Table 6 also suggest that the PBC sigmi€e is due to reductions in
expenditure in the post election years, and theedtstdoes not reject the null
hypothesis of equality between ELE and -ELE+1.
Tables 7 and 8 shows the estimates performed faaeahe “composition effect” in
provincial expenditure around elections.

<please see Table 7 and Table 8>
The dependent variable CE represents the expeadituconsumption goods as a
proportion of total provincial expenditure. NonethE estimates present statistically
significant results to provide evidence supportimg hypothesis of a shift in spending
towards consumption goods or investment goods entieh years. The case of the
PBC shows similar results, even though the coefficiestimated by GMM shows
some evidence of a slight bias towards capital gandelectoral years and towards

consumption goods in post electoral years.

C. Revenues: Total, Federal and Provincial
To track the possible changes in fiscal revenuesral elections Tables 9, 10, 11, 12,
13 and 14 present the estimates considering amndepevariables total provincial
revenue (TR) and its components: revenue from &dmurces (FR), that includes
federal tax sharing and other federal transferss{ipaliscretional) and revenue from
provincial taxes (PTR).

<please see Tables 9, 10, 11, 12, 13 and>14
Tables 9 to 12 show the results with total revefitie) and federal revenue (FR) as
dependant variables. The electoral years are celiea significant tendency of
revenues to go up, explained by the increase iarédevenue, and is important to

note that federal revenue is 90% of total provihaaenues.
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The PBC variable is non significant in all regressi, so there is no evidence of
cycles around elections. The most significant ¢ffethe revenue increase in election
years, and the discretional transfers from the riddgovernment could explain that.
The federal tax sharing is mostly determined bedixcoefficients and cannot be
easily manipulated.

Results in Tables 13 and 14 show non significamtimations in provincial taxes; in

all regressions revenue from this source is nositea to the election and PBC

dummy variables. This seems reasonable, becauseshprovinces local taxes are a
very small part of total revenues. Changes (redasji in this variable may have a
non relevant effect over the voter’'s perceptionsualtompetency of the incumbent,

reducing his incentives to engage in electoral maations over provincial taxes.

VI. Conditional Findings: Political Alignment Between Provincial and Federal
Executives

The results reported in the previous section sugiped there are some systematic
increase in expenditures and federal revenuesectahl years, but no electoral or
cyclical effects were detected over the budgetrizaaDecisions over spending are
clearly taken at provincial level, but the feden@enues are not a decision variable
for the provincial executive. If this is so, hoarncthe provincial executive manipulate
at the same time expenditures and federal reverwés® can explain this pattern?

In this section, we will focus on explaining thdaets, looking for differences in the
behavior of incumbents conditioning for the poblficalignment between the
provincial and federal executive. Our conjecturghat when both executives are
members of the same political party (political atigent), the more probable the

federal executive increases the discretional teaesfo the province, allowing the
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provincial executive to increase spending withaghiéicant effects over the budget
balance.

When both executives (provincial and federal) ave aligned, and with an aligned
candidate running for the provincial election, faderal government is not interested
in increasing the discretional transfers to thesmbent. On the contrary, probably the
federal government can reduce the transfers, rgnsiiending manipulations more
difficult to the provincial executive and inducibgdget deficits.

We then look at the sensitivity of the previousutesswhen conditioned to political
alignment between provincial and federal executivEee conditional election
variables ELE_UNAL, ELE_AL and the conditional &yovariables PBC_UNAL,
PBC_AL are now included in the regressions to estimagedifferential effect of
political alignment.

A. Budget Balance

Table 15 presents the results with the budget balas the dependent variable.

<please see Table 15>

In columns 1 to 3 the coefficients estimates fa@ tonditional election variable are
presented. The coefficients associated to the gmexdi provinces are all negative and
significant at 10% in OLS and GMM regressions aratgmally significant (11%) in
FE. The election year has no significant effectrofiscal balance in aligned
provinces.

The regression results indicates that while thetiele increases the deficit between
0.8 to 1.0 percentage points in unaligned provinttes election effect is not relevant

in aligned provinces.
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The conditional PBC coefficient estimates, columire 6, result in all cases negative
and significant for aligned and unaligned provincEsese results are driven mostly
by an increase in budget surplus in post electyals in both aligned an unaligned

provinces, and are consistent with those obtaindglde unconditional regressions.

B. Expenditures; Total and Composition
Table 16 shows the effects of the conditional eledtvariables over total public
expenditure.

<please see Table 16>
Results in columns 1 to 3 show that in electoralrgewhen the province is politically
aligned with federal government spending rises iBamtly. Depending on
estimation method, the increasing in spending rarmgween 0.8 to 1.4 percentage
points of GGP. For unaligned provinces the estimag non-significant in all
regressions.
The estimated coefficients for the conditional P&@iable are significant, but the
effect is driven, as in the unconditional estimat®sthe spending contraction in the
post electoral period in both, aligned and unaligpeovinces (see Tables 2A and
2B).
Regarding the composition of expenditures, Tableid7columns 1 to 3, shows a
positive and significant increase in current spegdn electoral years for unaligned
provinces. However, there are no significant effeaver spending composition in
aligned provinces.

<please see Table 17>
The coefficients associated to the conditional €y@riable, in columns 4 to 6, are

non significant in all specifications.
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These results suggest that an important shift happethe expenditure composition
towards current goods in unaligned provinces dudlegtoral years. The magnitude
of the shift is approximately 1.9 percentage powiftdotal expenditure, reassigned

from investment to consumption goods.

C. Revenues: Total, Federal and Provincial
Tables 18, 19 and 20 present the conditional estgnaonsidering as dependent
variables the total provincial revenue (TR), reveritom federal source (FR) and
revenue from provincial taxes (PTR).

<please see Tables 18, 19 and 20
There is a strong positive relationship betweertelas in aligned provinces and
federal revenues in the data, independent of thma&son technique. In politically
aligned provinces, a positive and significant effewer revenues is present in
electoral years, explained by the increase in dismal federal revenues. The
magnitude of the effect is important, from 0.8 t6 percentage points of GGP of
increase in federal revenues depending on the asbtimtechnique.
By contrast, for the conditional election dummyuimaligned provinces, the estimated
coefficients are non significant in all cases.
The conditional cycle dummy is non significant ith l@gressions, suggesting that
there is no evidence of cycles around electiomgpendently of political alignment.
Results in Table 20 are similar to those obtaimethé unconditional regressions. For
aligned or unaligned provinces, in all regressi@venue from provincial taxes is not
sensitive to the election dummy or the PBC dummy.
To sum up, the findings reported above fit the eonjres about the behavior of

federal and provincial governments considering paditical alignment. If the
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provincial executive is aligned with the federalVgmment, the discretional transfers
from this source are bigger in electoral years, tedprovincial incumbent is able to
increase the total expenditures proportionallyhaitt increasing the fiscal deficit.
Our empirical results show that discretional transffrom the federal governments
allows the provincial incumbent to increase thensiigy in 0.8 — 1.4 percentage
points of GGP.

On the other side, if the provincial executive mgligned, the federal transfers remain
approximately constant. With constant revenues frprovincial taxes, if the
incumbent increases the spending he also increbsdsscal deficit, but in this case
he is constrained by the borrowing alternatives ®ther alternative action available
to the incumbent is to change the expenditure caitipo, from investment goods to
more visible consumption goods. Our empirical nmssuduggest that this last
alternative appears to be the more relevant disc@dt decision for unaligned
provincial executives. Estimates show that the restion of spending toward
consumption goods in electoral years is about lefcgmtage points of total

expenditure for unaligned provinces.

VII. Conclusions

This paper presents empirical evidence of systenadtects in fiscal balance, public
expenditures and revenues in Argentine provinces dsnction of elections and
political alignment. Our findings are consistenthwihe predictions of the theoretical
literature on rational opportunist political cycléisere are fiscal policy manipulations
during elections, and there is a strengthening®fiblicies after elections.

The data also reveals that there are importantesyasic differences between

provinces in the size and composition of the elattmanipulations, depending on
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the political alignment with the federal executi@necifically, the political alignment
between provincial and federal executives impliesrandiscretional transfer of
federal revenuésand increases the election induced provincial dipenwithout
increasing the fiscal deficit. Politically unaligheprovinces are constrained by
constant federal transfers and fiscal deficits rame frequent in election years. In
addition, an important spending switch from capgabds to consumption goods is
present in election years for unaligned provinces.

Finally, we believe that our conditional findings the predictions of the theoretical
models of opportunistic rational behavior and révethat the institutional and
political features are important issues to expthaelectoral motivated policy cycles.
It is highly likely that further work in the idefitation of institutional control
variables as the effective division of powers anstifutional development of the
provinces could contribute to study the quantiwi¥fects of electoral cycles more in

depth.

References

Alesina A.; Roubini N. and Cohen G (199Pplitical Cycles and the
macroeconomyCambridge, MA, MIT Press.

Arellano, M., and S. Bond (1991), “Some Tests a¢@jfications for Panel Data:
Monte Carlo Evidence and an Application to Emploptriequations”,
Review of Economic Studig8:277-97.

Block, S. (2002), “Elections, Electoral Competitness, and Political Budget
Cycles in Developing Countries”; CID Working Par78.

Hibbs, D. (1977), “Political Parties and Macroecano Policy,” American
Political Science Review.1:467-87

“ A similar result is reported in the Rumi (2008) study

20



Krueger, A. and I. Turan (19%3'The Politics and Economics of Turkish Policy
Reform in the 1980's,” in R.Bates and A. Krueges.dolitical and
Economic Interactions in Economic Policy Reformidewnce from Eight
Countries Oxford, Basil Blackwell.

Lindbeck, A. (1976): “Stabilization Policies in Qp&conomies with Endogenous
Politicians,” American Economic Review Papers and Proceediig$9.

Meloni, O. (2001): “Gobernadores y elecciones: ‘glegocio” ser austero?
Evidencia a partir de Data en Panel”, Anales d&{XVI Reunién Anual
de la AAEP.

Mirabella de Sant, M.(2002):"Diferencias de bieaegntre provincias de
Argentina”; Anales de la XXXVII Reunién Anual de AAEP.

Nordhaus, W.(1975): “The Political Business Cyckéview of Economic Studies
42:169-90.

Persson, Torsten and Tabellini, Guido (2002), “Deciral Cycles Differ Across
Political Systems?” Manuscript, IGIER and Boccomiérsity.

Rogoff, K.(1990), “Equilibrium political budget cigs”; American Economic
Review,. 80 1: 21-36.

Rumi, Cecilia (2008)Finanzas Publicas Bajo Competencia Politica. Marco
Federal y Evidencia de Argentinba Plata, Buenos Aires, Editorial de la
Universidad Nacional de la Plata.

Shi M. and Svensson J. (2001), “Conditional PditiBusiness Cycles”; Working
Paper; IIES Stockholm University.

Schucknecht, L.(2000) “Fiscal Policy Cycles andIRubxpenditure in
Developing Countries”, Public Choice, 102: 115-130.

21



Appendix
Table 1: Definition of Variables

Dependent Variables (fiscal variables)(All values expressed in constant 1993 Argentine

Pesos deflated by the combined prices index -whtdesonsumer- from INDEC)

DEF;: Fiscal BalancgDeficit (-) Surplus (+)] divided by provincial GGR province i

year t

Source: MECON

TEit: Total Public Expenditure divided by GGP frqgmovince |

in year t. Source: own elaboration based on Mipist Economy (MECON)

CE;: Current Expenditure divided by public total expigare in province i in year t.

Source: MECON

TRy : Total Provincial Revenue divided by GGP in thevince i in year t (includes
revenue from provincial taxes, federal revenueisba+‘coparcicipacion federal™- and

other federal transfers —“aportes del tesoro”- 8euMECON

PTR:: Revenue from Provincial Taxes divided by proiahGGP in province iin year t.

Source: MECON

FRit : Provincial revenues from federal revenueisiga(“coparticipation federal”) plus
transfers from federal government divided by proial GGP in province iin year t.

Source: MECON

Control Variables

GGR. : Natural log of per capita Geographic Gross Prodéiprovince i during year t
Source: Mirabella (2002) and National InstituteStditistics and Census (INDEC)
GROWTH;: GGP Growth rate in the province i between the yead the t-1

Source: Mirabella (2002).
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Election Variables

ELE;: Election dummy. Binary variable that assumesedluf in province i elections

were held during the year t and 0 otherwise.

Source: own elaboration based on “Guia Electoral”.

PBG: Political Budget Cycle dummy. Variable assumirdue 1 if ELE, is equal to 1;
1if ELE; is equal to And O otherwise. Source: own elaboration basedaa"

Electoral”.

ELE+1;: Post Election dummy. Binary variable that assuwsdse 1 if ELE,; is equal to

1 and 0 otherwise. Source: own elaboration baseé&arma Electoral”.

ELE_UNAL : Conditional Election dummy. Binary variable tlesumes value 1 if in
province i elections were held during the yeard #ire provincial and federal executive
governments were unaligned (different politicaltpgrand O otherwise. Source: own

elaboration based on “Guia Electoral”.

ELE_AL y: Conditional Election dummy. Binary variable tlz@sumes value 1 if in
province i elections were held during the yeard tire provincial and federal executive
governments were aligned (same political party)l, @otherwise. Source: own elaboration

based on “Guia Electoral”.

PBC_UNAL;: Conditional Political Budget dummy. Binary variatthat assumes value 1
if ELE_UNAL , is equal to 1; -1 if ELE_UNAL, is equal to 1 and O otherwise. Source:

own elaboration based on “Guia Electoral”.

PBC_AL;: Conditional Political Budget dummy. Binary varialthat assumes value 1 if
ELE_ALis equal to 1; -1 if ELE_AL., is equal to 1 and O otherwise. Source: own

elaboration based on “Guia Electoral”.
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Table 2: Fiscal Variables: Descriptive Statistics

Mean Std. Dev. Min. Max. No. Obs
DEF -0.022 0.031 -0.155 0.058 374
TE 0.237 0.123 0.052 0.812 374
CE 0.807 0.091 0.445 0.952 374
TR 0.215 0.113 0.046 0.825 374
PTR 0.028 0.014 0.04 0.121 374
FR 0.186 0.110 0.024 0.704 374
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Table 3: Elections and Fiscal Balance

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS EFFECTS
ELE -0.0037 -0.0031 -0.0030
(-1.17) (-0.92) (-0.97)
PBC -0.0064 -0.0060 0.0062
(-3.22)**  (-3.08)**  (-3.33)**
F-test 2.07 2.07
p-value 0.0045 0.0045
Sargan tedt 283.73 285.22
p-value 0.9994 0.9993
Serial Corf -0.04 0.210
p-value 0.9677 0.8359
No.obs. 308 304 302 308 308 308
No. provinces 22 22 22 22 22 22
R? (adj.) 0.36 0.38

Notes: Dependent variable DEF is ratio of governmentissitp Geographic Gross Product (PBG).
Estimated Regressions:
DEF; = a+ B;DER;; + B:DER;, + B3sDEFR3 + yiPBG; + Y,CREG, + +y;ELE; +n; + &
DEF; = a+ B;DER; + B,DER;, + BsDEF3 + yiPBG; + Y,CREG, + +ysPBG; +n; + &
The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom = n O i. t statistics reported in parentheses, calculasgthheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statistic parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and
levels lagged one or more periods are used as instrurii@nddags of the dependent are included.
* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,
asymptotically distributed as @’ under the null hypothesis of instruments uncorrelated wigh th
residuals. (c) P-values for rejecting the null hypothastest for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 4: Elections and Fiscal Balance

Equation 1 2 3
Estimation Method OLS FIXED EFFECTS GMM
ELE 0.0020 0.0023 0.0016
(0.60) (0.66) (0.50)
ELE+1 0.0140 0.0135 0.0141
(3.98)*** (4.07)*** (4.34)***
F-test: 8.27 7.71 8.78
ELE =-ELE+1
p-value 0.0043 0.0059 0.0030
F-test 2.11
p-value 0.0036
Sargan te&t 277.02
p-value 0.9998
Serial Cort 1.25
p-value 0.2131
No. obs. 308 308 308
No. provinces 22 22 22
R? (adj.) 0.40

Notes: Dependent variable DEF is ratio of governmentigsitp Geographic Gross Product (PBG).

Estimated Regressions:

DEF; = o+ B1DEF; + B,DER; + BsDEFR.3 + yiPBG; + Y,CREG; + +:ELE; + n; + &
DEF; = o+ B1DEF;.; + B,DER; + BsDER.; + yiPBG; + Y,CREG; + +ysPBG; +n; + &

The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom = n O i. t statistics reported in parentheses, calculasgtjheteroskedastic-
consistent standard errors for OLS.

In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and
levels lagged one or more periods are used as instruriievddags of the dependent are included.

* significant at the 10% level, ** significant at the 5%é¢é, *** significant at the 1% level

(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesigest of the over identifying restrictions,
asymptotically distributed as @ under the null hypothesis of instruments uncorrelated wigh th
residuals. (c) P-values for rejecting the null hypothastest for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 5: Elections and Total Expenditure

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS EFF.
ELE 0.0115 0.0057 0.0100
(2.50)**  (1.50)  (2.34)***
PBC 0.0082 0.0057 0.0074
(3.15)***  (2.55)**  (2.83)***
F-test 11.30 11.47
p-value 0.0000 0.0000
Sargan tedt 254.35 250.02
p-value 1.0000 1.0000
Serial Corr" 1.00 1.41
p-value 0.3166 0.1600
No. obs. 308 308 308 308 308 308
No. provinces 22 22 22 22 22 22
R? (adj.) 0.90 0.90

Notes: Dependent variable TE is the ratio of total praairexpenditure to Geographic Gross Product
(PBG).
Estimated Regressions:

TE; = 0+ By TEyy + BoTEo + BsTErs + iPBG: + V,CREG; + +y:ELE; +n; + &

TEq = o+ B1TEiq + BoTEio + B3TEis + iPBG; + V,CREG; + +#:PBG; + n; + &;
The coefficient estimates on the lagged dependent variatitesp to a value less than unity. OLS
imposes the restrictiom - n O i. t statistics reported in parentheses, calculasgthheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and
levels lagged one or more periods are used as instrurmigmddags of the dependent variable are
included.
* significant at the 10% level, ** significant at the 5%éé, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesigeist of the over identifying restrictions,
asymptotically distributed as @ under the null hypothesis of instruments uncorrelated wigh th
residuals. (c) P-values for rejecting the null hypothestest for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 6: Elections and Total Expenditure

Equation 1 2 3
Estimation Method OLS FIXED EFFECTS. GMM
ELE 0.0086 0.0026 0.0074
(1.63) (0.64) (1.59)
ELE+1 -0.0078 -0.0087 -0.0073
(-1.44) (-2.26)** (-1.61)
F-test: 0.01 0.88 0.00
ELE=-ELE+1
p-value 0.9271 0.3484 0.9961
F-test 11.51
p-value 0.0000
Sargan te&t 249.74
p-value 1.0000
Serial Corf 1.42
p-value 0.1568
No. obs. 308 308 308
No. provinces 22 22 22
R? (adj.) 0.90

Notes: Dependent variable TE is the ratio of total progirexpenditure to Geographic Gross Product
(PBG).
Estimated Regressions:

TEq = o+ B1TEiq + BoTEio + B3TEis + iPBG; + V,CREG; + #:ELE; +n; + &

TEq = o+ B1TEig + BoTEio + B3TEi3 + iPBG; + V,CREG; + +:PBG; + n; + &;
The coefficient estimates on the lagged dependent variaddegpato a value less than unity. OLS
imposes the restrictiom =n O i. t statistics reported in parentheses, calculasgtjtheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIE PBG are treated as predetermined and
levels lagged one or more periods are used as instruriignddags of the dependent variable are
included.
* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesigtest of the over identifying restrictions,
asymptotically distributed as ®* under the null hypothesis of instruments uncorrelated with th
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 7: Elections and Composition Effect

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS EFFECTS
ELE 0.0000 0.0014 -0.0058
(0.00) (0.21) (-0.90)
PBC -0.0039 -0.0025 -0.0066
(-0.99) (-0.65) (-1.69)*

F-test 2.18 2.16
p-value 0.0025 0.0028
Sargan tedt 244.93 243.05
p-value 1.0000 1.0000
Serial Corr" -0.89 -0.52
p-value 0.3739 0.6014
No. obs. 308 308 308 308 308 308
No. provinces 22 22 22 22 22 22
R? (adj.) 0.60 0.60

Notes: Dependent variable CE is the ratio of currentredipgre to total provincial expenditure.
Estimated Regressions:

CE; = a+ B1CEy + BoCEi + BsCErs + ViPBG, + Y,CREG, + +y;ELE; +1; + &

CE; = a+ B1CEy + BoCEr + BsCEs + ViPBG; + Y,CREG, + +ysPBG; +n; + &
The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom = n O i. t statistics reported in parentheses, calculasgthheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statistic parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and
levels lagged one or more periods are used as instruriignddags of the dependent variable are
included.
* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thgpraiVince-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,
asymptotically distributed as @ under the null hypothesis of instruments uncorrelated thieh
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 8: Elections and Composition Effect

Equation

Estimation Method

ELE

ELE+1

F-test:
ELE =-ELE+1

p-value

F-tesf

p-value

Sargan tedt

p-value

OLS

0.0039

(0.53)

0.0108

(1.64)

1.60

0.2073

FIXED

EFFECTS
0.0046

(0.66)

0.0090

(1.37)

1.49

0.2228

2.15

0.0030

30

GMM

-0.0016

(-0.23)

0.0112

(1.67)*

0.76

0.3831

244.37

1.0000



Serial Corf -0.36

p-value 0.7182
No. obs. 308 308 308
No. provinces 22 22 22
R? (adj.) 0.58

Notes: Dependent variable CE is the ratio of currentmdipgre to total provincial expenditure.
Estimated Regressions:

CE; = a+ B1CEy + BoCEr + BsCErs + ViPBG, + Y,CREG, + +y;ELE; +1; + &

CE; = a+ B1CEyy + BoCEy2 + BsCEs + ViPBG; + Y,CREG, + +y;PBG; + n; + &
The coefficient estimates on the lagged dependent variatitesp to a value less than unity. OLS
imposes the restrictiom =n O i. t statistics reported in parentheses, calculasgmjtheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statisiin parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and
levels lagged one or more periods are used as instruriignddags of the dependent variable are
included.
* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,
asymptotically distributed as @’ under the null hypothesis of instruments uncorrelated wigh th
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 9: Elections and Total Revenue

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OoLS FIXED GMM
Method EFFECTS EFFECTS
ELE 0.0111 0.0051 0.0095
(2.62)* (1.59) (2.44)**
PBC 0.0025 0.0004 0.0019
(0.90) (0.21) (0.83)
F-tesf 17.19 17.41
p-value 0.0000 0.0000
Sargan te§t 270.19 273.64
p-value 0.9999 0.9999
Serial Corf" 1.25 0.98
p-value 0.2096 0.3289
No. obs. 308 308 308 308 308 308
No. provinces 22 22 22 22 22 22
R? (adj.) 0.89 0.89

Notes: Dependent variable TR is the ratio of current edibere to total provincial expenditure.

Estimated Regressions:

TRy = 0+ B1TRey + B2TRi2 + B3TRis + YiPBG; + Y.CREG; + +y3;ELE; +n; + &

TRy = 0+ B1TRi1 + B2TRi2 + BsTRis + iPBG; + V.CREG; + +ysPBG; + n; + &;
The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom = n O i. t statistics reported in parentheses, calculasgthheteroskedastic-

consistent standard errors for OLS.

In GMM estimation (Arellano-Bond One Step) z statistic parentheses. The election dummy

variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and

levels lagged one or more periods are used as instruriignddags of the dependent variable are

included.

* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are

equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,

asymptotically distributed as @ under the null hypothesis of instruments uncorrelated wigh th
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the

first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 10: Elections and Total Revenue

Equation 1 2 3
Estimation Method OLS FIXED EFFECTS. GMM
ELE 0.0138 0.0070 0.0125
(2.91)*** (2.08)** (3.05)***
ELE+1 0.0075 0.0055 0.0085
(1.44) (1.75)* (2.07)**
F-test: 6..30 5.59 9.76
ELE=-ELE+1
p-value 0.0126 00187 0.0018
F-test 17.18
p-value 0.0000
Sargan te&t 274.97
p-value 0.9999
Serial Corf 1.00
p-value 0.3194
No. obs. 305 305 302
No. provinces 22 22 22
R? (adj.) 0.89

Notes: Dependent variable TR is the ratio of current mdibere to total provincial expenditure.

Estimated Regressions:

TR = a+ B1TRuy + B2TRi2 + BsTRits + yiPBG, + Y,CREG, + +ELE; + 1) + &
TR = 0+ B1TRi1 + B2TRi2 + BsTRi3 + YiPBG; + Y.CREG; + +y3PBG; +n; + &

The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom = n O i. t statistics reported in parentheses, calculasgthheteroskedastic-

consistent standard errors for OLS.

In GMM estimation (Arellano-Bond One Step) z statistic parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and
levels lagged one or more periods are used as instruriignddags of the dependent variable are

included.

* significant at the 10% level, ** significant at the 5%édd, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are

equal.

(b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,

asymptotically distributed as @ under the null hypothesis of instruments uncorrelated with the
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 11: Elections and Revenue from Federal Govement’

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS EFFECTS
ELE 0.0114 0.0053 0.0097
(2.89)***  (1.74)* (2.73)***
PBC 0.0028 0.0004 -0.0023
(1.09) (0.23) (1.06)

F-test 15.51 15.76
p-value 0.0000 0.0000
Sargan tedt 254.86 258.41
p-value 1.0000 1.0000
Serial Corr" 1.49 1.25
p-value 0.1355 0.2115
No. obs. 308 308 308 308 308 308
No. provinces 22 22 22 22 22 22
R? (adj.) 0.90 0.90

Notes: Dependent variable FR is the ratio of federamags to Gross Geographic Product (PBG).
Estimated Regressions:

FRt = o+ B1FRe1 + BoFRe2 + BsFRis + iPBG; + Y.CREG, + +3ELEy +1; + &rr

FR; = a+ B:1FRi1 + BoFRy2 + BsFRis + yiPBG; + v.CREG; + +sPBG; +n; + &
The coefficient estimates on the lagged dependent variaddeaspato a value less than unity. OLS
imposes the restrictiom - n O i. t statistics reported in parentheses, calculasgthheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statistic parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and
levels lagged one or more periods are used as instrurigmddags of the dependent variable are
included.
* significant at the 10% level, ** significant at the 5%éé, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,
asymptotically distributed as @’ under the null hypothesis of instruments uncorrelated wigh th
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.

®Provincial revenues from revenue sharing (“copartiaipajiplus (discretional) transfers from federal
government (i.e.“Aportes del Tesoro Nacional” — ATN).
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Table 12: Elections and Revenue from Federal Govement®

Equation 1 2 3
Estimation Method OLS FIXED EFFECTS. GMM
ELE 0.0138 0.0073 0.0124
(3.25)*** (2.28)** (3.33)***
ELE+1 0.0071 0.0057 0.0078
(1.54)* (1.92)* (2.09)**
F-test: 8.03 6.69 10.92
ELE=-ELE+1
p-value 0.0049 0.0102 0.0456
F-test 15.55
p-value 0.0000
Sargan teSt 258.52
p-value 1.0000
Serial Corf 1.30
p-value 0.1944
No. obs. 308 308 308
No. provinces 22 22 22
R? (adj.) 0.91

Notes: Dependent variable FR is the ratio of federamags to Gross Geographic Product (PBG).
Estimated Regressions:

FRy = 0+ B1FR¢.1 + BoFRy2 + BsFRes + YiPBG; + V.CREG; + +:ELE; + Y,ELE+1; +1; + &

FR; = a+ B;1FRy1 + BoFRy2 + BsFRis + YiPBG: + .CREG; + +3ELE; +n; +&;
The coefficient estimates on the lagged dependent variatiesp to a value less than unity. OLS
imposes the restrictiom - n O i. t statistics reported in parentheses, calculasgthheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statistic parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIE PBG are treated as predetermined and
levels lagged one or more periods are used as instrurmigmddags of the dependent variable are
included.
* significant at the 10% level, ** significant at the 5%éé, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesigeist of the over identifying restrictions,
asymptotically distributed as @’ under the null hypothesis of instruments uncorrelated wigh th
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.

®Provincial revenues from revenue sharing (“copartiaipajiplus (discretional) transfers from federal
government.
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Table 13:Elections and Revenue from Provincial Taxes

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS EFFECTS
ELE 0.0002 0.0002 0.0002
(0.23) (0.22) (0.23)
PBC -0.0002 -0.0002 -0.0003
(-0.55) (-0.51) (-0.70)
F-test 3.30 3.30
p-value 0.0000 0.0000
Sargan tedt 338.55 340.42
p-value 0.8362 0.8476
Serial Corr" 0.26 -0.09
p-value 0.7969 0.9280
No. obs. 308 308 308 308 308 308
No.° 22 22 22 22 22 22
provinces
R? (adj.) 0.84 0.84

Notes: Dependent variable PTR is the ratio of provin@eénues to Geographic Gross Product (PBG).
Estimated Regressions:

PTR; = a+ B:PTR¢1 + B2PTRi2 + BsPTRis + iPBG; + Y.CREG + +:ELE; +n; + &

PTR; = a+ B:PTR1 + B2PTRi2 + BsPTRes + iPBG; + .CREG; + +ysPBG; + n; +¢;
The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom -n O i. t statistics reported in parentheses, calculasgmjheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and
levels lagged one or more periods are used as instrurigmddags of the dependent variable are
included.
* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,
asymptotically distributed as @ under the null hypothesis of instruments uncorrelated wigh th
residuals. (c) P-values for rejecting the null hypothastest for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.

36



Table 14:Elections and Revenue from Provincial Taxes

Equation 1 2 3
Estimation Method OLS FIXED EFFECTS. GMM
ELE 0.0005 0.0004 0.0005
(0.66) (0.56) (0.66)
ELE+1 0.0009 0.0008 0.0011
(1.10) (1.12) (1.51)
F-test: 1.30 1.049 1.78
ELE=-ELE+1
p-value 0.2559 0.3083 0.1823
F-test 3.28
p-value 0.0000
Sargan te&t 344.69
p-value 0.7708
Serial Corf -0.13
p-value 0.8958
No. obs. 304 304 302
No. provinces 22 22 22
R? (adj.) 0.84

Notes: Dependent variable PTR is the ratio of provin@eénues to Geographic Gross Product (PBG).
Estimated Regressions:

PTR; = 0+ B:PTRy1 + B2PTR2 + BsPTRis + yiPBG; + y.CREG; + +#3ELE; + 1 + &

PTR; = 0+ B1PTRy1 + B2PTR2 + BsPTRus + y1iPBG; + V.CREG, + +3PBG; + n; + &;
The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom - n O i. t statistics reported in parentheses, calculasgthheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statistic parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIH PBG are treated as predetermined and
levels lagged one or more periods are used as instruriignddags of the dependent variable are
included.
* significant at the 10% level, ** significant at the 5%éé, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,
asymptotically distributed as @ under the null hypothesis of instruments uncorrelated thieh
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 15: Elections and Fiscal Balance conditional on alignnmé of provincial and
federal government

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS. EFF.
ELE_UNAL -0.0106 -0.0091 -0.0084
(-1.93)* (-1.61)  (-1.80)*
ELE_AL -0.0003 -0.0002 0.0003
(-0.09)  (-0.04) (0.09)
PBC_UNAL -0.0085 -0.0079 -0.0091
(-2.34)%*  (-2.51)**  (-3.19)%
PBC_AL -0.0052 -0.0048 -0.0043
(-2.31)*  (-1.97)*  (-1.82)*
F-test 2.03 2.07
p-value 0.0056 0.0045
Sargan te&t 283.40 284.92
p-value 0.9994 0.9993
Serial Cort -0.19 0.10
p-value 0.8472 0.9165
No. obs. 308 304 302 308 308 308
No. provinces 22 22 22 22 22 22
R? (adj.) 0.37 0.38

Notes: Dependent variable DEF is ratio of governmentigsitp Geographic Gross Product (PBG).
Estimated Regressions:

DEF; = a+ B;DEFR; + B,DER;; + BsDEFR; 3 + yiPBG; + Y,CREG; + +:ELE; +1; + &

DEF; = a+ B1DEFR1 + B2DEFR;, + BsDEF3 + yiPBG; + Y,CREG; + +ysPBG; + n; + &
The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom =n O i. t statistics reported in parentheses, calculasgtjheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIE PBG are treated as predetermined and
levels lagged one or more periods are used as instrurii@nddags of the dependent are included.
* significant at the 10% level, ** significant at the 5%éd, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesigtest of the over identifying restrictions,
asymptotically distributed as ®* under the null hypothesis of instruments uncorrelated with th
residuals. (c) P-values for rejecting the null hypothésitest for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 16: Elections and Total Expenditure conditional on aligiment of provincial
and federal government

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS. EFF.
ELE_UNAL 0.0062 0.0005 0.0015
(0.70) (0.07) (0.28)
ELE_AL 0.0140 0.0082 0.0101
(3.05)**  (1.81)*  (2.59)***

PBC_UNAL 0.0107 0.0073 0.0034
(2.10)**  (1.99)**  (1.05)

PBC_AL 0.0068 0.0049 0.0045
(2.31)*  (1L.74*  (L.87)

F-test 11.29 11.42

p-value 0.0000 0.0000

Sargan te&t 354.41 350.88

p-value 0.5287 0.5813

Serial Cort -0.61 -0.59

p-value 0.5406 0.5567

No. obs. 308 308 286 308 308 286

No. provinces 22 22 22 22 22 22

R? (adj.) 0.90 0.90

Notes: Dependent variable TE is ratio of total proviheigenditure to Geographic Gross Product

(PBG).

Estimated Regressions:
TE; = 0+ By TEyy + BoTEo + BsTErs + iPBG: + V,CREG; + +y:ELE; +n; + &
TEy = 0+ By TEyy + B2TEo + BsTErs + iPBG: + V,CREG; + +sPBG; + n; +&;

The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS

imposes the restrictiom - n O i. t statistics reported in parentheses, calculasgthheteroskedastic-

consistent standard errors for OLS.

In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy

variables are treated as strictly exogenous. VariablesOCRIE PBG are treated as predetermined and

levels lagged two or more periods are used as instren@ne lag of the dependent variable is

included.

* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level

(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are

equal.

(b) P-values for rejecting the null hypothesigteist of the over identifying restrictions,

asymptotically distributed as ®* under the null hypothesis of instruments uncorrelated with th
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 17: Elections and Composition Effect conditional on ainment of provincial
and federal government

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS. EFF.

ELE_ UNAL 00190 0.0195  0.0198
(1.85)*  (1.76)*  (1.82)*

ELE_AL -0.0092  -0.0072  -0.0084
(-1.16)  (-0.92)  (-1.12)

PBC_UNAL 0.0012 0.0031 0.0012
(0.20) (0.49) (0.20)
PBC_AL -0.0068 -0.0058 -0.0073
(-1.41)**  (-1.19) (-1.57)
F-test 2.14 2.17
p-value 0.0030 0.0026
Sargan te&t 235.44 230.71
p-value 1.0000 1.0000
Serial Cort -0.09 0.01
p-value 0.9250 0.9897
No. obs. 308 308 286 308 308 286
No. provinces 22 22 22 22 22 22
R? (adj.) 0.60 0.60

Notes: Dependent variable CEis the ratio of current experdo total provincial expenditure.
Estimated Regressions:

CEt = 0+ B1CEpy + B2CEr2 + BsCErs + ViPBG; + Y,CREG; + +y:ELE; +1; + &

CEy = a+ B1CEyy + B2CEr» + BsCEis + ViPBG: + .CREG; + +ysPBG; +; + &;
The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom -n O i, t statistics reported in parentheses, calculasgmjtheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIE PBG are treated as predetermined and
levels lagged two or more periods are used as instrumemda@ of the dependent variable is
included.
* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,
asymptotically distributed as ®* under the null hypothesis of instruments uncorrelated with th
residuals. (c) P-values for rejecting the null hypothestest for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 18: Elections and Total Revenue conditional on alignmerof provincial and
federal government

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS. EFF.

ELE_UNAL 0.0005 -0.0067  -0.0061
(0.08)  (-1.25)  (-1.20)
ELE_AL 0.0162  0.0108  0.0090
(3.37)%* (-2.85)***  (2.57)

PBC_UNAL -0.00005 -0.0014 -0.0057
(-0.01) (-0.46)  (-1.96)

PBC_AL 0.0039 0.0014 -0.0003
(1.16) (0.62) (-0.15)

F-test 17.60 17.36

p-value 0.0000 0.0000

Sargan teSt 364.10 373.00

p-value 0.3863 0.2693

Serial Corf -0.75 -1.09

p-value 0.4523 0.2770

No. obs. 308 308 286 308 308 286

No. provinces 22 22 22 22 22 22

R? (adj.) 0.89 0.89

Notes: Dependent variable TR is the ratio of current medibere to total provincial expenditure.
Estimated Regressions:

TR = 0+ B1TRes + B2TRi2 + BaTRis + YiPBG: + Y.CREG;: + +y3ELE; +1n; + &

TRy = a+ B1TRy1 + BoTRy2 + B3TRi3 + iPBG; + V.CREG; + +ysPBG; + n; +&;
The coefficient estimates on the lagged dependent variatitesp to a value less than unity. OLS
imposes the restrictiom -n O i, t statistics reported in parentheses, calculasgtjheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIE PBG are treated as predetermined and
levels lagged two or more periods are used as instranm@ne lag of the dependent variable is
included.
* significant at the 10% level, ** significant at the 5&vél, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,
asymptotically distributed as ®* under the null hypothesis of instruments uncorrelated with th
residuals. (c) P-values for rejecting the null hypothestest for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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Table 19: Elections and Revenue from Federal Governmehtconditional on
alignment of provincial and federal government

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS. EFF.

ELE_UNAL 0.0007  -0.0066  -0.0064
(0.11)  (-1.30)  (-1.35)
ELE_AL 0.0166  0.0110  0.0082
(3.66)* (3.07)** (2.49)**

PBC_UNAL 0.0003 -0.0014 -0.0051
(0.08) (-0.50)  (-1.88)*

PBC_AL 0.0042 0.0015 -0.0004
(1.30) (0.68) (-0.21)

F-test 15.94 15.72

p-value 0.0000 0.0000

Sargan te&t 346.63 353.74

p-value 0.6431 0.5387

Serial Corf -0.36 -0.58

p-value 0.7156 0.5629

No. obs. 308 308 286 308 308 286

No. provinces 22 22 22 22 22 22

R? (adj.) 0.91 0.90

Notes: Dependent variable FR is the ratio of federamags to Gross Geographic Product (PBG).
Estimated Regressions:

FR: = 0+ B1FRy1 + BoFRy2 + BsFRys + viPBG; + V.CREG; + #3ELE; + YAELE+1L +n; +&;

FRy = 0+ B1FR¢1 + BoFRy2 + BsFRis + YiPBG; + Vo.CREG, + H:ELE; +1; + &
The coefficient estimates on the lagged dependent variaddesgpato a value less than unity. OLS
imposes the restrictiom -n O i. t statistics reported in parentheses, calculasgmjheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy
variables are treated as strictly exogenous. VariabldsQCéhd PBG are treated as predetermined and
levels lagged two or more periods are used as instran@ne lag of the dependent variable is
included.
* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesigteist of the over identifying restrictions,
asymptotically distributed as ®* under the null hypothesis of instruments uncorrelated with th
residuals. (c) P-values for rejecting the null hypothesigst for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.

"Provincial revenues from revenue sharing (“copartiaimajiplus special (discretional) transfers from
federal government.
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Table 20: Elections and Revenue from Provincial Taxes condinal on alignment
of provincial and federal government

Equation 1 2 3 4 5 6
Estimation OoLS FIXED GMM OLS FIXED GMM
Method EFFECTS. EFF.

ELE_UNAL 0.0003  0.0001  0.0008
(0.29) (0.13) (0.82)

ELE_AL 0.0001  0.0001  -0.0002
(0.14) (0.19)  (-0.34)

PBC_UNAL 0.0000 0.0000 0.0000
(0.00) (0.04) (0.15)

PBC_AL -0.0004 0.0003 -0.0005
(-0.98) (-0.68) (-1.05)

F-test 3.29 3.28

p-value 0.0000 0.0000

Sargan te&t 337.35 338.36

p-value 0.8475 0.8380

Serial Corf 0.33 -0.02

p-value 0.7379 0.9852

N° obs. 308 308 308 308 308 308

N° provinces 22 22 22 22 22 22

R? (adj.) 0.84 0.84

Notes: Dependent variable PTR is the ratio of provineaénues to Geographic Gross Product (PBG).
Estimated Regressions:

PTR: = o+ B1PTRy1 + BoPTR2 + BsPTRis + YiPBG; + Vo.CREG, + +y:ELE; +1; + &

PTR; = a+ B:PTRe1 + B2PTRi2 + BsPTRes + iPBG; + .CREG; + +ysPBG; + n; +¢&;
The coefficient estimates on the lagged dependent variaddespato a value less than unity. OLS
imposes the restrictiom =n O i. t statistics reported in parentheses, calculasgtjheteroskedastic-
consistent standard errors for OLS.
In GMM estimation (Arellano-Bond One Step) z statssiit parentheses. The election dummy
variables are treated as strictly exogenous. VariablesOCRIE PBG are treated as predetermined and
levels lagged one or more periods are used as instruriignddags of the dependent variable are
included.
* significant at the 10% level, ** significant at the 5%, *** significant at the 1% level
(a) F-test is an F test of the null hypothesis thatralipce-specific effects in the FE-specification are
equal. (b) P-values for rejecting the null hypothesisteist of the over identifying restrictions,
asymptotically distributed as ®* under the null hypothesis of instruments uncorrelated with th
residuals. (c) P-values for rejecting the null hypothestest for second order serial correlation in the
first-difference residuals, asymptotically distributed\#6,1) under the null of no serial correlation.
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