
APPENDIX A
CONSTRUCTION OF INDICES

INDEX OF BUDGET INSTITUTIONS

The Index of Budget Institutions (IBI) is based on a sur-

vey conducted at the IDB by Alesina, Hausmann, Hom-

mes and Stein (1996). Budget directors in 20 countries

in Latin America and the Caribbean responded to the

survey, which provided information about current ar-

rangements regarding the drafting, approval and execu-

tion of budgets, as well as the changes in these arrange-

ments that have occurred since 1980. A detailed

explanation on the data set used and their sources is pro-

vided in Appendix D.

The index is based on a set of 10 characteristics cov-

ering the three types of budgetary rules outlined in the

main text. For each of them, countries were assigned a

score between 0 and 10, where higher values reflect the

existence of constraints on the deficit, hierarchical rules,

and transparent practices. For the case of institutional

arrangements that ranged in the middle of these extremes,

we assigned intermediate scores according to the num-

ber of possible answers. For example, if a question ad-

mitted three answers, the possible scores were 0, 5 and

10. If there were four possible answers, the scores were 0,

3.33, 6.66 and 10.

Three of the survey questions related to constraints

on the budget deficit. Question 1 inquired about the ex-

istence of constitutional or legal constraints on the fiscal

deficit, such as balanced budget rules. Countries with such

rules would have been assigned 10 points (no countries

had such an arrangement), while the rest were assigned

0 points. Question 2 asked about the extent to which a

previously approved macroeconomic program imposes

constraints on the executive branch’s discretion in draft-

ing the budget. The highest score (10) was given to coun-

tries that answered that the macro program is an impor-

tant constraint in formulating the budget submitted to

the congress, while 0 points were assigned to countries

where the macro program plays no role. Question 3 asked

about the degree of the government’s autonomy in bor-

rowing. The highest score (10) was given to countries

where the congress sets a ceiling on government borrow-

ing before the budget is approved. The lowest score (0)

was assigned to countries where the government can bor-

row without constraints whenever revenues fall short of

expenditures.

The next questions dealt with procedural rules dur-

ing the drafting, approval and execution stages of the

budgetary process. Question 4 addressed the issue of the

relative standing of the finance minister vis-à-vis the

spending ministers during the drafting stage. The high-

est scores were assigned to countries where the finance

minister has a considerably higher standing than the

spending ministers in budget discussions. Question 5

asked about constraints on the legislature regarding

amendments to the government’s proposed budget.

Countries where amendments cannot increase the size

of the budget and the deficit were assigned 10 points.

Simply limiting the ability of the congress to increase

deficits (rather than spending) is not the same, since it

leaves a loophole for congress to increase the expendi-

ture level and at the same time to pass legislation creat-

ing new revenues. The most collegial institutions (which

were assigned 0 points) are those where there are no con-

straints on the congress. Question 6 asked what happens

if the budget is rejected or not passed by congress within

the constitutionally established time frame. The most

hierarchical arrangement is the one in which the budget

proposed by the executive is executed even if congress

rejects it or fails to approve it (10 points). We considered

that the case in which the previous year budget is adopt-

ed is more favorable to the government than the case in

which a new budget has to be presented to congress, as

long as the government can redistribute spending between

items. Question 7 asked whether the budget can be mod-

ified after approval by congress, and on whose initiative.

The highest scores were assigned in the case where it is

not possible to modify the budget. Those systems in

which the initiative to modify the budget falls on the

government were considered more hierarchical than those

in which it can be modified on the initiative of congress.

Question 8 asked whether the government can cut

spending after the budget is passed. The highest scores

were given to countries where the executive can cut the

budget only when revenues are lower than projected.

Intermediate scores were given to countries that can cut

the budget without restrictions, since in this case, the

executed budget might not reflect the spending priorities

implicit in the budget passed by congress, rendering the

process less meaningful and transparent. A score of 0 was

assigned to those countries where the executive cannot
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cut spending unilaterally under any circumstance. Ques-

tions 9 and 10 captured other important aspects of trans-

parency. In particular, they focused on whether other

public agencies, through their borrowing procedures, can

make the budget less disciplined, less controlled and less

transparent. Question 9 asked about the conditions un-

der which the central government will assume debt orig-

inally contracted by other agencies, and the frequency of

this occurrence. The budgetary process was considered

more transparent if the central government only assumes

debt that it explicitly guaranteed, and if this is an infre-

quent occurrence. Question 10 inquired about the bor-

rowing autonomy of public enterprises. The highest marks

(10) were assigned to countries where these agencies can-

not borrow autonomously, while 0 points were assigned

to those where these enterprises have no restrictions on

borrowing.

Based on the responses to these 10 questions, the

Index of Budgetary Institutions was constructed simply

by adding the scores for each country. Since our fiscal

performance database covers 1990-95, our index was

defined as the average value for each country for this same

period. This average is needed, since some countries have

reformed some aspects of their budget institutions in re-

cent years. For the purpose of comparability with Euro-

pean data on budget institutions, provided by Von Hagen,

the index was normalized to vary between 0 and 1.

ACTIVITY DECENTRALIZATION INDEX

An Activity Decentralization Index (ADI) is constructed

to try to measure two aspects complementing the infor-

mation content of the mere quantitative decentralization

share of subnational spending. The first question to be

answered with the aid of the ADI for the region as a whole

is which activities have typically been prone to be trans-

ferred to the subnational governments and which ones

remain highly centralized? The second question is, for

each country, to what extent have responsibilities for the

provision of public services been moved from one level

of government to another?

Four different aspects of decisionmaking power are

considered when defining the index:

• Which level of government decides the amount

spent on a particular activity?

• Which level of government decides on the struc-

ture of the spending (e.g., recurrent costs vs. investment

spending, school construction vs. textbooks, etc.)

• Which level of government decides on subcon-

tractors and hiring and disburses the public funds?

• Which level of government supervises the service

delivery (standards, regulation, etc.)?

All information comes from an IDB questionnaire

that has been answered by officials in the countries, most

of whom are in charge of intergovernmental relations in

their respective ministries. Additional information on the

data set used and their sources is provided in Appendix D.

The ADI was built for the situation in 1996 and in

1985. All four aspects (amount, structure, execution, su-

pervision) have the same weight of 25 percent. When for

a particular activity the central government or its agen-

cies is the sole public body taking a decision (i.e., only

the central government decides on the amount and the

structure, and executes the spending and supervises), the

value for each of the four aspects is 0. To obtain ADI, the

four values (for the four decisions) are added up after

applying a weight of 25 percent to each decision. When

a subnational government is the only government respon-

sible for decision making, the value is 1 for each deci-

sion. Weighting by 0.25 and adding up results gives an

ADI of 1 if all four decisions are taken by the subnation-

al governments alone. If the two levels of governments

share the decision power, the value is 0.33 if the central

government is considered more important, 0.5 if both

governments are equally important or no information

on relative importance is available, and 0.67 if the sub-

national government is more important. The ADI per

country is the unweighted average over all 20 activities.

The ADI per activity is the unweighted average over all

countries. ADI measures only the relative importance of

different layers of the public sector and is not affected by

privatization.

INDEX OF POLITICAL AUTONOMY AND
PARTICIPATION

This index measures the degree of political autonomy of

subnational levels of government, as well as the degree

of citizen participation. It incorporates the following as-

pects: the existence of elections of public officials at the

subnational level, as opposed to appointments by the

central government; the nature of those elections; the

existence of mechanisms of popular participation other

than the vote; and the extent of respect for political rights

(as measured by the Freedom House Index of Political

Rights). A detailed explanation on the data set used and

their sources is provided in Appendix D.

The index grades each country on a scale from 0 to

4, where higher values represent a higher degree of polit-

ical autonomy and participation.
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The aspects mentioned above enter into the index

in the following way:

1) Elections:

Officials are elected at the

subnational level 1

Officials are appointed by the

central government 0

In some cases, heads of government are appointed by

the subnational legislature, which in turn is freely elect-

ed by the local or state population. In such cases, coun-

tries were assigned 0.75 points, instead of 1.

2) Type of election:

Elections of executive officials are:

Direct 1/4

Indirect 0

The electoral system for legislative

bodies is:

Plurality (first-past-the-post)1/2

Mixed 1/4

Proportional representation 0

Elections at the subnational and

national levels are held:

On different dates 1/4

On the same date 0

Immediate reelection:

Executive 1/4

Legislative 1/4

No reelection 0

3) Existence of additional mechanisms of

popular participation (such as referenda or

plebiscite):

Yes, and can be initiated

by popular demand 1/2

Yes, only initiated

by the government 1/4

Do not exist 0

4) Political rights: This element was taken

from the Freedom House Survey of Political

Rights, and enters into our index in multi-

plicative form. The Freedom House index

ranges from 1 (maximum respect for politi-

cal rights) to 7. We transformed this so as to

assign a score of 1 to the maximum degree

of political rights, and 0 to the minimum.

The scores of each country in the other di-

mensions (which vary between 0 and 3) are

multiplied by their score in the political rights

dimension. The reason to introduce this vari-

able in multiplicative form is that local elec-

tions, and electoral systems that would oth-

erwise provide accountability, would do no

good if elections were not clean and the po-

litical rights of the population not respected.

Although the Freedom House survey is avail-

able only at the country level, we assume that

respect for political rights at the subnational

level closely matches that of the country.

Since the index just described has a maximum value of

3, we multiply it by 4/3 in order to make it consistent

with the other indices described below, which vary be-

tween 0 and 4.

When countries present two levels of subnational

governments (intermediate and local) the index is deter-

mined separately for each one of them, and the overall

index for the country is obtained as a weighted average,

where the weights are given by the relative importance of

each level in total subnational expenditures.

INDEX OF DISCRETIONALITY OF
INTERGOVERNMENTAL TRANSFERS

This index measures the degree of discretion of the cen-

tral level of government regarding the transfer of resources

to subnational level governments. The index does not

intend to measure other important characteristics of the

design of intergovernmental transfers, such as the exist-

ence of explicit incentives to an efficient fiscal perfor-

mance, equity considerations, autonomy, vertical imbal-

ance, etc. A detailed explanation on the data set used and

their sources is provided in Appendix D.

To obtain the index of discretionality of intergov-

ernmental transfers for each country, two steps are fol-

lowed:

1. Compute an index for each one of the

transfers from the central level to subnational

level governments of a given country.

2. Weight the previous index of each transfer

by the relative importance of such transfer in

terms of the resources transferred in 1995.

The index of discretionality varies within a range

from 0 to 4, where 0 represents the minimum level of

discretion and 4 the maximum. To compute the index,
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two fundamental issues of the transfer process are taken

into account, and both are given the same weight. The

final index results from the addition of the score obtained

in both aspects:

1. Mechanisms to determine the amount of

the transfer:

a) Fixed amount or percentage of

nondiscretional income 0 points

b)Percentage of income varies within

a preestablished range 1 point

c) The amount is determined in

the budget 2 points

2. Mechanisms to determine the distribution

of the transfer among jurisdictions:

a) Fixed amount, preestablished

percentages, objective

cri teria 0 points

b)Less objective criteria 1 point

c) Executive decision 2 points

INDEX OF BORROWING AUTONOMY

This index measures the degree of borrowing autonomy

of subnational levels of government. The index of bor-

rowing autonomy can vary between 0 and 4. Obviously,

those countries where subnational governments cannot

borrow have 0 autonomy. Out of the other criteria, high-

er weights were given to the issues of bank ownership by

subnational governments and to government authoriza-

tion. A detailed explanation on the data set used and their

sources is provided in Appendix D. The index is built

according to the following criteria:

1) Ability to borrow:

If subnational governments

cannot borrow, 2 points.

2) Authorization:

If borrowing by subnational govern-

ments requires central government

authorization for all debt, 1 point.

In the case of local governments,

if inter-mediate government has

to authorize, 0.5 points.

3) Borrowing constraints:

If there are numerical constraints on

borrowing, such as maximum debt

service/revenue  ratios, up to 0.5

points, according to coverage of

constraints.

4) Limits on use of debt:

If it cannot be used for current

expenditures, 0.5 points.

The value of the first part of the index (criteria 1 through

4) is equal to 2 minus the sum of the points from criteria

(1) through (4). For example, if subnational governments

in a country cannot borrow, the total for this part will be

2-2=0. If they require central government authorization

and can only borrow for investment, the value for this

part will be 2-1-0.5=.5.

Additional criteria are:

5) Subnational government banks:

If subnational governments own

banks, 1 point. If these banks have

substantial importance, an

additional 0.5 points.

6) Public enterprises:

If subnational governments own

important public enterprises, and

these have liberal borrowing

practices, 0.5 points.

To obtain the index for each country, the scores over

criteria (5) and (6) are added to the first part of the index.

The index is calculated both for the state and local

governments. The index for each country is the weighted

average of both, where the weights correspond to the rel-

ative importance of these two levels of government in

total subnational expenditures.



APPENDIX B
ECONOMETRIC ESTIMATES OF DIFFERENT INSTITUTIONAL ARRANGEMENTS ON FISCAL
PERFORMANCE VARIABLES

The estimates presented in this appendix are cross-sec-

tion regressions for 47 countries (the 26 countries of Latin

America and the Caribbean that are members of the In-

ter-American Development Bank, and 21 OECD coun-

tries). The dependent variables are the following fiscal

performance variables: 1) size of the consolidated pub-

lic sector as a percentage of GDP (using three measure-

ments: total spending by the consolidated public sector,

total spending less interest payments and social security

expenditures, and this latter figure less capital expendi-

tures); 2) total and primary fiscal surplus; 3) public debt

as a percentage of GDP and as a percentage of fiscal rev-

enues; and 4) the correlation between the cyclical com-

ponent of public spending and the cyclical component

of GDP, which we shall call procyclicality. The first three

variables (size, surplus, and debt) are the average for

1990-95, and procyclicality is calculated over 1970-95.

We have divided the independent variables into two

groups: 1) control variables, among which are the pub-

lic debt at the beginning of the period (1989), degree of

openness of the economy measured as exports plus im-

ports over GDP, the percentage of the population over

65, per capita GDP, and volatility; 1 and 2) institutional

variables, including the size of the electoral district or

district magnitude (i.e., the number of representatives

elected per district), an index of budgetary institutions

(IBI), and variables associated with the decentralization

process such as degree of decentralization, an index of

borrowing autonomy, degree of vertical fiscal imbalance,

and an index of discretionality in intergovernmental

transfers. Additional information on the data set used

and their sources is provided in Appendix D.

Although the purpose of our research is focused on

the effects that the institutional arrangements have on

different fiscal performance variables in Latin American

and Caribbean countries, OECD countries were includ-

ed in the sample for two reasons: 1) to increase the num-

ber of observations for econometric purposes; and 2) to

be able to compare some of the results for Latin America

with more developed countries. Accordingly, for each

regression based on the entire sample, another regres-

sion was performed in which the number of observa-

tions was limited to just Latin American and Caribbean

countries.

In addition, in those regressions that included the

size of the public sector as a dependent variable, two sets

of control variables were used: one that includes the pop-

ulation over 65, and the other that includes per capita

GDP. These two variables are not concurrently included

because they are closely correlated. More specifically, the

countries with a higher per capita income are also those

that have a higher proportion of their population in re-

tirement. Here it must be emphasized that when both

variables are included in any of these regressions, the

variable that tends to lose significance is per capita GDP,

the proportion of the population over 65 remaining sig-

nificant at the 1 percent level. Consequently, the set of

regressions on which the analysis is based are regressions

with a population over 65 as a control variable. None-

theless, for completeness, all the regressions are dupli-

cated with per capita GDP as a control variable.

Systematic tests were conducted on each of the in-

stitutional and control variables to see if any significant

difference existed in the slope dummy among the differ-

ent sets of countries. If this proved to be the case, new

regressions were run to allow each coefficient (for Latin

American and OECD countries) to be interpreted inde-

pendently. Additional tests were then conducted on each

regression to see if there was any significant difference in

the intercepts between the OECD and Latin America.

However, no regression was found to have any signifi-

cant difference in the intercepts.

Regressions were run on each of the fiscal perfor-

mance variables to quantify the effect of the control vari-

ables on the dependent variables. The size of the public

sector is positively influenced by borrowing levels, de-

gree of openness, proportion of the population over 65,

and GDP per capita. For the regressions that have as a

dependent variable the total fiscal surplus or the public

debt levels, different control variables recommended by

the literature were tested: shocks to the terms of trade,

percentage of the population over 65, under 14, or in the

dependency age (over 65 and under 14), and degree of

1 Other control variables used were the proportion of the population under 14,
proportion of dependent population (over 65 and under 14), real GDP growth,
and variation in the terms of trade. However, because these variables were not
significant, they were not included.
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openness. In no cases were significance levels under 10

percent found; hence they were not included. In the case

of primary surplus, debt at the beginning of the period

had a positive effect, which indicates that the countries

with high debt levels at the beginning of the period are

countries with larger primary surpluses. Finally, the pro-

cyclicality of fiscal spending is positively influenced by

GDP volatility.

ELECTORAL INSTITUTIONS, BUDGETARY
INSTITUTIONS AND FISCAL PERFORMANCE

Appendix Tables B.1 through B.4 summarize some of the

regressions that were run to quantify the impact of elec-

toral or budgetary institutions on the different measures

of fiscal performance. Appendix Table B.1 shows that dis-

trict magnitude is positively correlated with the size of

the public sector. This result is robust irrespective of the

variable used to quantify the size of the government,

changes in the set of control variables and whether or

not the sample is restricted to only Latin American and

Caribbean countries. 2

Appendix Table B.2 shows a negative relationship

between the district magnitude and the surplus, both total

and primary. Additionally, it shows that budgetary insti-

tutions have a positive effect on fiscal surpluses. Although

these results are robust for both samples, the effects ap-

pear to be stronger in Latin American and Caribbean

countries, both in terms of the size of the coefficient and

their significance. When budgetary institutions interact

with electoral institutions as explanatory variables, elec-

toral institutions in general lose their significance.

These relationships are preserved when we proceed

to consider debt levels as an independent variable. Ap-

pendix Table B.3 shows the existence of a positive rela-

tionship between the size of the electoral district and debt

levels. On the other hand, budgetary institutions have a

negative and very significant effect on debt levels. As with

the surpluses, the effect of electoral institutions on bor-

rowing levels loses significance when it interacts with

budgetary institutions. These results are robust irrespec-

tive of the sample, and they are even more significant if

we limit the sample to just the Latin American and Car-

ibbean countries.

Finally, electoral institutions have a positive effect

on the degree of fiscal procyclicality, when measured as

the correlation between the cyclical component of gov-

ernment consumption and the cyclical component of

GDP growth, as may be seen in Appendix Table B.4. This

outcome is robust regardless of whether the sample is

restricted to only Latin American and Caribbean

countries.

DECENTRALIZATION AND FISCAL
PERFORMANCE

Appendix Tables B.5 and B.6 show the different relation-

ships that decentralization and the way in which decen-

tralization is structured have on the size of the public

sector. 3 As mentioned earlier, the degree of decentraliza-

tion has a positive effect on the size of the government.

This result is robust to the different measures of size, to

different sets of control variables, and to whether the anal-

ysis is limited to the Latin American and Caribbean coun-

tries. For the countries of the region, the effect of decen-

tralization on the size of the public sector is larger.

Although decentralization has a direct effect on the

size of the government, the way in which it is structured

also has a positive impact. Vertical imbalance and bor-

rowing autonomy have by themselves no effect on the

different measures of government size. Nonetheless, when

any of these variables is multiplied by the degree of de-

centralization, their effect on the size of the government

is important. These results are robust regardless of the

measure of size being used, the set of control variables,

or whether the sample includes the OECD countries.

The effect on the size of the public sector is even

greater if we interact these three variables, that is, if we

multiply the degree of decentralization by the borrow-

ing autonomy and by the degree of vertical imbalance.

This interaction variable has a very significant positive

effect on the size of government. This effect is larger in

Latin American countries than in the OECD countries,

and it is robust regardless of the different measures of

size of the public sector being used. The results are even

stronger if, instead of using the borrowing autonomy

index in the interaction variable, the index of discretion-

ality of intergovernmental transfer is used.

Finally, if decentralization is interacted with these

interaction variables, in general it loses significance. That

is to say, even though decentralization has a positive

impact on the size of government, the way in which it is

organized has a much more significant impact.

2 As mentioned earlier, no significant relationship was found between any of
the size measures and the index of budgetary institutions.
3 No empirically significant relationships were found between decentralization
variables and fiscal surpluses, debt levels, or degree of fiscal procyclicality.
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Notes: Government size is measured by the total expenditures of the consolidated public sector relative to GDP. District magnitude is the average number of
representatives elected per district and enters the regression in logs. Gss = Social Security expenditures, Gr = Interest payments and Gk = Capital expenditures;
LA = Latin America; OECD = Organization for Economic Cooperation and Development; DF= Degrees of freedom; N = Sample size.

Fiscal Total Total
performance Total expenditures expenditures
LA + OECD expenditures (Excl Gss, Gr) (Excl Gss, Gr, Gk)
Institutional
arrangements

District
magnitude 1.43 1.28 0.91

(T-Stat) (1.71) (1.62) (1.42)

Controls
Constant 0.11 0.15 0.09
(T-Stat) (3.45) (4.63) (3.43)
Debt in 1989 1.65
(T-Stat) (2.19)
Openness 8.87 5.59 1.41
(T-Stat) (2.33) (1.59) (0.50)
GDP
per capita 1.52 2.21 0.68

(T-Stat) (6.38) (0.99) (3.72)

R2 0.71 0.16 0.42
DF 30 33 31
N 35 37 35

Fiscal Total Total
performance Total expenditures expenditures
Latin America expenditures (Excl Gss, Gr) (Excl Gss, Gr, Gk)
Institutional
Arrangements

District
magnitude 2.24 2.14 1.13

(T-Stat) (1.34) (1.55) (1.12)

Controls
Constant 0.05 0.08 0.06
(T-Stat) (0.71) (1.60) (1.62)
Debt in 1989 1.46
(T-Stat) (2.00)
Openness 15.17 12.88 6.01
(T-Stat) (3.36) (3.40) (2.15)
GDP
per capita 1.69 0.33 0.56

(T-Stat) (2.11) (0.55) (1.24)

R2 0.48 0.31 0.13
DF 16 19 18
N 21 23 22

Appendix Table B.1. Institutional Arrangements and Government Size
(Cross-section regressions, average 1990-95)

Fiscal Total Total
performance Total expenditures expenditures
LA + OECD expenditures (Excl. Gss, Gr) (Excl Gss, Gr, Gk)
Institutional
arrangements

District
magnitude 1.48 1.67 2.10

(T-Stat) (1.94) (2.41) (3.15)

Controls
Constant 0.09 0.16 0.12
(T-Stat) (2.98) (5.19) (4.16)
Debt in 1989 1.58
(T-Stat) (2.28)
Openness 8.51 5.83 1.92
(T-Stat) (2.41) (1.67) (0.56)
Population >
65 Years 1.90

(T-Stat) (7.28)

R2 0.75 0.16 0.20
DF 30 34 32
N 35 37 35

Fiscal Total Total
performance Total expenditures expenditures
Latin America expenditures (Excl Gss, Gr) (Excl Gss, Gr, Gk)
Institutional
arrangements

District
magnitude 1.85 1.96 0.84

(T-Stat) (1.10) (1.48) (0.85)

Controls
Constant 0.08 0.10 0.10
(T-Stat) (1.37) (2.85) (3.56)
Debt in 1989 1.33
(T-Stat) (1.81)
Openness 13.03 12.66 5.56
(T-Stat) (2.95) (3.42) (1.98)
Population >
65 Years 1.43

(T-Stat) (1.92)

R2 0.46 0.34 0.11
DF 16 20 19
N 21 23 22
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Appendix Table B.2. Institutional Arrangements and Fiscal Surplus
 (Cross-section regressions, average 1990-95)

Fiscal performance Primary Primary Primary
LA + OECD Surplus Surplus Surplus surplus surplus surplus
Institutional arrangements
District magnitude -0.76 0.04 -0.46 -0.34
(T-Stat) (-2.31) (0.16) (-1.41) (-1.65)
LA budgetary institutions 0.14 0.14 0.19 0.19
(T-Stat) (5.35) (4.81) (5.08) (5.13)
OECD budgetary institutions 0.07 0.07 0.06 0.06
(T-Stat) (3.00) (2.89) (2.39) (2.36)

Controls
Constant -0.02 -0.09 -0.10 0.02 -0.10 -0.09
(T-Stat) (-1.86) (-6.33) (-5.13) (2.46) (-4.59) (-4.12)
LA debt in 1989 -0.34 2.79 2.48
(T-Stat) (-1.13) (1.89) (1.71)
OECD debt in 1989 -0.20 9.78 10.16
(T-Stat) (-0.13) (5.33) (5.65)

R2 0.11 0.55 0.53 0.02 0.59 0.61
DF 36 31 29 33 29 28
N 38 34 33 37 34 34

Fiscal performance Primary Primary Primary
Latin America Surplus Surplus Surplus surplus surplus surplus
Institutional arrangements
District magnitude -1.71 -0.61 -1.11 -1.12
(T-Stat) (-2.57) (-1.07) (-1.53) (-1.74)
LA budgetary institutions 0.13 0.11 0.22 0.19
(T-Stat) (2.57) (2.03) (3.68) (3.05)

Controls
Constant -0.02 -0.09 -0.07 0.04 -0.12 -0.09
(T-Stat) (-2.57) (-2.98) (-1.87) (2.83) (-3.25) (-2.04)
Debt in 1989 -0.38 3.17 3.48
(T-Stat) (-1.20) (1.73) (3.05)

R2 0.20 0.23 0.23 0.08 0.41 0.46
DF 22 18 16 19 17 15
N 24 20 19 22 20 19

Notes: Fiscal surplus is measured by the surplus of the consolidated public sector relative to GDP. Primary surplus is total surplus minus interest payments.
District magnitude is the average number of representatives elected per district and enters the regression in logs. The index of budgetary institutions was
calculated based on Alesina et al. (1996) for Latin America, and drawn from Von Hagen and Harden (1995) for the OECD.

LA = Latin America; OECD = Organization for Economic Cooperation and Development; DF= Degrees of freedom; N = Sample size.
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Appendix Table B.3. Institutional Arrangements and Government Debt
 (Cross-section regressions, average 1990-95)

Fiscal Performance Debt/GDP Debt/GDP Debt/GDP Debt/Revenues Debt/Revenues Debt/Revenues
LA + OECD
Institutional arrangements
District magnitude 0.14 0.02 0.20 -0.04
(T-Stat) (1.17) (0.59) (0.48) (-0.35)
LA budgetary institutions -0.99 -1.01 -2.14 -2.59
(T-Stat) (-3.06) (-2.96) (-1.66) (-1.83)
OECD budgetary institutions -0.66 -0.68 -3.07 -3.24
(T-Stat) (-2.31) (-2.40) (-2.66) (-2.76)

Constant 0.56 1.14 1.09 2.38 3.60 3.85
(T-Stat) (1.70) (6.17) (5.04) (2.05) (4.88) (4.27)

R2 0.01 0.20 0.24 0.01 0.18 0.16
DF 36 31 29 36 31 29
N 38 34 33 38 34 33

Fiscal performance Debt/GDP Debt/GDP Debt/GDP Debt/Revenues Debt/Revenues Debt/Revenues
Latin America
Institutional arrangements
District magnitude 0.62 0.02 1.91 0.07
(T-Stat) (2.21) (0.22) (1.93) (0.18)
LA budgetary institutions -0.47 -0.66 -5.89 -6.51
(T-Stat) (-0.65) (-0.86) (-1.89) (-1.94)

Constant -0.05 0.83 0.88 0.51 5.85 6.02
(T-Stat) (-0.10) (1.92) (1.74) (0.27) (3.17) (2.71)

R2 0.15 0.03 0.03 0.11 0.12 0.12
DF 22 18 16 22 18 16
N 24 20 19 24 20 19

Notes: Government debt is measured by the total debt of the consolidated public sector relative to GDP and as a percentage of government revenues. District
magnitude is the average number of representatives elected per district and enters the regression in logs. The index of budgetary institutions was calculated
based on Alesina et al. (1996) for Latin America, and from Von Hagen and Harden et al. (1995) for the OECD.

LA = Latin America; OECD = Organization for Economic Cooperation and Development; DF= Degrees of freedom; N = Sample size.

Appendix Table B.4. Institutional Arrangements and
Procyclicality

 (Cross-section regressions)

Procyclicality G7+LA LA
Institutional arrangements
District magnitude 0.08 0.12
(T-Stat) (2.99) (2.22)

Controls
Constant -0.32 -0.14
(T-Stat) (-2.06) (-0.68)
Volatility 14.59 10.24
(T-Stat) (4.91) (3.00)

R2 0.51 0.32
DF 20 16
N 23 19

Notes: Procyclicality is measured by the correlation coefficient between the cyclical
component of government consumption and the cyclical component of output for the
period 1970-95. District magnitude is the average number of representatives elected per
district and enters the regression in logs.

LA = Latin America; G7 = Group of Seven; DF = Degrees of freedom; N = Sample size.



194 PART THREEAppendix Table B.5. Decentralization and Government Size, Latin America and OECD
(Cross-section regressions, average 1990-95)

Size
LA+OECD (1)  (2)  (3)  (4)  (5) (6)  (7) (8)
Institutional variables
Decentralization 0.21 0.13 0.12
(T-Stat) (2.71) (1.20) (1.15)
Decentralization*
Vertical imbalance 0.25

(T-Stat) (2.06)
LA decentralization*
Borrowing autonomy 0.09

(T-Stat) (2.67)
OECD decentralization*
Borrowing autonomy 0.03

(T-Stat) (1.80)
LA Dec*Vi*BA 0.28 0.21
(T-Stat) (3.36) (2.06)
LA Dec*Vi*Discretionality in transfers 0.47 0.38
(T-Stat) (2.65) (2.00)
OECD Dec*Vi*BA 0.05 0.04 0.02 0.01
(T-Stat) (1.61) (1.19) (0.50) (0.31)

Controls
Constant 0.10 0.05 0.08 0.02 0.00 0.00 -0.01 -0.01
(T-Stat) (3.48) (1.67) (2.69) (0.53) (0.01) (0.01) (-0.22) (-0.23)
Debt in 1989 1.79 2.02 2.09 7.04 8.18 7.72 8.13 7.76
(T-Stat) (2.66) (3.44) (3.40) (1.73) (2.09) (1.85) (2.09) (1.87)
Openness 0.10 0.11 0.07 0.08 0.06 0.05 0.08 0.07
(T-Stat) (3.01) (2.65) (1.83) (1.69) (1.41) (1.12) (1.73) (1.45)
Population > 65 Years 2.21 2.01 2.22 2.34 2.60 2.74 2.42 2.57
(T-Stat) (10.36) (8.15) (9.92) (7.96) (9.52) (8.98) (7.83) (7.59)

R2 0.74 0.84 0.83 0.85 0.86 0.87 0.87 0.87
DF 39 32 32 28 28 25 27 24
N 43 37 37 34 34 31 34 31

Size
LA+OECD (1)  (2)  (3)  (4)  (5)  (6)  (7)  (8)
Institutional variables
Decentralization 0.21 0.05 0.04
(T-Stat) (1.79) (0.22) (0.20)
Decentralization*
Vertical imbalance 0.30

(T-Stat) (1.89)
LA decentralization*
Borrowing autonomy 0.07

(T-Stat) (1.41)
OECD decentralization*
Borrowing autonomy 0.02

(T-Stat) (0.82)
LA Dec*Vi*BA 0.16 0.14
(T-Stat) (1.36) (0.85)
LA Dec*Vi*Discretionality in
transfers 0.17 0.14

(T-Stat) (0.69) (0.48)
OECD Dec*Vi*BA 0.08 0.08 0.07 0.07
(T-Stat) (1.51) (1.44) (1.05) (1.02)

Controls
Constant 0.13 0.08 0.10 0.60 0.06 0.06 0.06 0.06
(T-Stat) (3.64) (1.79) (2.58) (1.06) (1.10) (0.99) (1.03) (0.94)
Debt in 1989 1.53 1.77 1.92 4.76 5.72 0.04 5.69 4.38
(T-Stat) (1.81) (2.21) (2.39) (0.84) (1.02) (0.72) (0.99) (0.69)
Openness 0.13 0.15 0.11 0.13 0.11 0.12 0.12 0.13
(T-Stat) (3.24) (2.48) (2.13) (1.90) (1.68) (1.84) (1.62) (1.75)
GDP per capita - Power
purchase parity 1.41 1.26 1.44 1.56 1.53 1.48 1.47 1.42

(T-Stat) (7.27) (4.55) (6.68) (4.28) (5.33) (4.71) (3.59) (3.26)

R2 0.59 0.71 0.71 0.70 0.71 0.70 0.70 0.69
DF 39 32 32 28 28 25 27 24
N 43 37 37 34 34 31 34 31

Notes: Government size is measured by the total expenditures of the consolidated public sector relative to GDP. Regressions 5 through 8 exclude Argentina.

Dec = Decentralization; VI = Vertical fiscal imbalance; BA = Borrowing autonomy; LA = Latin America; OECD = Organization for Economic Cooperation and
Development; DF= Degrees of freedom; N = Sample size.
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Appendix Table B.6. Decentralization and Government Size, Latin America
(Cross-section regressions, average 1990-95)

Size
Latin America (1)  (2)  (3)  (4)  (5)  (6)  (7)  (8)
Institutional variables
Decentralization 0.45 0.20 0.24
(T-Stat) (4.24) (1.43) (2.57)
Decentralization* Vertical imbalance 0.63
(T-Stat) (3.14)
Decentralization* Borrowing autonomy 0.13
(T-Stat) (3.97)
Dec*Vi*BA 0.39 0.27
(T-Stat) (7.44) (2.79)
Dec*Vi*Discretionality in transfers 0.65 0.45
(T-Stat) (6.60) (4.09)

Controls
Constant 0.14 -0.00 0.06 -0.04 -0.10 -0.04 -0.11 -0.07
(T-Stat) (2.77) (-0.06) (1.14) (-0.58) (-2.25) (-0.76) (-2.56) (-1.72)
Debt in 1989 1.63 1.75 2.02 10.27 13.97 12.19 13.25 12.57
(T-Stat) (2.13) (3.85) (3.85) (2.51) (5.16) (4.09) (5.01) (4.92)
Openness 0.11 0.25 0.15 0.20 0.19 0.20 0.22 0.24
(T-Stat) (2.29) (3.23) (1.95) (2.47) (4.00) (3.75) (4.41) (5.39)
Population > 65 Years 1.24 0.89 1.05 1.45 2.02 0.42 1.83 0.48
(T-Stat) (1.54) (1.87) (1.93) (2.63) (5.52) (0.43) (4.91) (0.62)

R2 0.36 0.67 0.55 0.56 0.82 0.82 0.84 0.89
DF 19 14 14 12 12 9 11 8
N 23 19 19 17 17 14 17 14

Size
Latin America (1)  (2)  (3)  (4)  (5)  (6)  (7)  (8)
Institutional variables
Decentralization 0.42 0.43 0.24
(T-Stat) (3.48) (2.19) (2.72)
Decentralization* Vertical
imbalance 0.53

(T-Stat) (2.13)
Decentralization* Borrowing
autonomy 0.10

(T-Stat) (2.83)
Dec*Vi*BA 0.25 0.01
(T-Stat) (2.81) (0.08)
Dec*Vi*Discretionality in transfers 0.62 0.42
(T-Stat) (6.08) (3.97)

Controls
Constant 0.14 0.02 0.11 0.00 0.01 -0.03 -0.04 -0.06
(T-Stat) (2.35) (0.42) (1.93) (0.03) (0.25) (-0.88) (-0.64) (-2.07)
Debt in 1989 1.71 1.84 2.06 11.51 12.77 12.76 11.91 12.07
(T-Stat) (2.14) (3.67) (3.51) (2.57) (2.84) (4.41) (3.02) (5.43)
Openness 0.12 0.21 0.10 0.13 0.10 0.19 0.16 0.23
(T-Stat) (2.43) (2.51) (1.18) (1.44) (1.18) (3.66) (2.07) (5.47)
GDP per capita - Power purchase
  parity 1.14 0.75 0.77 1.35 1.19 0.39 1.16 0.38
(T-Stat) (1.31) (1.34) (1.08) (2.28) (1.94) (0.99) (2.18) (1.27)

R2 0.33 0.63 0.48 0.51 0.51 0.83 0.63 0.91
DF 19 14 14 12 12 9 11 8
N 23 19 19 17 17 14 17 14

Notes: Government size is measured by the total expenditures of the consolidated public sector relative to GDP. Regressions 5 through 8 exclude Argentina.

Dec = Decentralization; VI = Vertical fiscal imbalance; BA = Borrowing autonomy; LA = Latin America; OECD = Organization for Economic Cooperation and
Development; DF= Degrees of freedom; N = Sample size.
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Appendix Table C.3. Alternative Forms of Intergovernmental Transfer Programs
(In percent of total transfers)

Method of determining the total divisible pool

Method of allocating Specified share Reimbursement
the divisible pool of national Fixed Ad hoc of approved

Country among eligible units or state tax amount decision expenditures
Argentina Origin of collection of the tax

Formula 89 5
Reimbursement of costs 1
Ad hoc 5

Bolivia Origin of collection of the tax 6
Formula 56
Reimbursement of costs
Ad hoc 38

Chile Origin of collection of the tax
Formula 17
Reimbursement of costs 83
Ad hoc

Colombia Origin of collection of the tax
Formula 85 15
Reimbursement of costs
Ad hoc

Dominican Republic Origin of collection of the tax
Formula 100
Reimbursement of costs
Ad hoc

Ecuador Origin of collection of the tax
Formula 100
Reimbursement of costs
Ad hoc

Guatemala Origin of collection of the tax
Formula 100
Reimbursement of costs
Ad hoc

Honduras Origin of collection of the tax 15
Formula 45
Reimbursement of costs
Ad hoc 40

Mexico Origin of collection of the tax 36
Formula 38
Reimbursement of costs
Ad hoc 26

Panama Origin of collection of the tax
Formula 92
Reimbursement of costs
Ad hoc 8

Peru Origin of collection of the tax
Formula 8
Reimbursement of costs
Ad hoc 92

Suriname Origin of collection of the tax
Formula
Reimbursement of costs
Ad hoc 100

Trinidad & Tobago Origin of collection of the tax
Formula
Reimbursement of costs 100
Ad hoc

Venezuela Origin of collection of the tax
Formula 97
Reimbursement of costs 1 3
Ad hoc
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APPENDIX D
DATA SOURCES

VARIABLES OF FISCAL PERFORMANCE

Total public debt as a share of GDP. Average for the peri-

od 1990-95. Source: 1) Latin America: own calculations

based on Recent Economic Developments , IMF. 2) OECD:

OECD national accounts, 1996.

Correlation coefficient between the cyclical component

of government consumption and the cyclical component

of output for the period 1970-1995. Source: Talvi and

Végh (1996).

Consolidated public sector expenditures as a share of

GDP. Average for the period 1990-95. Source: 1) Latin

America: own calculations based on Recent Economic De-

velopments , IMF. 2) OECD: OECD national accounts,

1996.

Capital expenditures from the consolidated public sec-

tor as a share of GDP (Gk). Average for the period 1990-

95. Source: 1) Latin America: own calculations based on

Recent Economic Developments , IMF. 2) OECD: OECD na-

tional accounts, 1996.

Net interest payments from the consolidated public sec-

tor as a share of GDP (Gr). Average for the period 1990-

95. Source: 1) Latin America: own calculations based on

Recent Economic Developments , IMF. 2) OECD: OECD na-

tional accounts, 1996.

Social security expenditures from the consolidated pub-

lic sector as a share of GDP (Gss). Average for the period

1990-95. Source: 1) Latin America: own calculations

based on Recent Economic Developments , IMF. 2) OECD:

OECD national accounts, 1996.

Consolidated public sector revenues as a share of GDP.

Average for the period 1990-95. Source: 1) Latin America:

own calculations based on Recent Economic Developments ,

IMF. 2) OECD: OECD national accounts, 1996.

Total surplus from the consolidated public sector as a

share of GDP. Average for the period 1990-95. Source:

1) Latin America: own calculations based on Recent Eco-

nomic Developments , IMF. 2) OECD: OECD national ac-

counts, 1996.

Primary surplus from the consolidated public sector as a

share of GDP. Average for the period 1990-95. Source: 1)

Latin America: own calculations based on Recent Economic

Developments , IMF. 2) OECD: OECD national accounts,

1996.

CONTROL VARIABLES

Total public debt as a share of GDP at the beginning of

the period of analysis. Source: 1) Latin America: own cal-

culations based on Recent Economic Developments , IMF. 2)

OECD: OECD national accounts, 1996.

Real GDP per capita adjusted by power purchase parity.

Average for the period 1990-95. Source: United Nations,

World Development Report , 1990-95.

Real GDP output growth. Average for the period 1990-

95. Source: International Financial Statistics , March 1997.

Share of exports plus imports over GDP (Openness).

Average for the period 1990-95. Source:  International Fi-

nancial Statistics , March 1997.

Share of population under 14 years old, 1995. Source:

World Bank indicators, 1995.

Share of population under 14 and over 65 years old, 1995.

Source: World Bank indicators, 1995.

Share of population over 65 years old, 1995. Source:

World Bank indicators, 1995.

Population, 1995. Source: World Bank indicators, 1995.

Standard deviation of real GDP growth for the period

1970-1995 (volatility). Source: Own calculations based

on International Financial Statistics , March 1997.
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INSTITUTIONAL VARIABLES AND INDICES

Degree of decentralization. Source: Decentralization sur-

vey conducted at the IDB by the Office of the Chief Econ-

omist (1997), Government Financial Statistics (1996),

and Nickson (1994).

Vertical fiscal imbalance. Source: Decentralization survey

conducted at the IDB by the Office of the Chief Econo-

mist (1997), Government Financial Statistics (1996), and

Nickson (1994).

District magnitude. Source: Latin America: Constitutional

and legal texts. OECD: Hallerberg and Von Hagen (1997).

Legislative electoral formulas. Source: Constitutional and

legal texts.

Absolute number of political parties with representatives

in parliament. Source: Wilfred Derksen.

Effective number of political parties with representatives

in parliament. Source: Own calculations based on data

by Wilfred Derksen.

Percentage of legislative seats held by the head of gov-

ernment’s party (or parties) in the lower (or single) house.

Source: Wilfred Derksen.

Changes in legislature allowing mayoral elections, elec-

tion systems for executive and legislative branch in sub-

national levels, existence of other mechanisms of citizen

participation. Sources: Decentralization survey conduct-

ed at the IDB by the Office of the Chief Economist (1997),

constitutions and relevant laws, and Nickson (1994).

INDICES

Index of Activity Decentralization. Source: Decentraliza-

tion survey conducted at the IDB by the Office of the

Chief Economist (1997), Government Financial Statis-

tics (1996), and Nickson (1994).

Index of Budgetary Institutions. Average for the period

1990-95. Source: 1) Latin America: based on a survey con-

ducted at the IDB by Alesina, Hausmann, Hommes and

Stein (1996). 2) OECD: kindly provided by Dr. Jurgen

Von Hagen.

Index of Borrowing Autonomy. Source: 1) Latin Ameri-

ca: Decentralization survey conducted at the IDB by the

Office of the Chief Economist (1997), Government Fi-

nancial Statistics (1996), and Nickson (1994). 2) OECD,

kindly provided by Dr. Jurgen Von Hagen.

Index of Discretionality of Intergovernmental Transfers.

Source: Decentralization survey conducted at the IDB by

the Office of the Chief Economist (1997), Government

Financial Statistics (1996), and Nickson (1994).

Index of Political Autonomy and Participation. Sources:

Decentralization survey conducted at the IDB by the Of-

fice of the Chief Economist (1997), constitutions and

relevant laws, and Nickson (1994).


