APPENDIX A
CONSTRUCTION OF INDICES

INDEX OF BUDGET INSTITUTIONS

The Index of Budget Insfiviions B)
vey conducted at the IDB by Alesina, Hausmann, Hom-
mesand Sen  (1996). Budget diedos i 20 counties
in Latn Amefica and the Carbbean responded to the
suvey, which provided  information about curent a-
rangemens regadng the  dafing, gopovd  and exear
in o buges aswd aste dags n tee alage
mentsthathaveoccurredsince1980.Adetailed

ephdin onte dia st used adter suoss B po
vided in Appendix D.

Treindx B besed cnast o 10 deadeds O
ang te tree tpes o budggaly nbes ouined i te
man it For each of them, ocouties were assgned a
soe between Oad 10, whee hgher vales e the
etBe o cEas  omte did headi= s
ad tengpaet padicss For te cae o irsiiiordl
aapemes  ta faged n e mdde o tee edames
weassgned  inermediate sooes accoding o e num-
ber of possbe amwes Fo eampe,  aqueson ad
miied tree amsnes te possbe soes wee 0, 5ad
10 F tee wee or posdke amnes te soes wee Q
333 666 ad 10

Thee o te suwey qesos m©bed © odas
onthe budget deft Quesion lingued aout te ex
see o aorduiod abd aogas ote &d
aefd, axh esbeboed bt ks Gouties wh sauh
nes woud have been assgred 10 pos (o counties
had such an atangement), whie the rest were assgned
Opors. Queston 2 asked about the exdent © which a
previouslyapprovedmacroeconomicprogramimposes
OEas mnte eeohe badiks deoen n dak
g te bt Thehget soe (10 wesgven © ooun
fies ta amswered ta te meoo pogam B an impor-
it cosrant  n fomuaing te budget submited D
the cogess, whe Opos were assged O oounties
where the maoco pogam pays nome Quesion 3 ased
about the degee of te govemments autonomy in bor-
roning.  The hignest scoe (10) wes gven 1 counties
whee te cogess ss aceing on govenment  borow
ing bee te budget 5 gopoved The onest soe ()
wesassged D ocouties whee te govemment can bor
oV wihout  constrainis whereer eenes Al sat o
epadues

5 besed onasu-

Threnet quesios desk wih pocedud  mes dr-
ing te dafing gopoval  and execuion  sages of te
budggaly pooess Quesin 4addessed te Bse o te
rbive sandng o te frence minser  Vsdks  te
sedng nisles  dung e dafing  sege.  The high
et soes wee assged D oouies whee te france
minser  has aconsderaby  higher  sanding  than the
spendng minsers N budget  discussions. Quesion 5
asked about oonstraints on the legsiature regarding
amendmentstothegovemment'sproposedbudget.
Counties  where amendments cannot increase  the size
o the budget and the defict  were assigned 10 ponis.
Sy Imiing te ably o te cogess © oesse
Geids (aher ten goedngy) B nat te same gee i
kaes alopgoe for cogess D eese te epend
e bd ada te sareime D pess kg Qest
g reweees  The nost ooegdl nsiuions fahch
wee assged Opols)  ae toe whee thee ae o an
dgans onte oongess Quesion 6 asked what happers
f te bugt 5 eoed o nat pessed by cogess  wihn
the  consitutionaly esabished  tme fame. The most
heerarchical aragemet 5 te ae n whch te budget
poposed by te execuve B execued even i congess
ks t o Dagpoe t (0 ppy Weoskd
teat te cae n whith te pevos  year budget 5 adop:
eds moe fvodbe 1 te govemment ten te case n
which anewbudget has b be preseted O congess, as
bng as te goemmet can reddiue perding  betneen
tems. Quesion 7 asked whether te budget can be mod
Bl der gpod byaoges adowoe nde
Thehghet sooes wee assged n te a2 whee &t &
not possbe t modfy the budget Those systems in
which the niteive o modly te budget fals onthe
nwih t enbemodied onte nidve d ooges

Queston 8 asked whether the govemment can out
sedg afer te budget 5 pessed The hghest  sooes
wee gven b ocouties  whee te eeate  can at the
budget only when revenues are lower than proected.
Nemedele  sooes were gven D oouties tet can
te budget wihout  resticions, g n ts e te
eeied bugg mogt na eled te gendg  pioies
mpid 0 te budget pessed by cogess,  eceig e
poess kss meangl and tanspaent Asoe o Owes
assged O tose couties  whee the exeolve  caat
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at spedng  unbiedly ucker ay aoumsance. Qes
fos 9ad 0cgued dher Mot ages o tas
parency.  In paricuar, they focused on whether  ather
pbc  agences  houh el boroang pooedues,  can
meete bt ks dsgdned, s coided adks
fransparent Quesion 9 asked about the condions un
dor whch the centd goverment Wl assume detlt o
rely comeced by dher agendes,  ad te feqeny o
ths ooccurence. The budgetaly  process was consdered
moe tangparet f the centd  govemment oy assumes
it ta t eqdy gaaed adf ts B anife
quent occurence. Quesion 10 inquired  about the bor-
oahg  adonomy o pldc enerprises. The hghet  mais
(10 wee assged D ocouiess  whee tee aeoess
not bomow auonomously, whie O ponts were assgned
D thoe whee thee eneprises have no restidions m
bomowing.

Based on te responses 0 tese 10 quesions,  te
Index of Budgelay  Insiiuions wes constuced  sihply
by addg the sooes for each couty.  Shce our fiscd
performance  database covers 199095, our index was
thed aste agae vde or esch ooty o 6 sare
paicd Ths awage B needed 9e smeauties  hae
omed someageds o ther  budget insivions n e
cent yeas For the pupose o comparabily wih Euo
pean ceia on budget insiuiions, podded by Von Hagen,
the index waes nomaized 1o vay beween Oand L

ACTIVITY DECENTRALIZATION INDEX

AnAdy  Deoentralzaion Index (AD) & oconstuced
O ty © meassue o aspeds compemening  te nior-
meion oot of e mere quanisive Oeceriralzaion
sae o sbraiod sedg Thefid  quesion © be
asneed wih te ad o te ADIfor te |gon  as awhde
5 whth aoMiss hae typcaly been poe D ke tas
fered t the subnational  govemments and which ones
reman hghy  cenralized? The second quesion 5, for
each couty, D wa et hae regoddiss o te
povison o pubic senvoes been moved fom one led
of govemment t another?

Four diferent agpeds o dedsomekg poner ae
oconsdered  whendefinng te index

e Which level of govemment decdes the amount
st cnapailer  aody?

e Whch led o govemment deddes onthe shuc
e o te ady g, rEUET oSS s et
ey sdod  corstudion B Bdods &)

e Which level of govemment decides on subcon
tados adhig adduses te phbc Uds?

« Whth bd o goemmet spevisss e sevice
ey (orchds egHNn  ecp

Al information comes fom an IDB questionnaire
tet hes been amneed by dices n te couies Mot
o whomae n dage o negoenmena relations n
ter egede  niHES Addiod  nomeEn ante
g st ued adter suoes 5 podked N Agedk D

The ADI wes but  for  the siuaion n 19% ad n
1986 A o agpeds @mout,  studue eeadn 9+
penvison) hae te samewegt o 25 pecet  Whenfor
a partouer adly te catd et o kb agen
s B te s phc boy g ademn (e, aly
the cenral govemment decdes on the amount and the
Suduie, adeeuies te sendg ad supenes) te
vde fr ech o te or agpeds 5 0 Toden AD, te
for vaes (or te for dedsos) ae added uwp afer
ayng aweght of 25 perent © each dedson.  When
asbdiord genmet 5 te oly goverment respont
e for deason nmeldg te vde B lfor each ded
son. Weghing by 025 and addng up resuis  gves an
ADldf 1f d for dedsos  ae den by e sbraion
d goemmens done. f the wo leves  of govemments
dae te ddan poner, te vde B 03B | te o
govenment s consdered  more importart, 05 if bath
govemments are equaly impotant  or no information
onEde hpole B aedkde ad 067 f te sb
naional  govemment is more important. The ADI per
oty 5 te umegied aeae o d 20 adMiss
The ADI per adiy 5 the uweghied aweage ower d
cournties. ADl messues ay te rbive  impotance  of
deet hBes o te phc sy ads mt deced by
pieiam

INDEX OF POLITICAL AUTONOMY AND
PARTICIPATION

Ths index messues te degee of polical auonomy  of
sionaional leves o govemment, aswel as te degee
d deEn  paidein I hopoees  te tong &
pks te edee o eddos o pik  dibs a te
subnafional leve,  as opposed 0 appointments by the
cenrd  govemmet,  the naure o those eedions; the
e®’ene o medhansms o popuar  paricpaion ather
ten te e adte edt o eyt fr poid s
(és measured by the Freedom House Index of Poliical
Rgts. Addbed egbain onte dia st used ad
ther souoes 5 powded h Appendx D

The index gades each couty onascae fom O
4 whee hgher \elbes epesat ahgher degee of pok
icd auonomy and partication



The aspects mentoned above enter Mo the index
n te Oonng  way

1) Beos
Ot ae ebkd a te
sireiod A 1
Oficas ae gooed by te
cetd govemment 0

In some cases, heads of govemment are appointed by
te sdiod gsHLE, whh n un b fesy e
edbyte bcd o sae  popubion h suh cases, oo
tes wee asged 05 pots iseed o 1

2 Tye o eedon
Bados o eeube diEs ae
Ded 14
hdedt 0
Treeednd  ssEMm fr bgEbe
boks &
Rusy  (sipesttepcy) 12
Mixed 14

Proportioral represeniaion 0
Bedos & te sbbiod  ad
el bes  ae hed

Ondieent oaies 14

Onthe same date 0
Immedbie  regedion

Bewie 14

LegiHe “m

No regkedion 0

3 Bxisence of addional mechanisms  of

popuer  partidpaion @h esmEeeda o
FeEE)
Yes ad can be nieied
bypopulardemand 12
Yes avy riesd
by the govemment 14
Dot ed 0

4) Paiica s Ths elemet wes ken
fom te Heedom House Suvey of Poiical

Rogts adets b oo ndex n muk
plicative foom.  The Freedom House index
ranges fom 1 (maxdmum respedt  for  poli-

d gy ©7 Waasomed ts 0aD
assgn ascoe of 1o the maximumdegree
of poical ngs, and Ot te mnmum.
The soes o each couty n the oher o
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mensons  Which vary betveen 0 and 3) are
mikd  byter soe nte pdd OB
dresn  Theressn D niodee  tB5  \af
de n mig=le om 5 t& bd o
tos adeedod gsems tet wodd dh
ewse povde  accouniabily, woud do no
good | eedos wee not deen ad e po-
= g o te ppobn at regeced
Ahough  the Feedom House suvey B avak
dke afy a te oty bd  wvessane ta
et o poE gt & te sreod
bd dey medes tet o te aouny.

Snce te index just desabed has a maximumvalue of
3 wemuipy i by43 n oder b mekeit oconsisent
wih te oher indoes desobed beow, which vay be
tween 0 and 4.

Whenoounties  present o levels  of  subnational
goernmers  (nemedae adbcd) te ndex B deer
mined sepaaiely for each one of them, and the overdl
ndex for te coty b ddaned as awegied aere
whee te wegts ae gwen by te Edve  impoenee o
ech bd n A sheiod  epedues

INDEX OF DISCRETIONALITY OF
INTERGOVERNMENTAL TRANSFERS

Ths ndex messues te degee of dsoeion o te cen
d bd o gamat spdy te s o esues
o subnational  level govemments.  The index does not
rend © messue oher impotat  derdesics o te
desn o negovermed tarsks, auh as te e
ee o eqd erives  © an et Bd pel-
are, ec Addeed e@odn  onte da st wsd ad
ther souoess 5 powded n Appendk D

Toddan te index o dsoeiorely o inergov
emmena  taskes for each couty, to ses ae o
lowect

1.Computeanindexforeachoneofthe
fasls  fon te aaid bd D sbeod
bd gemmets o agwen oouty.
2 Wegt te paios  ndx o each taser
byte ;e npoe o ach taser n
Brs o te reoutss  tandered n 19%

The ndex o dsoeionally vaies wihn  arage
fom Ot 4, where O represents the minimum level  of
discretion and 4 the maximum. To compute the index,



188 PART THREE

two fudametd Bes o te taslr  poess ae den
o accout, and boh are gven te sameweght The
fd iex eaks fom te adin o te soe doaed
n boh ages

1 Mechansms O deermine  the amount of
te s
g Fxed amout o pecentege of
noncdiscretional income 0 pas
b Peeriage o hoome vaies  wihn
a preesabisned range 1 port
0 The amount is determined  in
the budget 2 pais

2 Medasms D deemie  the cistouion
d te taser  amoguidoos
a Fxed amount, preesabished
pecerieges,  djede
aitaia 0 paris
bles dpde dba 1 port
0 Beadve  dedsn 2 pots

INDEX OF BORROWING AUTONOMY

This index measures te degree of bomowing  autonomy
o sbaiord leves o govemment  The index of bor
roning auonomy can vary between 0 and 4. Obviously,
those oounies  where subnaional govemments  cannat
borov hae Oadonomy. Ou o te dher aieig, high
a wegts wee gen D te ssues o bak omesip by
subnational  govemments  and o govemment  authoriza
n Adid epadin onte dia st wsed ad e
souces s provided in Appendix D. The index s hbuit
aondy b te Tonyg del

)AY D boon
f sunaiondl  govermmens
camat borow, 2 pors.

2 Auroizm
f boromg by sioraiord goven-
mens requies  cenrd govemment
auhoizaion o d d 1pot
h te case o bcd goemmes,
f nermedate govemment  hes
b atoe, 05 pos

3 Baong a@EEs
f tee ae rumeid oodas m
borrowing,suchasmaximumdebt
svefeae 12 0 wb 05
pais, aodyg D owage o
QHa s

4l e d dt
Fit camt beuwsed r aret
epedues 05 pok

Tewde o te i€ pt o te ndex (el 1 tauch
4 s eqd D 2mns e sund te pas  fom diela

O towh @ Foeame f sbwiod gemes
naouty cand booy, te od for ts pat W be
2220 f tey eque cetd govemment  auhoizaion

and can only borow for ivesment, te vaue for this
pt W be 21055

Adrd dea ae

5 Shbeiod goemment  bens

f subnaional  govemments oawn
baks lpot [ tee bas hae
Subsianial mpoiance,  an
addiod 05 pos

6 Rt eBpes

f subnational  govemments owmn
ot pc enepises,  and
tee hae bed  bomonig
pedes 06 pok

Toddan te kx for each couty, te soes oer

aea O ad@ ae abkdo te i  pat o te iokx
Treindex 5 cdokied boh for te sae ad bcd
goemmets.  The ndex for each conty s te weghied
agege o boh whee te wegs corepod D te |
aive impotance of these o leves  of govemment in
od sbwiocd epadues
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ECONOMETRIC ESTIMATES OF DIFFERENT INSTITUTIONAL ARRANGEMENTS ON FISCAL

PERFORMANCE VARIABLES

Theestimaes peseied n s gpendx ae aosssec
n mesos o /auies (e Bauiess o Lan
Ameica and the Caribbean that are members of the In-
ter-AmericanDevelopmentBank,and21OECDcoun-

fes). The deperdet vaides  ae te donig
pefomaence  varisbes: 1) sze o te cosdiceed pr
I sr asapevenage o GDREg tree messue
mers od  edng by te consoiceied . pubic sedo
d gedyg s neet pymets ad oA sy
epaiues, adts B e bBs g epad
ues; 2 od adpmay e wps 3 pdc ddt
sapaoeae o GDPad as apacenage o |&cd  rev
enes, ad 4) te corelion betveen te odcd com
ponert of pubic spending and the cydical component
o GOPwhth wesd o pooydaly. Treit tee
vagbes (G2, supus ad o) ae te aemage for
199095, ad pogydcaly 5 cobed owr 1970%.
Wehave dwed te independet  vaidbes o two
gops 1) comrd  variabes, amongwhich are te pub-
et a e begrig o te peiod (1989, degee o
openness of the economy measured as eots  pus im-
pots over GDP,the percentage of the popusion  over
65, pr cgia  GDP,ad ok, lad 2 indiuiorel
\aighes, dodg te s o te ébood  daid a
district megniuce (e, the number of represeniaives
eded  per dbid) anindx o budggay  indilions
B) advabbdes asoEEed  wih e deceriaizain
pooess  such as degee of  decentralizaiion, an index o
boong  adoomy, degee o veicd A imbebee,
and an index of discretonaliy in intergovemmental
fransiers. Addiordl  nomaion  onte daia st used
adter souces 5 povided n Appendx D.
Athough the pupose o o reseach s foosed on
the efleds ta te idiuiond arangemens  hae on
dieet  fcd  pafmane vadbdes n Llan Amecan
edn te sape or woreasons 1) © ioeae e UM+
ber of cosavaios for econometic  puposes ad 2) ©
be abe © oconpae somed te resls  for Lan  Ameia
wih more developed  counties. Accordingly, for each
regesson  besed onthe enfe sampe, andher  reges
sionwasperformedinwhichthenumberofobserva-

tors wesimied © ust Lain Ameicen and Catbbean
aLnies

h addion n tose regessos et nduded  te
e o te phc sdor asadpadkt vadde o s
o onid \vaddkes wee uwed aetet ddes te pp
ugion ower 65 adte oher ta indudes per capla
GDP. These w0 variabes  ae not concunenty induded
b tey ae dsdy  comeed Mae spadcaly, te
ocouties wih ahger per capla oome ae a0 tose
tet hae ahgher popoton o ter popdion n e
tirement. Here it must be emphasized that when both
vaigbes ae nduked h ay o thee regessos, the
vadke ta Bk 0 be Giae B pr cgia CDP,
the popoion of the popubion  oer 65 remanng S
nicat a te lpeoet be  Coseqety, te st o
|Bgessos nwhih te adyss B besd ae regessos
wih apopudion over 65as acomd  vaidbe. None-
thess for conpeees d te mgessos  ae dyb
caed wih par cgpla GDPes aconid  vaisbe

Sysemaic s were conduced oneach of the I+
siiorel adad \vaddkes D sei ay giat
dieence e®ed n te dSope dumyamogte dfie-
et sss o couties f ts poed © bete cse new
|Egessos wee wn D dov  each oodficert @ Lan
Amenican and OECOounties) 0 be interpreted inde-
pencenly.  Addiordl &5 wee then conduded on each
gessn D sef tee wesay yiat deee n
the intercepts betveen the OECDand Latin  America.
However, no regesson  wes found o have any sgnif
at deexe n te neggk

Regessors  were mn on each of the fscd  perfor
maevadess D ety te éed o te coid e
ades onthe dependent vaishbes. The sze o te pudc
sdxr B podivey benced by boroning leves,  de
gee O goemess, popaton of the popuion over 65,
and GDPper capia. = For the regessons  tat havwe as a
Geperdrt vake te md A  sups o te plic
et s dfeent ooid  vaebes  recommended by
te leaue wee esed dods © te Bs O tade
pecerige o the popion ower 65 udker 14, o n te
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.



190 PART THREE

ogemess. N no cases were sgniicance s uder 10
peoet found hence tey wee it ndwed N te case
o pimay supls, det a the begming o the peiod
hed apodive e, which ndles  tat e courties
wih hgh det leves  a te begming o te peid ae
coutes  wh bBoer piray suplees Fely, te po
odcaly o fd  gedyg b posey  nbeced by
GDR(cHly.

ELECTORAL INSTITUTIONS, BUDGETARY
INSTITUTIONS AND FISCAL PERFORMANCE

Appendix  Tables Bl twough B4 summarize some of the
regessos tet wee nn D quaty  te npad o eec
od o buoggay  isilios on te dieert messues
o fcd  pefomence Agpedk Tabe Bl dons tet ds
fic  megiuke B posivey cworebed  wh te & o
te plt s Ths et B W iegEde d te
vaidbe  used 0 quantfy the sze of te govemment
danges in the set of contd  varibes  and whether o
not te sampe s resticed D oy Lain Ameican ad
Cabbean couies. 2

Appendix Table B2 shoas a negaive  relaionship
betveen te deiit megiice ad te supls boh od
ad pimaly.  Addiorely, t dons tet bugay st
uos Maeapde dd onbkd  wpss Ahouh
tee s ae e for boh spes te des o
pear to be stonger in Latin Amefican and Carbbean
autes boh h &ms o te s o te oot ad
wh ebdod  isUos seqaeny  \adds dx
d idios nged b tg e

These relationships ae peseved  when we proceed
b cosder det s as anindependent vaisbe  Ap
pedx Tabe B3 dons te edene o aposive e
OEp  baen te &2 d te eabd ad dt
ek Onte dher had, budosly  insfilions hae a
regghe  advay Syiat éd onddt s Aswh
te suplees  te ded o ebdod idLiDs on bo-
oAy el  lses  sonifcance whenit neads wih
buogay  idiuios Thee ks ae Mg iepec
e o e sanpe, ad ey ae even moe Soniicat f
weimt  te sanpe b wt te Lain  Ameicen and Car
tbeen  courties

Fey, edod  iHUos hae apde et
onte degee o fcd  procydically, when measured as
the comelaiion betveen te cdcd  component of gow
emmentconsumptionandthecyclicalcomponentof

GDPgowth, as maybe seen in Appendx Tabe B4. This
ouome 5 mohust regadess of whether te sampe s

restrictedtoonlyLatinAmericanandCaribbean
aLnies

DECENTRALIZATION AND FISCAL
PERFORMANCE

Apperdx  Tebes B5 and B6 show te  diierert reion
sps tet  decentraizaion and the way n which decen
tralization 5 sudued hae onte sze o te pudc
sdo. SAsmeined ealr;, te degee of ceoertela
in hesapde eed onte s o te goermet
T ek 5 W D te dieet meesues o 2 D
deat 5 d od vadks ado wete te ad
y 5 imed © te lan Amaieen ad Cabbesn aoun
tes Fote couties o te egn  te éed O deoen
el nte & d te pik ssr 5 b
Ahough  decertrelzation hes aded eled onte
se o te goemmet, te weyn whch & 5 studued
a0 hes apodsive  impact  Vetcd  imbebnce  and boe
roning autonomy have by themsehes no effect  on the
diferert messues o goemmat sze Noeheess  when
ay o tee vaibes s muiped by te degee o de
Cerirelzain, ta ded onte s& o te goemmet
B mpolat Thee eaks  ae et megadess o te
messue of S22 beg wsed te st of cod  vaiies,
o whether te sampe indudes the OECDpounties.
Treeled onte sz o the plbic sedr B een
geelr [ werbad tee hee wadles te 5 [ we
muipy  te degee of decentaizaion by the bomow
ing auonomy and by the degree of vertcal imbalance.
Ths  nieradion vage  hes avay Syicart posive
det onte s o gpemmet Ths eled 5 bBor n
Lain  Amefican counties  then in the OECDounties,
adi 5 st rgadess o te dierent messues of
e o te phc ssdr bag wed Theresls  ae een
sronger i insead of usng the borowing  autonomy
X n te neadn vaete  te idex o dsoein
dy d negoenmet tager B ued

Fel, [ decenaizaion 5 neaced  wih tee
readn vaeks nogged s ghae Tret
5 0 say, ewen though decentralizaiion hes a posiive
mped onthe sze o goemment, te wayh whch t
oganzed has a much more significart 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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Appendix Table B.1. Institutional Arrangements and Government Size

(Cross-section regressions, average 1990-95)

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

arrangements arrangements
District District

magnitude 1.48 1.67 2.10 magnitude 1.43 1.28 0.91
(T-Stat) (1.94) (2.41) (3.15) (T-Stat) 1.71) (1.62) (1.42)
Controls Controls
Constant 0.09 0.16 0.12 Constant 0.11 0.15 0.09
(T-Stat) (2.98) (5.19) (4.16) (T-Stat) (3.45) (4.63) (3.43)
Debt in 1989 1.58 Debt in 1989 1.65
(T-Stat) (2.28) (T-Stat) (2.19)
Openness 8.51 5.83 1.92 Openness 8.87 5.59 1.41
(T-Stat) (2.41) (1.67) (0.56) (T-Stat) (2.33) (1.59) (0.50)
Population > GDP

65 Years 1.90 per capita 1.52 2.21 0.68
(T-Stat) (7.28) (T-Stat) (6.38) (0.99) (3.72)
R2 0.75 0.16 0.20 R2 0.71 0.16 0.42
DF 30 34 32 DF 30 33 31
N 35 37 35 N 35 37 35
Fiscal Total Total Fiscal Total Total
performance Total expenditures| expenditures performance Total expenditures| expenditures
Latin America expenditures | (Excl Gss, Gr) [(Excl Gss, Gr, Gk) Latin America expenditures | (Excl Gss, Gr) [(Excl Gss, Gr, Gk)
Institutional Institutional

arrangements Arrangements

District District

magnitude 1.85 1.96 0.84 magnitude 2.24 2.14 1.13
(T-Stat) (1.10) (1.48) (0.85) (T-Stat) (1.34) (1.55) (1.12)
Controls Controls
Constant 0.08 0.10 0.10 Constant 0.05 0.08 0.06
(T-Stat) (1.37) (2.85) (3.56) (T-Stat) 0.71) (1.60) (1.62)
Debt in 1989 1.33 Debt in 1989 1.46

(T-Stat) (1.81) (T-Stat) (2.00)

Openness 13.03 12.66 5.56 Openness 15.17 12.88 6.01
(T-Stat) (2.95) (3.42) (1.98) (T-Stat) (3.36) (3.40) (2.15)
Population > GDP

65 Years 1.43 per capita 1.69 0.33 0.56
(T-Stat) (1.92) (T-Stat) (2.11) (0.55) (1.24)
R2 0.46 0.34 0.11 R2 0.48 0.31 0.13
DF 16 20 19 DF 16 19 18

N 21 23 22 N 21 23 22

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.
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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.




APPENDIX B 193

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.




Appendix 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) (1) (8)
Institutional variables
Decentralization 0.21 0.13 0.12
(T-Stat) (2.711) (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 @ @ ® @ ®) ©® () ®
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) ) 3) 4) (5) (6) (©) 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) ) (©)) 4) 5) (6) (©) ®)
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)

Country

Method of allocating
the divisible pool
among eligible units

Method of determining the total divisible pool

Specified share
of national
or state tax

Fixed
amount

Ad hoc
decision

Reimbursement
of approved
expenditures

Argentina

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

Bolivia

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

38

Chile

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

17

83

Colombia

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

85

15

Dominican Republic

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

100

Ecuador

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

100

Guatemala

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

100

Honduras

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

15
45

40

Mexico

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

36
38

26

Panama

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc

92

Peru

Origin of collection of the tax
Formula

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

Ad hoc

100

Venezuela

Origin of collection of the tax
Formula

Reimbursement of costs

Ad hoc
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APPENDIX D
DATA SOURCES

VARIABLES OF FISCAL PERFORMANCE

Tod phc dt s asae o GCDP.Aeage fr te pat
od 1990%6. Souce 1) Lain  Ameica  oan calouiations

based on Recert Economic Developmernts , IMF. 2) OECD:

OECDnational acoounts,  1996.

Careltion coeficernt betveen the odcd  component
of govemment consumpion  and the cydical component
of ouput for the peiod 19701995, Souces TaMi and
Végh (1996).

Consoidated pubic  sedor  ependires as a share  of
GDP.Average for the peiod 199095, Source: 1) Latin
Ameica:  own caloustions based on Recert Eooomc De-
velopments | IMF.2)OECD: OECDnationalaccounts,

19%.

Copd eqendies  fom the consoidaied pic  sec
tor asadae o CDRGK. Aeae for te peiod 1990
% Souce 1) Lain Ameicas  oan calouaions besed on
Recernt  Economic Developments |, IMF. 2) OECD: OECDna-
ford  aoouls 1996

Net et paymens fom the consoidsied pbic ¢
tor asadae o CDRG) Aweae for te peiod 1990
% Souce 1) Lain Ameicas  oan caouaions besed on
Recernt Economic Developments |, IMF. 2) OECD: OECDna-
tord  aoouls, 1996

Sodd sy  epedues fom te consodded pb
E sdr ssadae d CORGs) Awear for te paid
199095, Source: 1) Lain  Ameficaa  own caleulations

based on Recert Economic Developmernts , IMF. 2) OECD:

OECDnational  acoounts,  1996.

ConsOidated pubic sedor revenues as ashae of GDP.
Agae for te paiod 1990% Souce 1) Lan Arera
onn calouetions besed on Recart Ecoame Develpmers
IMF. 2) OECD:OECDmtional  accounts,  199.

Toal supus fom the consoidaed pbic sedr as a
share of GDP.Awerage for te pefiod 199095 Source:

1) Llain Ameicas  own calouiations besed on Recert B0
nomic Developments , IMF. 2) OECD:OECDnational  ac-
oouts, 199%.

Pimay supss fom te consddaied  plbic sedor as a
dae o GDP.Awage for te paiod 199096 Souce 1)
lan Amaica  own caouions besed on Rect Eoanc
Develgpmerts , IMF. 2) OECD: OECDnational  accounts,
199%.

CONTROL VARIABLES

Tod phdic delt as ashae of GDPat the begining  of
te poid o adyss  Soue 1) Lain Amea oanca
akbios  hesed on Reat Eoome Davebpres , MR 2)
OECD:OECDnationalaccounts, 1996.

Real GDRper cepla adusied by power puchese  pary.
Areae for the peiod 199095 Souce Unied Naors,

Wotl Davepmet Repot |, 19905.

Read GDPouput gowth. Average for the period 1990-
% Sue haraoH e Saes , Mach 1997.

Share of expots plus imports over GDP(Openness).
Agae r te paiod 190% Souce  heraod I

Share of popuaon  under 14 years odd, 199%. Sourcel
Word Bark indcaiors, 1995.

Sae o popion uder 14 adoer 6byeas dd 196
Souce: Woid Bark indcators, 1995,

Share of populaion  over 65 years od, 199. Source:
Worid Bark indcaiors, 1995.

Popuiation, 19%6. Souce Woid Bank indcators, 19%5.
Sndard  deviaion  of real GDPgowth for the period

197019%  (vokiy). Souce:  Owncaloukions besed
o harad e  SEFs , Mach 1997.
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Degee o deonialzain Souce  Decertiezaion U
vy coduded a the DB by the Ofice o the Chef Eonr
omst (1997), Gowemnment Fnandal — Satisics (199%),
and Nickson  (1994).

Veid  fd  imbeboe Suee Demrielmin sy
condced  at te IDB by the Ofice of the Chief Econo-
Mg (1997, Goemet Feaxd — Sds (199, ad
Nickson ~ (1994).

adlegd ®©6 OECDHdebery and Von Hagen (1997).

leghhe  eood  fombs S Codiod  ad
Bl bk

Absdie  rumber of pdiicd pates  wih  repeserichves
n pabbment Souce Wied Dedsen

Hede  nuber o pdid paies  wh eoeseEles
n pafament Source: - Owncaleuiations besed on daia
by Wired  Derksen.

Pecertage o legddive seats hed by the head OF o
amats py O e hte b @ 9 hose
Souce Wiled  Deksen

Changes N gL donng  meyod eedos, eec
in gsems or eeqdve  ad kegbive badh n s
reiod  bves  edEe o o medaEms o dizn

eda te DBhyte Oice o te Chef Eooomst (1997),
consfiuions admreeat B and Ndaon  (1999).

INDICES

hkx o Addy  Decerieizin Soue  Decericiz
fon suvey conduced a te IDB by e Ofie of the
Chif Economit (1997), Govemmert Francd  Sais-
s (199%), and Ndeon (1994)

Index o Budggaly  InsiLiions. Aeage for te peiod
1990%. Souce 1) lan Ameica besed onasuwy o
ductedatthelDBbyAlesina, Hausmann,Hommesand

Sein (19%). 2) OECD:kindy provided by Dr. Jurgen
VonHagen.

Index of Boroning Autonomy. Souce: 1) Lain  Amert
ca  Decentralzation saney oconduced at te IDB by the
Ofice of te Chief Economist (1997), Goemment
rencdl  Sefisics (199%), ad Ndeson (1994). 2 OECD,
kindy  povded by Dr. Jugen Von Hagen.

Index of Disoeioraly o negovermena Tiarglrs

Souce;  Decentralzation saney oconduded a te IDB by
the Ofice of the Chief Economist (1997), Govemment
Fencd  Saisics (19%6), ad Nden (1994).

Index of Polical Auionomy and Paricipaiion. Sources:
Decentraization suvey coouded a the DB Ly te OF
fore of the Chef Economist (1997)  consfutions and
reat s, ad Ndson  (1994).



