


INTRODUCTION

LatinAmericaandtheCaribbeanarebecomingmore
democratic.  Amongthe bomowing  members of the In-
te-American Development  Bank, ony 13 counties  had
demacraticgovemments in 1980. Today, al 26 coun
ties ae mt oy democaces bu a0 ae becoming moe
decentraized Whe oly tree ocuties n te regon
eeced ter mayos dedy n 1980 17 couies today
wets om o bd rEpesEn, whie h x dhes
mayos ae goponied by éeced  mundpal counds (see
Fpe 1)

Polical Oeoentralization hes been acoomperied by
an inaessgy decentaized Bd  gue The dae
o see adbd gemmets n od gemet sed
ing increased fom 156 percent in 1985 o amost 20
patet adecade b Ths pooess of decentraizaion
hes tansiened gedier  responshlies 0 suoreional
goemments in povdng senices  such as education,
hedh, hosg roads ad weier.

The move towards  deeper  decentralized democracy
hes conaed  wih - sbizain d te mjos  ecooniEs
ad te adpin o sudud eoms mevened n Pat |
o s Repot Ths &5 patgs suping  becase much
ud s ae e D adbe udk adoigEn 012
emments, snce these regimes do nat need the samede-
gee of sodcd oosat requed  h ademooagy.  The Lain
Amatan epriene B N dap atest wh ts vew
atad dnmooay meyhae aniheet B did bes
tad 5 apgaeed udk noe fded  deoaiezd aHWw
es Theebe t B &0 mpolt D noe tet as de
centralized democacy has deepened in Lain - America,
ckfds hae comedomn der reading 9 pecet o GDP
n 198283 tey have awraged 2 pevent n the 1990s.
h fad, asFgue lao sons te number of counties
wih  defcis uder 3percet of GDPwent fom fve n
1982 o 18 in 19%.

k agooeas, ten tet muchcan be keamed  aout how
tt enbedaved fon ts boady poe eqpaEeme
It foouses  on oganizaion o te fscd  deasonmeking
pocess,  becase te evdence sugess tet tB process

5 aid D e tat te adabgs o dnooec -
A i o and .
govemnment  acoouriably ae not wped out by e per

b o akde doe ta cn case indicert socel
outoomes.

FIGURE 1

Democratic Governments, Elected Mayors, and
Countries with Low Fiscal Deficil

Countries with
deficits under 3%

Number of Countries
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@mme Democracies e Elected Mayors

Onesuch exampe s te socaled  “commons prob-
B’ whih 5 pafobly at o Bd ssgs To
oet an nuive g for te rere of the pobem,
imegre youssf n arsauat  tet dies  wo dses
diden for $10 and obser  for $60. Youpefer  dhiden
Think now of what happens if you go wih nine fiends
adept Ddue te d F d te des akfor dik
en, then you have the choce of odeing chicken and
pag 0o addg for bser adpaig oy $14 e
5 [P x$10 +$50 /10, Hence you ae empied 0 order
bser Buwa i d te ohes pen D ader bbser?
Not oy woud bbser  ten oost you $80, but the dhide
enwald ot $6tet 5 P xO+$0/10 Son t6
ber seaio aswd  you mgt asswd ader  booser
Hence, no matter what the ohers pan © do, you wil
ask for lobster i you goin agoup, even though you
would have odered chicken had you gone on your own.

The probdem  highighted n ts eampe s caused
by the fat that people choose independenty  but pay
and makes them inefiicent fom the pont of view of

o . The s oeG . o
s b 9 n ta dieet corsiLendes dedke on

Spendng  niiatves thet ae pad out of a commonpod
o & resouces Ths  coodnein podem, F udheded
by te insiLiond farenok cankad D e=9ve U
o the commonesouce, e, D exessve  deids ad
ddis The pobem & poentaly een moe sios - wih
clecertiaization, g9e i n edlke ae usddn o]
gt te & budn ob de beis

Ths eanpe 5 st oed te pak o odedve
doe I gwes hns as b howb dange te deason
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medg poess n adey b aad pBs Bit 5 ma te
oy pobem. Other poblems dsoussed  indude:

e Adeig adequele polical representation o
indvoLel eedod peeeos  (ggegdion  podem);

e The enives o pdicas ad bueawrals D
fdov ter omnieess adm those o te eedos
(gency  prodem);

» The dificuity in making cedbe  commitments
st e podes  (echly o).

hts gt Llah Ameis ®&d adeemeks ae
S0 much more impressive. They show that democracies
can be madeto wok wel  Nevertheless, these posive
tends oo h te coried o dd ad newunsoved  po
brs esdosed n G LAY teegn d hes
abes owads deids  tet hes not been coaned  wih
eqd Es nd  oouies Seod Bd aouk
men wihede D te vl tet deadeizes Lan
Araican ecoomies whh imdes et e palicd S5
e must deher moe wencing adismes 0 a shot
a gen o e ten indsid demogaces.

Thd f&d pdes haem gaed te Ay
anticydical roe that economic teoy suggess they
shod adta daadaizes te epeiene o most i+
deid demooadss eead BA poy hesEded D
rad O te B dods t must dsob many n apo
odcd mare, ie, t hes been epasomay 0 boons
ad expecdy  coradionary n dovums, tus agga
vdg =her ten asioing  te udehig \oaily.

Thee 5 a0 eaidene tet maylan Areican v
emmes sfer  fon eecod  bubet odess  Buet deF
ds &y o govin te uup D te edon ooy
ody addmats n te dovg year

Somedt tese faues, ke te bes owads def
ds myekd te sarepdid ddotos tet hae
been wel documented for the industial democraces,
wih dmir negave efeds onter fscd  ouoomes
Ohas ®t  gedc Neados beveen tee pok
d deoios ad te deeadesics d te lan  Arer
can economc oot especely . geser ecoonic WOk
atity ad awesker ax bese In patodar, Chaper 1
agues thet oouies n the regon maybe tapped N a
Vs dake e rHy e iy s te
need for laiger  and moe frequent  fiscal adustments.
Dous abaut te ay o the pdicd SsEM D dav
o tose adusmets  maycasse acess o fnancd mar-
ks D dgper N bed imes  lak o e 1esouc-
es gloos  apogydd Bd madn g whenanmoe
sahizng respose woud have been most vaebe.  The
procycical response  then accentuates the  underlying
mecoeconomic  vokailly.

Feed pafomane s dleced by nieedn betnveen
podems in te dedsonmaking  process  and an econom:
c endomet te b ks fogvg Cheper 1 aelyzes
bos a the dedsonmeking  process.  Cheper 2 foouses
nte weyte cd deddomeEdg  poess B agaizd
a te reiocdl b, wie Oy 3sides fd  de
iz

Creger 2bds  spedicaly a eood  smETs ad
tey afled  howindvddl peeenees o wes ae ar
geped o sod  dooes  ad policel megies The
dger s edene tat ssEMs tet ®y moe onpo
poird  igoesEn, & qed b igpestepst
gsems, Bd D gerede ageder  number of efedve
pdid  paes  bs ocogesodl st for te gor
enment, and gesier  diiculy n addessy bwes o
gt bes and prooydcaly. Theyao &d D ed D
brger  govemmens,  which maybe eqlined  as a conse-
qene o e Bt ta  propotordl represeniaion S5
tems must nduwde te peferences of alger  shae o
\aas

Gl 2a0 douses hubgay  isilios ie,
te st of nes wheeby budgels ae dafed,  appoved
ad caied ok These es ae impolat  becasse they
mayaier e wayih which coodinaion, aechily ad
agency pobems  are deat wih.  For example,  spending
meas  te eeade bendks  bug adaty, S0
Bos soe elpss adte pic a bge me inr
Bad wh oeadhe n te bubg poes [ te po
ess B not wel studured, asn te dden ad bser
pddem, &t meyked D ecessve ey, ddios ad
debts, and inadequate  management of both good times
ad bed, as te poica poosss meyndt reed  gopopt
agy t chengng doumsnees. Couties  wih ftans
paet  buoet indiLiors tet phegd s ote
i ad powke  headhcd o agendaseting pon-
es n te bulgt poess for te e msEer ad te
eenlie Ve @yes @ pt andede  dek on
te s bwats dls  addds Ths sons te sog
budget  instiuions can oecore te fsd  comsequenc
es o popaiord represariaion, indcaing tat oo
ties need not reouce s tpe o dedod sy9EM N
ar b adee &d ad

Hovele, edy  relios hae v 0 dd e
ey wih te poders o pooydcaly and eecod
bkt odes Thedepger e wih asst o idess onthe
tpes o Fom tet ocod bedede ontexe fos

Chapler 3lodks a the delenges o decentraiza
n t mens te waysirdod goemet  dides



ae eeded ad sudes e distouion o te poner D
B, gerd ad borowv n te dieert ocoutes,  ogeh
e wih te vaetcd  frencel rhions  and imbelanoes
betneen te dieet bes o gopemmat t des te
peeE bk te pdd decertelzaim & po
vk n Eems o abeter meich between dizes preker
ees ad pc  piories, adte et tet eedos
meyhae n dsgdig pic  oices I a0 eqoes
te ik of coodination fues emegng fom te i+
cries et oe juiddn hes 0 & te huden a
o be ceated when subnational  govemments  face soft
bt cogas  tet ase whentey ean e te Bd
ed goermet © bd temou o frandel toubes.
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Budget constrainis can be avelogied by
e Limihg \vefcd imbebss byassgig O b
ndiordl  goemmes tose Bxes tet can be eficenty

mposed ad adeded & tet g

* Redudg the dsoeionsly and insiabily o
enmat  tases,

e Seing mandaioy oconstrainis on borowing.

Chapler 3ak0 dudes adsousson onhowi im-
pemat texe deEgs

Lain Ameica hes opled for democaic  partidper
tion and macoeconomic  Stabiity. Theddlenge s ©
ban aout te insiuiord aragemens tet can best
deher  onboh fos






