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Abstract
States usually differ markedly in terms of publangs provision and corruption. Why are some state
governments able to provide adequate health anthédo services, but others tend to specializéén t
provision of private goods such as public sectbsjand targeted transfers to specific clientelek® #We
some states better capable of promoting economielg@ment while others allow stagnation? Why is
corruption more prevalent in some states thantiere®? Why are some states more efficient in the
provision of publicly-provided goods and servicarttothers? Exploring the idea that political institns
are important determinants of the policies impletednn states, we propose a model of the policyntaki
process and then test its implications with statell data for the period 1999 to 2006 in Brazile Thcus
of the empirical tests is on the impact of politicampetition and checks & balances on the
characteristics of the policies that emerge instiages. Political competition has important virtsiou
effects on the choices made by governors and pthigical actors by determining how long they expec
to be in power, what they can do while in powed ahwhat costs. We develop an index of checks &
balances for Brazilian states and test the intenactf checks & balances with political competitidie

found that the impact of political competition \esmiwith the degree of checks & balances.
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l. Introduction

The main objective of this paper is to understdmeddonditions leading to predatory or virtuous
public policies. Brazil is our laboratory and i@ because of the variation in socio-economic itimmg
across the states yet still under the umbrell@®Brazilian federation, which controls for manyanta
level institutional determinants. The focus of theearch is on the determinants of the perceived wi
variation in policy outcomes across the Brazilitatess. We are particularly interested in corrupaod
the provision of public goods.

Broadly speaking, Brazilian states exhibit greatilsirity with respect to their macro level
institutional features which are established itestanstitutions. Politicians in both the legistatand
executive branches are elected every four yearsryprdportional representation, with open liststher
former and plurality with a runoff for the lattéregislators have no term-limit. Governors are a#dadvto
run for re-election just once and are very poweafithe state level, equipped with several instina
tools to govern. The decision-making process wititate legislatures is very centralized with an
extremely weak and unprofessional committee sysiefiact, legislative bodies are mostly reactive to
executive dominance. The state courts are fornvadlgpendent and in some cases work as an important
constraint to the executive’s preferences. Evaaiegtossesses audit courts that oversee the exeofiti
budgets. Even with these great similarities in seahtheir institutional endowments, the twentyeev
Brazilian states are very distinct with regardieit economic and policy outcomes.

Given the same macro state institutional endowmertiat are the determinants of the different
policy outcomes? We recognize that other econospecs such as the stock of investment, level of
economic integration with other states and withititernational market, and foreign investment play
important roles in economic and political outcontéswever, we would like to stress that micro
institutional aspects related to the state poliied policymaking play key roles in explaining dint
economic and political performance at the statellevBrazil. These include political competition
measured by electoral competition in the stateretibnal assemblies, margin of victory of incumisent
over rivals, electoral volatility, coalition sizand pork barrel allocations. We claim that thestofis
have a decisive impact on the propensity of paditis to engage in the production of public goods. W
also investigate the intertemporal dimension ofdheices of governors. politicians’ choices. Gowoes
with short political horizons — as opposed to danirgovernors that control a state for severalderm
will have fewer incentives to provide public goa@isl promote economic development. Dominant
governors, in turn, will have incentives to promet®nomic development because they feel they will
benefit privately from an expanding pool of res@sra their states. This is key to explaining thezte
posed by the existence of governors, in weaklytirtginalized states, that engage in predationevhil

others promote welfare enhancing measures andcpydodids.



In the next section we provide a review of therditare and position our contribution. In Section
Ill, we present an intuitive and formal descriptimfrour model. In Section IV we present our emiic
results highlighting the roles of checks and baanand political competition. Finally, in the causion

we sum up the findings and discuss their implicetifior future research.

Il. The determinants of public goods provision

In the last decade or so, our theoretical undedstg of the institutional determinants of good
governance and the attending problem of corrugtemexpanded greatly (Persson and Tabellini 2000;
Bueno de Mesquita et al. 2003; Besley 2006; Trams2t7). The bottom line of this literature is that
good governance involves to a large extent thetykil provide public goods. Recent contributions
emphasize the incentives politicians have to engatiee provision of private goods. Bueno de Metqui
et al. (2003) have developed a research programdasthexplaining the choice of public goods, pevat
goods and personal wealth, potentially applicable great number of political settings, both deratcr
and non-democratic. They investigate the “circumzta under which leaders realize personal gain,
promote public benefits and create special benfefittheir political allies ...(t)he degree to whithey
choose to emphasize one form of benefit over andghshown to depend on the selection institutions
under which they operate.” The authors find thatdize of the governing coalition is critical t@th
choice of public goods over private goods and Iseffefits.

Research on the institutional determinants of tio@ipion of public and private goods in
developed and developing countries is burgeoningmost of the existing empirical studies focudiom
national level. A small but growing number of cdamtitions, however, have explored this issue astle
national level (Besley, Persson, and Sturm. 20@5;dCand Murillo 2004; Remmer 2007; Stokes 2005;
Magaloni 2002; Chibber and Noorudin 2004). Thes#rdautions generally focus on a single factor or o
a small number of social and institutional explanafactors to determine public spending, e.qg.,
ideology, ethnic fractionalization, type of parfgstems, and credible commitment. Alesina and Raubin
(1999) explored the role of ideological factorgurblic goods provision. In turn, Alesina et al. 3)
argue that ethnic fractionalization and social fegeneity encourage the targeting of particularigbods
to ethnic groups while discouraging the provisidpublic goods. A contrasting argument is provided
Chibber and Noorudin (2004) who found evidence sujppg Persson and Tabellini (2000) who claimed
that proportional representation leads to lessipgialods provision. Chibber and Noorudin (2004 uarg
that states with two-party competition provide mpuoblic goods than states with multiparty competifi
reflecting contrasting mobilization strategiestwo-party systems, political parties require supjframm

many social groups and therefore provide publicdgdo win elections. In multiparty systems, needing



only a plurality of votes to win, parties use cludther than public, goods to mobilize smaller sexgt® of
the population.

Other contributions emphasize the role of partiesiidhe of parties is also emphasized in other
contributions, but their focus is on credibilitydapolitical market imperfections. Keefer and Vlaicu
(2007), for instance, propose a model of electowatpetitionwhere candidates have two costly means to
make them credible: spending resources to commigndigectly with voters and exploiting pre-existing
patron-client networks. In their model the costbwilding credibility are endogenous and lead tghbr
targeted transfers and corruption and lower pudgied provision. A related argument is found in
Robinson and Torvik (2005) who argue that oversiné@structural projects (white elephants) are a
particular type of inefficient redistribution, whi@re politically attractive when politicians firtddifficult
to make credible promises to supporters. They ghawit is the very inefficiency of such projedtst
makes them politically appealing because it allomy some politicians to credibly promise to build
them and thus enter into credible redistribution.

Attributing problems regarding the under provisairpublic goods to patronage politics is
largely tautological - by definition patronage pick promotes selective incentives over the dejivdr
public goods by discouraging direct appeals torgatieat are essential for credible mass-basedqadlit
parties (Keefer 2005). Remmer (2007) and CalvoMudllo (2004) focus on the political incentives
influencing the ability and willingness of politanis to target public sector allocations to politica
supporters (see also Alesina, Bakir and Eastei®@)L%Political parties diversify their resourcesasting
in private, club, and public goods for redistrilomtidepending on the different constituencies theyet
(Magaloni, Diaz-Cayeros and Estevez 2002). CalvbMarillo (2004) explore a model that considers
both the demand side (the varying dependence dicpagetor resources across constituencies) and the
supply side of patronage (where they uncover agaarbias), and explain why some incumbents are
more likely to benefit from pork. The use of pautaristic transfers to buy support is widespreachany
countries but may look puzzling because if theetdaallot hides voters’ actions from patrons, v@te
able to renege, accepting benefits and then vasntpey choose. However, as argued by Stokes (2005)
political machines use their deep insertion intters social networks to try to circumvent the secr
ballot and infer votes.

Our approach to the study of public goods provisicaws on the lessons from existing literature
but incorporates a larger set of institutional potitical factors (including their interaction). &ddition,
we build on the insights from the literature onat®e& balances. We use an extended notion of ch&cks
balances by including the media, public prosecutnodependent regulatory agencies and audit casrts
checks on the spending of governors. Several dantnis have showed how governments’ influence over
the media affects corruption. Adserd at. al. (20B8)netti and Weder, ( 2003); Djankov (2003); and



(Besley and Prat (2006) present evidence thatdahta of the media by the government affects
corruption. In our model we test for the controtted media by the governor as a determinant ofipubl
spending. Regarding the role for checks and batatieze is a large theoretical and empirical litea
supporting the view that the separation of powegoves the quality of government at the national a
state level (Persson, Roland and Tabellini 2002aAd Lassen 2003; Alt and Lassen 2008). As
additional checks on the choices of governors wkide judicial and quasi-judicial institutions. Reat
than examining each actor or political institutiarisolation, we look at the relevant interactidrttee
institutional players in order to better capture golicymaking process across Brazilian statesddgg
S0, we incorporate a broader range of players anmbd them in models of strategic interactions. This
“new separation of power approach” (De Figueireldmobi, and Weingast 2006) allows us to study

interlinked phenomena occurring in multiple indias.

Il. Institutions, players and powers

Il a. To motivate our formal model, we provide an intgtdiscussion of our hypotheses. The
key variables are the level of checks & balancebktha level of political contestability in a staBy
institutionalization we mean essentially the rohass of checks & balances. High institutionalized
political environments are typically states thatéaffective regulatory institutions, autonomoud an
independent courts of accounts, state assemblibgvafessional staff and active commissions, a
functional bureaucracy, a proactive public prosecsibffice as well as other oversight and delikigea
institutions such as councils. By contestabilitywean political competition. Low or non-contestable
environments are characterized by control wieldedllbes in states. Typically, in Brazil, Governors
exercise some or a great deal of control over tb@ia and over candidate selection at the stagt. lev

Table 1 shows the possible combination of thesiabims and the likely outcomes. In the upper
right cell, low contestability co-exists with weakecks & balances. Because contestability is lod, a
political elites dominate the political space, gatitical elites may have long policy horizons. Haxer,
in these circumstances there are incentives foepr@neurialism in the state and for the creatice o
professionalized bureaucracy and fiscal austgduernors are encouraged to engage in the productio
of public goods that produce results in the long However because of the weak checks and balance
institutions there would also be incentives foteslito engage in private goods provision and to
appropriate public resources for private use.

In the upper left cell, there is a combination igfhhcontestability and weak checks & balances.
In this case there are strong incentives for tlipron of private goods and corruption, becaugel

have a short time horizon. Low levels of checksa8ahces provide the ideal setting for predatory



practices, particularly if the level of contestitlils high. We expect low incentives for the syppf
public goods and consequently poor developmentabmes.

The bottom row represents cases of high levelfieflks & balances. High levels of checks &
balances create incentives for the supply of puddiads, but its interaction with levels of contegdity
may produce divergent outcomes. Low contestabitityy create incentives for clientelism, which is
mitigated by strong checks on the executive. In,thigh levels of contestability may create policy
volatility in case there is strong adversarial fcdil tradition in the state. This is the case whead
projects are discontinued because of preferenaipation or predatory practices adopted by thesto
differentiate themselves from their adversaries.

[Table 1 about here]

Il b. Theoretical Model

The discussion above motivates our formal modéhefchoices governors make about public
spending. The governor of a state maximizes vatds@ney. Votes include both votes for the
governor's own reelection as well as votes for@essor, given the existence of term limits in Braz
Money is desired both for its own sake and in otdgrurchase votes through electoral campaigns. The
governor’'s choice variables ag andEr which are the amount of effort the governor andskeasf
allocate towards producing, respectively, publiodmP,, such as public safety, health, and education,
and private goods$?,, that is goods that benefit specific small clogezlips’ There is a limited amount of
effort available to the governog , so thatE, + E, = E . In addition the governor chooses how much of
the resources received from private groups areatial to pursue reelection (or making a successar)
how much is pocketed for personal gain. &&le a variable that measures the share of tot@lires
received by the governor from private groups amduth corruption (e.g. overinvoicing) that are ufed
electoral purposes, wheredx1.

The governor thus choosEg E;, anda so as to solve the following problem:
MaxU[V(R,(E,). R (E,), aR(R (E)). - ))R(R. (E,).C((@. 6)]

subject to )

E.,+E = E and Ga<l.

The objective function shows that the governotilityiis affected by both voteg()/and by the
share of resources that are pocketed. Votes duended by the public goods provided by the governo
P, and through the private goods provided to the@stegroup$;. In addition votes can be obtained
through electoral propaganda which is purchasetjubie resource? provided by the private groups. A

! In order to simplify the presentation only onevpte group is included. This can easily be germgdlio allow for
n groups (see, for example, Denzau and Munder 1986).



fractiona of the resources is used for electoral purposdsemaining1- o) is appropriated by the
governor. Increased resources for personal ussssrtlie Governor’s utility but also has a cG$ty, 6).
This term is the expected cost of being caughtpmodecuted appropriating public funds, capturintdpbo
the legal penalties involved as well as any poé¢etectoral cost, such as loss of reputation. ddst is
inversely proportional to the share of funds usggtimately. The parameté measures the probability
of being caught, so th&?0. The first order conditions that solve this problare?

ou

P UWRRE -1=0 @
JE,

g_llzJ=UV[VP'RE’ +VFaR RT]+U (- a)RTPY -1 =0 ®)
%Y _UVTRE, (B ) -URR(E ) +C° = UV =UT-C" @

WhereA is the Lagrange multiplier on the restrictin+ E, = E .

Equations (2) and (3) together yield the followsandition:

U'VRRR =UYWP RS +UWRaR"R™ +UR(1-a)R"P™ =/ (5)

This condition states that the marginal unit obdftvill always be placed in that activity (public
or private good) which yields the greatest eledtatarn to the governor, given The term on the left
measures the gain from the marginal unit of eféorthe public good, which comes through votes. The
middle term measures the gain from the marginalafreffort on the private good. This comes in éhre
ways: (i) through the marginal votes generatechiogée policies (first part of this term); (ii) thigluthe
marginal votes purchased with resources obtainedchange for effort for private goods; and (iii)
through the marginal resources that the governokeis due to the additional effort for private gsolt
equilibrium the gain in utility to the politiciamdm the marginal unit of effort must be same fovate
and public goods and is equalto

Similarly, condition (4) states that the decisidmether to use resources for electoral or for
personal purposes is taken so that the margé@h(R$) goes to that purpose which generates most
utility. Thus in equilibrium, the utility from thenarginalreal is the same whether it goes to finance the
governor's campaign or his bank account.

Our primary interest in this paper is to analyea® lihe equilibrium values of the dependent

variablesE,, E;, anda are affected by checks & balances and by politoafpetition. Both of these

2 Let superscripts denote derivatives.



factors enter as parameters in several of theifumetn equations (2-5). In appendix A we providarief
discussion of each of these functions as theyteretiannels through which the impact of checks &
balances and political competition affect goverhoneices over public policies. This will set thage
for the next section where we test for these ingpacbnometrically. In addition a set of controladsled
to take into account the effect of each state’sienoc and social level of development.

Let the level of checks & balances be denoted kifzat of political competition by and the

social/leconomic effects ag In what follows we present the comparative siassexercise with the

function denoting the productivity of effort in ghacing public goods P, (Eu,6, 77 @) - and discuss
the results for the remaining other functions ia éppendix. This function measures the amount of
additional public good that materializes when aegowor allocates a marginal unit of effort towakis
We explicitly note that it is affected by boffand 7z There is no theoretical reason for expectingsthes
of these impacts to be either positive or negafizesee this consider, as an example, the impaet of
change that increases the level of political coitipatfaced by a governor. Depending on the
circumstances, this change may lead to either moless public good being produced from the maitgina
level of effort. Note that what is under considematere is not how much effort the governor desie
dedicate to public goods but rather more narrotmyamount of public good that results from the
marginal level of effort, whatever the optimal legéeffort for public goods may be. Suppose for
example that the increased level of political cotitipa leads to a situation where the governor sded
bring additional parties into his coalition. Conaily this may make the process of proposing, appgo
and implementing the legislation that generatepth#ic good slower and more cumbersome as it
requires more negotiation within the coalition. tba other hand it may be that the presence of these

parties in the coalition may provide more pres$arehe public goods to be provided in a timelieda

aPS5:
more effective manner. The point is that thereoisegason to suppose that7 will necessarily have an

oP.F
unambiguous sign (the same being true for .) In the same manner, improved checks & balances

may either improve or depreciate the productivitefort in producing public goods. This being the
case, the net impact afor donE,, E;, anda will be an empirical issue, which we will testSection 3.
Similar reasoning holds for the impact®6n the dependent variables (see the example below)
Although the results in Appendix A do not yield aitight hypotheses that can be tested, it
reflects the complexity of the relations that aeeny studied. Given the unwieldy nature of those
expressions, attempts to force an unambiguousgti@diby assuming away certain relations and ad hoc
postulating of the signs of others, would absttastmuch from reality and not provide useful resdir
understanding the nature of the relationship betwsditical institutions and economic performance i

Brazilian states. Instead our empirical strategyp isstimate reduced form regressions that willugkthe



net impacts of those parameters. The hypotheseg bested are whether checks & balances, political
competition and social/economic variables affestegoors’ public policy choices. If they do, then we

also want to ascertain the direction of the netdotp

(\VA Measuring the and Testing Impact of Checks & Blances and Political Competition on

Public Policy

The model presented above shows how the decisfaymvernors about providing public goods,
private goods or personal benefits is determinepdrmameters related to checks & balances, political
institutions, as well as economic and social chargstics of the states. The discussion of the hode
showed the channels through which the parameters #eir effects and gave concrete examples of the
parameters. In this section we test for the imphtite parameters on the choices of governors. iShat
we map from institutions to the characteristicpuaiblic policies. We estimate reduced form equations
using panel data for all 27 Brazilian states fer tho legislatures of 1999-2002 and 2003-2006.

Dependent Variables

The first challenge in pursing this strategy i®htain measures of the dependent variables. We
use six different measures of public goods, prigateds or corruption. The most obvious way to captu
the provision of public good is to directly measarpenditures in these areas. We use the expesslitur
health and sanitation divided by total expendituremsnever, public goods do not only come in therfor
of expenditures directly aimed at the final reaipid’ublic goods can also take the form actions tha
improve the functioning of government, such as imuprg the tax system or realizing important reforms
Many of these actions require upfront costs antilyaenefits in the future, so that a politicianteoe on
whether to pursue these actions will depend ompbltical horizon. We pursue a measure of public
goods of this nature by using as a dependent Varabindex of expenditure efficiency in the states
developed by Ferreira Junior (2006), which covieesgeriod of 1995 to 2004. The index is a ratithef
part of total expenditure that is effectively spenthe final public good that is being providedaluding
debt) divided by the administrative and other imediary costs involved in producing those services.
States with a higher value of this index provideenoublic goods at a lower cost. This index alstlypa
captures the notion of private goods, as a lowevalithe index might reflect larger chunks of tretes
budget going to groups such as civil servants andtcuction companies rather than to the finaliserv
itself. The rationale behind using this variable#apture the notion of the governors’ choice to/gle
public versus private goods is that improving theek, that is the ‘efficiency’ of public expendituis a
difficult task for a governor, who will or will ndée willing to incur such costs depending on thell@and

type of political competition that she faces aslasglon the level of institutionalization in thatst.

® Earlier periods were not included due to the lakclata for several variables for those periods.
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Governors that foresee longer expected periodfireavill be more inclined to seek improvements in
expenditure ‘efficiency.” Similarly, governors itages that are more highly institutionalized andeha
more checks & balances — e.g., independent jugligiaublic prosecutors, audit office, free pressl an
vigilant society - may have less ability to oppaoittically refrain from investments in improving
expenditure “efficiency.”

A measure of private goods which we use as therdigpe variable is the percentage of total
expenditures that are used for civil service setaaind benefits. Doling out jobs has been a toauiti
form of patronage in Brazilian state and local fixgdi which only recently started to be reined yrilie
fiscal responsibility law. The idea is to determwleether political competition and checks & balance
affect governor’s decision to indulge in this preet In addition, we measured the variation inlcivi
servant expenditures from the first two years iaren to the second two years, so as to see iffiaet®f
the proximity of the next election in increasingstform of patronage is also affected by political
contestability and checks & balances.

The final dependent variable that emerges frormtbdel presents an even larger challenge to
guantify, as data on corruption and illicit actiiy politicians are generally not available. lderto
provide a measure that proxys for the amount el benefit the governors and other politicians
achieve from office, we use data from the Supdtlectoral Tribunal that requires all candidates to
political office to publicly declare their wealtfihe data is not without problems as a politician ca
always lie or underreport his holdings and alsabee there is not data for all politicians as staitdo
report and others do not run for office at the ehtheir term so that they do not need to repairth
wealth again. Clearly this provides the potentialthere to be a selection bias. Note, howevet,dhia
observations are at state level and not at indalithvel. We take the average wealth variatiorefor
state deputies. Thus the final variable used doesantain a selection bias. It may not be a gaodypif
the number of deputies sampled to create eachsstdiservation is not representative, however thgite
be no selection bias as related to econometrimastn. In any case, we mitigate this problem bpgs
the number of deputies that was used to createstahobservation as a regressor in the panel
regressiond.Table 2 summarizes the dependent variables wangsrovides the sources.

[Table 2 about here]

Explanatory Variables

As explanatory variables we need measures ofdheus parameters from our model. We
discuss in detail below our index of checks & ba&m Most of the other variables capture different

aspects of political competition and fragmentatioeach state. We use both the number of effective

* In his study of campaign finance, Samuels (2002851) points out that the data conform to commosiseal
expectations regarding cross-candidate, crossepffind cross-partisan differences and that suderpatcould
never emerge if the declared contributions wersefal
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parties as well as indices of electoral competitiothe state assemblies. We also include the nuothe
parties in the governor’s coalition, which affettte executive’s ability to pass his agenda thraihgh
legislature’ We also have the margin of victory of the currgmternor in the previous election (in the
first round) which provides a measure of power exgectation of remaining in power. In the same vein
we created a variable capturing the power of gausrby interacting a dummy binary variable for #os
governors that won in a subsequent with the margiwhich they won. This variable selects for those
governors that had good expectations of remaimigpver and thus allowing us to test the impact of
longer decision horizon on policy choices. In cogriipork” from the federal level may also affect the
choices of governors because many of the amendnmxolse public works contracts, they potentially
create opportunities for corruption that involvatstand municipal level politicians such as govesno
mayors and deputies (Samuels, 2002). As an additpoxy for political competition we have data on
electoral campaign expenditures, which the caneglafve to declare to the Superior Electoral Courts
after the election. The total spent in campaigrstilmmed for the state and divided by the GDP.
Presumably the more spent the tighter the racefiflbexplanatory variables are education, GDP per
capita and income concentration (Gini). Educatfonsed a proxy in the model for the electoral raspo
to public and private goods. GDP per capita andrime concentration control for a series of other
variables that are related to the stage of devetopmf the state and its level of income. The dpson

of the explanatory variables and their sourcesanemarized in Table 3.

[Table 3 about here]

Measuring Checks & balances

Whereas there are several obvious and readilyadlaivariables for measuring political
competition, it is not so easy to get a measuhetks & balances, a concept which is not even
straightforward to define. In order to create atei of checks & balances, we collected state-ldatd
on seven variables. The focus is on the existeftextiveness and independence of several types of
agencies and organizations that have importans$ rolehecks & balances at different levels of
government, such as the judiciary, public prosesuod the media. These variables are described in
Table 4, along with their sources. We transforntedrheasures into a single index by taking the first
component of an analysis of principal componentssaibsequently normalizing to range from zero to

one’

® |deally we would like to have measures of whettarh governor faced divided or unified governmeatyever
such data is not available for most states, esk)yeeaimit can change across the same legislative, taccording to
the evolution of the political cycle.

® Descriptive statistics of all dependent and exgiary variables are shown in the Appendix.

" We reduced the three variables for the judiciang the three variables for public prosecutors nglsi indices by
principal component analysis prior to principal gmment analysis using all seven variables in TdblNote that
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[Table 4 about here]

The checks & balances index is shown in Tablenked from highest to lowest. Overall the
results are intuitive and fit reasonably well withmmon preconceived notions of which states hatterbe
institution. The bottom states are all state whighprior belief expected to find at the end of likkand
Rio Grande do Sul at the top also seems to fitr@hthe index seems reasonable and will be usdiakin
econometric tests both to estimate its direct efiedhe dependent variables as well as its effiethe
way political competition affects the dependenialales.

[Table 5 about here]

Estimation Results

The purpose of the estimations is to analyze holitigal and institutional environments affect
the characteristics of the policies that emergmfBrazilian states. The six dependent variables (se
Table 2) capture choices by governors to provideafe goods, public goods or personal gain. The two
variables that represent private goods are expeegion civil servant expenditures, and the vaain
expenditures on civil servants the political tefithe three variables that measure public good pimvis
are the primary deficit, health expenditures angkexliture efficiency. The final variable captures
corruption which proxy by the variation in the wibabf politician over the political term. We regses
each these variables against a series of explgnadables that can be classified into three sishsie
variables. The first is the checks & balance indegcribed in the previous section, which provides a
guantitative measure of the level of institutiooahstraints against opportunistic behavior by the
governor. The second is a set of variables thasoreahe level of political competition or contdslity
faced by the governor. Finally there are variatihes control for general economic and social fezdwof
the state, namely, GDP per capita, wealth condémtrand education. In addition, we control forefik
effects. The estimations are thus reduced formsctzture the net effect of the parameters of tbdah
on the dependent variables, without the pretenestihating a structural model that would incluide t
relationship among the dependent variables. We agethel of all twenty-seven Brazilian states acros

two periods that cover two sets of four-year poédititerms (1999-2002, 2003-2006). Estimation wasedo

we estimated the two periods together so as tdeceraindex that is comparable across time. Thmalization was
done using the following formulafx — Min{ x;, X }) /(Max{ x;, Xy} — Min{x;, X\}) , which does not distort

the variable distribution. In addition to this pesoltire, we also created a checks & balances indag tise average
of the ranks of each variable, so as to allow famparability among variables with different unite principal

component index and the rank index were highlyetated (0.88), which provides evidence of the rtfess of the
result. In the end the principal component index whosen because this has become the standardipreder

creating indices in recent literature.
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controlling for fixed effects except in two caselsere a Lagrange multiplier test recommended random
effects®

When analyzing the results it is important to keemind the discussion in the previous section
about the expected impacts of checks & balancegalitical competition on the dependent variables.
The model shows that these factors work througlrgelnumber of channels (see Appendix ) and tieat th
final impacts of checks & balances and politicahpetition on the choices of governors are ambiguous

In Table 6 we present the estimation resultsHerfirst five dependent variables. In column 1
‘civil servant expenditures as a percentage of teteenues’ was regressed against the three sulifsets
variables described above. As noted, jobs in thiésgrvice have been a major form of patronage in
Brazilian politics and serve as a measure of peigaiod provision. The coefficient on the checks &
balances index is negative and statistically rédig5%), indicating that constraints from other
governmental branches and agencies, such as tie&jydpublic prosecutors, state audit offices] éme
media, do constrain the historic propensity by goees engage in patronage politics. A one standard
deviation increase in the checks & balances inditk, all other explanatory variables at their means
(dummies set at zero), decreases the percentaggenditures on civil servants from 43.6% to 38H%
state revenues. This is a large impact and indidhi the characteristic of a state’s institutiona
environment which we call checks & balances ismapartant determinant of a state’s public poficy.

Of our measures of political competition, threéafales were found to have statistically reliable
effects on the expenditures on civil servants. fiiseis the level of electoral competition for thate
assembly (candidates per seat), which has a nearlimpact, increasing expenditures at low levéls o
competition and decreasing them at levels grebtar 5 candidates per chair (the average is 4.65. Th
result indicates that states with high levels ettiral competition willceteris paribushave lower
public employment. Because this is a traditionaifof patronage in Brazil, this result can be ipteted
as indicating that after a threshold level, eleadtoompetition has a virtuous effect.

The two other political competition variables watignificant effects in column (1) both measure
aspects related to the time horizon of the govetribine first is the margin of victory in the future

election for governors who went on to run for aeotterm. This variable captures the expected

8 In two cases a Lagrange multiplier test recommen@d@dom effects. Note that simultaneity is notissue in

these regressions as there is no reason to sus¢dhe variables that measure governors’ choiemsld have
reverse causation on checks & balances or theblasidhat measure political competition. Given shgall sample
size relative to the large number of potential erptory variables, specifications were chosen dngpgtatistically
insignificant variables, except for the checks dradance index and GDP per capita which were maiethi
throughout.

® Although considering the impact of a one standdesiation change is standard practice and makesesen
compare the variation across states, it is impottakeep in mind that a state’s checks & balargpigally change
very slowly so that one would not expect such @ laeross a four year political term. For our dia ¢checks &
balances index had a standard deviation of 0.22@reas the average increase from the 1999-2002 ttetive

2003-2006 term was 0.000037, with a minimum of6Ga@id maximum of 0.187.
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probability of remaining in office, as victoriestvihnigh margins are generally not surprises binerat

well anticipated in advance. This variable showddnpositively with the time horizon of governofdie
second is a dummy for lame duck governors, whakieady in their second term and thus ineligible to
run for reelection and should capture a shortee tiwrizon. Our results indicate that both variables
reduce expenditures on civil servants. Governors @dpect to remain in office for an additional four
years seem to refrain from patronage hiring whel@as duck governors, who have shorter horizons in
office, also seem to indulge less job distributiArpossible explanation is that the creation okjglelds
more benefits over time, in the form of sustainggdp®rt from the individuals, rather than in a ohets
lump sum. As such it is of less use to an outggmeernor who will prefer, perhaps, to pursue inkatc
resources.

GDP per capita and income concentration (ginifamehts) entered the regression to control for
the level of development and socio-economic charestics of states (education was not found to be
statistically significant). The results show thzgteris paribusricher states tend to have lower
expenditures on civil servants as a percentageveinues. Greater income concentration in statefses
in higher expenditures on civil servants, thoughdffect is non-linear and reduces as concentration
increases. We control for other time-invariantestiaracteristics by fixed effects. The reportéiskhe
within-R? as we are performing fixed effects estimafidfihe value of 0.75 indicates that our three
subsets of explanatory variables explain a gootiggoof the variation in the dependent variable.
[Table 6 about here]

The second column in Table 6 also uses civil sereapenditures (%) as a measure of private
goods, however, rather than using the average waeiethe four years in the political term it usies
increase in the averages of the first two to thetl&o years. By this regression we assess whektasks
& balances and political competition have a varyéfigct depending on the political cycle, i.e. the
distance to the next election. The average vanaticivil servant expenditure within the electacgitle
is small (approximately only 2%), but this masks thuch greater variation across individual states
(maximum 44.9% and minimum -46.9%).

Column (2) in Table 6 shows that increases in khi&balances reduce the propensity to hire
more civil servants as an election gets neareméstandard deviation increase in checks & balances
with all variables at their means (dummies sef) aivBuld cause the variation in civil servant otlez

electoral term to change from 0.6% to -20.3%, cagain quite a significant impatt.

1 The within R is a measure of how much the model helps whengrio predict a new observation on one of the
states already in our sample.

! Because the dependent variable is a variationgomérol for the initial level of civil servant hirg in each term.
As expected this variable is found to have a negathpact on the subsequent variation, indicatived those states
that already have hire levels of hiring have lessn for increased hiring.
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We found that four of our political competitionriables had a statistically reliable and large
impact on the change in the percentage of the hadigeated to civil servants. Both higher levels o
electoral competition in the state assembly andtgranumber of parties in the governor’s coalition

constrained hiring as the election approached. & hesults provide empirical evidence that the net

impact of political competition on private goodsgative, that is%i < 0. The regression also
m

showed that states whose governors were from the party of the President, tended to increase their
hiring over the electoral term less than those fodther parties. In addition it was found that laghek
governors tended to increase their hiring over tteems. Column (1) showed that lame ducks governor
tended to hire fewer civil servants than the otf@rernors. Column (2) shows that those civil setwan
that they did hire were predominately towards the @f the terms of governors. That is, althouglythe
prefer to put less effort towards providing privgteds in the form of government jobs, possibly to
concentrate on personal benefits, they do nevedhdiave the incentive to establidhinaccomplito tie
the hands of the next administration by hiring meogkers. Although GDP per capita was not found to
be significant it was kept in the regression totamrfor economic and social characteristics ofdtedes.

In Column (3) of Table 6 the dependent variabliaésaverage primary deficit of the state in each
four-year period? The idea is that keeping public finances in ogfevides benefits to the citizens of a
state as a whole and as such has the qualitiepwflac good. Furthermore, balanced public finances
require effort from the government and have highasfunity costs, in the sense that a governor @ith
short horizon would have much to gain from incugriteficits. The impact of checks and balances en th
deficit is negative, though convéXAs seems reasonable, states where several differtors, such as
audit offices, public prosecutors and the media,amstrain the executive tend to have lower dsfimi
higher surplusegeteris paribusWith all explanatory variables at their meansfdes set at 0 and
period set at 1999-2002) a one standard deviaticrease in the checks & balances index leads to an
increase of the surplus from 6 % to 15%. Once atj@irevidence points to a large impact of checks &
balances on public policies.

Of the political competition variables we foundeé of the coefficients to be statistically relebl
and large. The first is the coefficient on electo@mpetition in the state elections for federgbutees.
Representatives in the National Congress play goitant role in defending the states interestat th
federal level and in particular in assuring higtiensfers to the state. Clearly the level of cortipet
among the group of federal deputies will affecirtiadility and propensity to cooperate or competthat

task. Similarly the relationship between the goweramnd the deputies should have important

2 The higher the value the greater the deficithst hegative values indicate surpluses.
3 The curve for predicted primary deficit slopes atigely from 0 to 0.77 and then rises. All 54 of @bservations
are on the negative portion except for three.
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consequences for the policies adopted. Despitarthertance for cooperation it is not cleapriori what
the impact of competition will be on the charaatiécs of public policies. Our results show thathgg
levels of competition lead to lower deficits. O thther hand, a larger number of parties in the
governor's coalition in the state assembly leagrater deficits, possibly due to the need to agpea
more interests. The data also indicate that govertiat are from the same party of the PresidddC(h
the first period and Lula in the second) tend teehiass fiscal discipline. In principle, greateoximity
to the federal government could lead to eithereoett worse public finances, for example throughda
transfers or through less strict application ofdisresponsibility rules. Our results indicate et
predatory effect dominates. Lastly, the social-eooic controls indicate that richer states (totalRsD
rather than per capita GDP) and more educatedsdtatie lower primary deficitseteris paribus

In the last column of Table 6 the dependent vigigbhealth expenditures as a percentage of total
expenditures, an attempt to measure the providipaldic goods in a very direct way. We found check
& balances to be positively related to health exiitenes - at a 10% level of statistical significan@Vith
all variables set at their mean values (dummiestsetro) the level of health expenditures risemfr
13.5% to 15.8% of total expenditures. This is aalie impact, though we cannot tell from this asialy
whether the additional expenditures come at theafosther public goods or more narrowly targeted
policies.

Political competition is also found to have awinis effect on health expenditures. States with
greater electoral competition, both at the statefaderal level, as well as states with more eiffect
parties in their state assemblies, have a highlmrgption of their expenditures going towards health
Lame duck governors, on the other hand, tend te lawer spending in this area, as do governors who
are of the same party of the President. In bothede instances the effect of lower competitico is
reduce the level of public good. It is also fouhdttstates that receive more pork in the form dividual
budget amendments (divided by GDP) have greatdihhegenditures, possibly because these
amendments often revert directly into health relaependitures or, alternatively, they free up veses
from other areas to be used for health. Finalbhet states spend a higher proportion of theif tota
expenditures on health, though the effect is radtstically reliable at conventional levels.

In column (1) of Table 7 we present the resultsafgariable that captures the decision of the
governor to seek her own benefit as opposed twfithe public as a whole or of private grodpgve
refrain from calling this a corruption equationcasruption may also be a means to provide private a

even public benefit. Because seeking personal hésnefpically illicit there is no data availabtbat

4 For this set of results we estimated the modelgusindom effects because a Hausman specificatimmunder the
null hypothesis that the individual effects are amelated with the other regressors in the modelndit reject the

null hypothesis: column (1) )(82 =9.17, p-value = 0.3282; column (2))(2 =4.10, p-value = 0.6636. Note that this
test is performed without an intercept or dummies.
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measures this behavior directly. As a proxy wethedncrease in personal wealth as declared by stat
deputies to the Supreme Electoral Court beforeadired each four years in power. Ideally we woulgéha
liked to use data for the increase in the wealtosfernors as the dependent variable, but there wer
many missing observations as governors who couldmdid not chose to run for office after their
gubernatorial term did not have to declare theialtie Our assumption in using state deputies is tha
there is a high positive correlation between tloegase in wealth of the governor and other pdditisiin
any given state.

Column (1) shows that the checks & balances indaxahnon-linear negative and increasing
impact on wealth variation, indicating that thotses with checks on behavior (as measured by the
quality of the judiciary, public prosecutors, audfiices, media, regulatory agencies, civic comrtyuni
and the judicial watchdog) have lower levels of@ases in wealth for their state deputies. A oaedsird
deviation increase in checks & balances, with atlables set at their mean levels, reduces thegeer
increase in the wealth of politicians from 232%4.68% over the four year political term. This result
indicates that in states with higher rankings m¢hecks & balances index there are forces thaganét
the use of power by politicians to pursue their avaalth. Ideally we would like to make this claior f
the specific case of the state Governors, but dtiget lack of data on their wealth variation, wa oaly
presume that the same effect holds for them.

Several political competition variables were fowodffect the variation of politicians’ wealth.
The effect of electoral competition within the stassembly has a negative and statistically reliabl
(10%) effect on the wealth variation of the depaitiehis index measures the relative number of
candidates per seat, indicating a virtuous effépbtitical competition in checking opportunistic
behavior. Similarly, the greater the number ofigarin the governor’s coalition, the lower the gmse in
the wealth of state deputies (significant at 5% &l not have a prediction on how the number of
parties in the coalition would affect the abilitydccumulate wealth through kickbacks. Having taat
and manage a more fragmented coalition might regbat the governor concede more benefits to the
deputies of the coalition. On the other hand, éf glovernor has a supermajority, then having morgesa
in the coalition might allow the governor to play one party against the other and thus have tceda
fewer benefits. That the effect is negative prosideidence once again of a virtuous impact of igalit
competition.

Our results also indicate that the greater the murabeffective parties for which the state has
representatives in the National Congress, the grésthe increase in wealth of the state depufies. is
a case where more political competition or fragraganh leads to more personal benefit to politicians
within the state. Our model does not predict tiga sif the relationship between federal and state

deputies; our result only suggests that theraddbast positive connection reflected in the datarder
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to interpret this it would be necessary to anatyeerelationship between the local politicianstésta
deputies and mayors) and the states’ federal reptatives. Presumably the key to understanding this
relationship is in the pork brought by the feddegislators to local specific areas in the stateictvis
crucial for strengthening popularity and reelectitiances. This process is also an important safirce
corruption as the implementation of the project®ined allow for over-invoicing and kick-backs. One
way to interpret our result is that in states withexe are more parties bringing in the pork, siajguties
are getting a larger share.

The wealth of deputies also increases more iestahere governors win the next election, and
when their margin of victory is greater. We conetied this measure to capture the effect on goveroior
feeling safer in office. The positive and signifit§1%) estimated coefficient shows that those guwmes
with longer-term horizons allowed greater increandhe personal wealth of state deputies. Thislrées
contrary to the notion of an end game giving iniv@stfor opportunistic behavior. It may be that
governors that will be in power for a longer perazé more powerful and better able to resist
investigation and prosecution as they have priedegnd immunities while in office, which leads thiem
more, rather than less, opportunistic behavioralsinGDP per capita was not found to be statififica
significant but was nevertheless maintained torasthat the checks & balances variable is not simpl
capturing the effect of greater economic develogmen
[Table 7 about here]

The second column in Table 7 shows the resultthfowariable that measures expenditure
efficiency. The basic idea is that improving expéemés has the characteristics of a public goathén
sense that it benefits the population at largeyelbas having investment-like qualities in thatlsefforts
typically have upfront costs and deferred benefiescause some states start off at a higher level of
expenditure efficiency, they have less room forriowement, so we use the initial level of expenditur
efficiency as a control: its value in 1998 for firet term and for 2002 for the second term. Thereed
coefficient for this variable is negative but neliable at generally accepted confidence intervals.

Our results show that the index of checks & bataritad a positive and significant effect (5%),
on expenditure efficiency. A one standard devialimnease in the checks & balances index - with all
variables set at their mean values- increasesxpenéiture efficiency measure from 16% to 43% which
is a very dramatic improvement, though we note @wgzen the caveat that typically checks & balances
evolve slowly over time.

As before, we found that electoral competitiothie state assembly has a virtuous effect, leading

to higher levels of expenditure efficiency improvarh However, the opposite effect was found for

15 For the second period we only had expenditure ftat2003 and 2004. The addition of 2005 and 200gukl
strengthen our results as many effects may coroepilaty towards the end of the term.
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electoral competition in the House of Representatione of the other coefficients for our politica
competition variables were statistically reliable.

What lessons regarding the determinants of thecelBddy governors on the provision of public
goods, private goods and personal benefits canrenarized from the six regressions in Tables 67hd
Our results indicate that checks and balances aairguous impact on the behavior of governors; the
level of public goods increases, while private gopdrsonal benefits fall. It is important to pant that
this result is not simply a spurious correlatiorthad checks & balances index with higher levels of
development, as we controlled for GDP per capitalithe regressions. The second conclusion is that
political competition variables are highly influaitin the policy choices of governors. In genehal
political competition variables have a virtuouseeff increasing the provision of public goods and
reducing private goods and personal wealth. Finalé/found that the social and economic variables,
GDP per capita, education and wealth concentratiad surprisingly little explanatory pow&rThe

results lend strong support to the importance tifipal and institutional determinants of policies.

V. The Interaction of Political Competition and Checks& Balances

The model in Section 3 predicted that political petition and checks & balances are key
determinants of the characteristics of the polidgimzaprocess and the regressions in Section 4 ghedvi
evidence of the signs and magnitudes of thosdarkitips. We found that political competition has
virtuous effects in some cases but predatory effiecvthers! In addition, the coefficient on the checks
& balance variable was large and statistically igant in all of the regressions and found to alw/a
have virtuous effects. We now turn to an investigabf the possible interaction between political
competition and checks & balances. Our model allfmvshe possibility that checks & balances works
indirectly by affecting the way political competiti impacts policy choices. For example, the impéet
political competition variable may be stronger aaker if checks & balances are more highly develope
In principle both of these dimensions can reinfazaeh other or work in opposite directions. Here we
sort out whether such an interaction exists aisd iivhat form it takes.

The strategy that we pursue is to interact ouckhiand balances measure with our political
competition variables to the prior regressions.tifiave can quantify and draw inferences from the
varying effect of political competition on policharacteristics as the level of checks & balancesgés.
This will allow us to determine, for example, whatlhe effect of political competition on politicisl

wealth variation gets more or less restrictive aswove form states with lower to higher levels loéaks

'8 |n previous versions we included variables forgrty, the Human Development Index, natural resayregports
and violence, but none of these variables had gadton policy.

" We consider the effect of a variable virtuous witdeads to an increase in public good or a deszréa private
good or personal benefit. A variable that leadthéopposite results is considered to have a ppgdaffect.



20

& balances. If we find that the effect of politic@mpetition gets stronger (that is, larger in &ltso
terms) in more institutionalized states, then we @anclude that political competition and checks &
balances are complements. If the effect of polittoanpetition gets smaller or even becomes steailbyi
equal to zero, then we can conclude that bothesfetdimensions are substitutes.

We re-estimated each of the six regressions iteSahand 7 including a multiplicative
interaction term between the checks & balancesxiaae each of the following six political compaeiti
variables: i) electoral competition in the Statesémbly; ii) electoral competition in the House of
Representatives; iii) number of parties in the gowes coalition; iv) margin of victory in the last
election; v) lame duck governor; and vi) governottie President’s party Before presenting the
aggregate results it is useful to examine soméefridividual results so as to understand in the
investigative technique. We will focus on whethwe political competition variables have virtuous or
predatory effects, and whether the interaction wftecks & balances is a substitute or complemeint. O
the 36 interactions, we show just one graph dwepaee limitations and the rest we summarize ind abl
8.20

Graph 1 shows the result from the interactionhafaks & balances with the number of parties in
the governor’s coalition when the dependent vagigbthe increase in wealth of state deputies.sldye
of the line is the estimated coefficient for eagbel of checks & balances. The dashed lines aragper
and lower bounds of the 95% confidence intervadulghout the range of checks & balances. Whenever
this interval contains the value zero, the estichateefficient for that level of checks & balances be
considered to be statistically equal to zero. Nlo&t for low levels of checks & balances the estada
coefficient is negative and statistically relialde,that more parties in the coalition have theafbf
reducing increases in the wealth of deputies dwvepblitical term. This is simply the result ob&dnin
the previous section and it ascribes a virtuouscetb this type of political competition. Here thdded
value of the interactive effect is that we canlsee the impact of coalition size varies as checks &
balances varies. As checks and balances incrémsestimated coefficient becomes smaller (closer to
zero). For values of checks and balances 0.3%aé#icient becomes statistically equal to zero
indicating that for those points the political cagtipon variable no longer affects the wealth opulies.
As shown in Table 5, 16 states in the 1999-200Bbgend 15 in the 2003-2006 period are in the range
below 0.39 where the coefficient is statisticallymsficant. Because the number of parties in thadition

only affects the dependent variable in states leithchecks & balances, the presumption is then that

18 We adopt the graphical method for analyzing mlidtiive interaction terms proposed by Brambor,rCland
Golder (2006). It displays all the information frahe interaction of the variables, including théoimation needed
for inferences.

9 Given the size of the sample a separate regressam run for each multiplicative term, resulting 36
regressions.

2 The other graphs are available upon request.
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these dimensions are substitutes. When stateswell/&inctioning checks & balances against
opportunistic behavior by politicians, politicalropetition is unnecessary.
[Graph 1 about here]

We summarize the results of the 36 regressiotisinteractive terms in Table 8. The six
dependent variables form the column headings andi¥hpolitical competition variables form the rows
Each cell provides six pieces of information. Thstfline shows if the political variable increases
decreasegeteris paribusthe dependent variable. It also classifies thigact as virtuous (V) or
predatory (P). Note that this classification defgenat only on the sign of the estimated coeffigeand
whether the dependent variable is a public goddata good or personal benefit, but also on the
relationship with political competition. Whereag tfirst three political variables increase politica
competition, the opposite is true of the last thEsing a lame duck governor or having won the last
election by a larger margin are both instanceswel competition from the governor’s point of view.
The second line in the cell establishes whethemiteeaction between checks and balances andqgabliti
competition is a substitute or a complement. Heltine in the cell provides information on thenge
of checks and balances for which the interactiastatistically significant. The fourth line giveset
confidence level used in the analysis. Finallyftfik cell lists the number of states in each perib999-
2002 and 2003-2006) for which the impact of therattion was statistically significant.

[Table 8 about here]

We note that the same political variable can hath predatory and virtuous effects across
different dependent variables. The number of paitighe governor’s coalition, for example, has a
virtuous effect in columns V and VI, reducing ptizggoods and personal benefit, but a predatorgteffe
in column 1l where it increases the primary ddfigiable 8 shows the incidence of results alongwloe
dimensions predatory/virtuous and substitute/compld. It shows that in 14 of the 20 cases where we
found an impact, political competition had a viigsceffect. Nevertheless there were five cases inlwh
more competition implied a reduction in public geaat more private goods/personal gain. The nature o
the interactions was also not homogenous, withaB2€ where checks and balances reinforced the impac
of political competition (complement) and 9 whermitigated that impact (substitute).

The varying impact of the political competitiorriables as well as the differing nature of their
interaction with checks & balances, might seemudshg to some readers, who would prefer a single
overarching result ascribing the same impact ateftantion across dependent variables, such asumel fo
for checks & balances. However, our results foitigal competition simply reflect the fact that the
different variables measure different aspects tfipal competition. Political competition encomgas
several different attributes which are presentarying degrees in each of the variables we useneSo

attributes capture issues related to the govertione horizon, such as those predominant in thelam
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duck variable and the margin of victory in the lalstction. Other attributes capture issues related
contestability and the existence of more or less payers, such as the electoral competition e
Yet another attribute that may permeate the palitompetition variables involves the issue of
transaction costs in realizing political exchangesin the variable that measures the number tiEpan
the governor’s coalition. Each of these attribytesneates, to a greater or lesser degree, eabb of t
political competition variables, so that greateels of political competition may have differentesfts on
the dependent variable depending on which variahle/olved. To see this, compare the expected
impact of the lame duck variable and the variabéasaring the margin of victory in the last election
Both a lame duck governor and one that has wofta#itelection by an overwhelming majority are in a
position of reduced competition, as the first cdarna for reelection and the second supposedlyahas
head start to win the next election. Nevertheldggsjmpact of this reduced competition can reasignab
work in opposite directions. Whereas the lame dymkernor has a short horizon and fewer electoral
incentive to pursue good policies, the other hlamger horizon and may find it in her interest togue
good policies. Our results are consistent witheéhegectations (see Table 8). The margin of victory
variable was found to have a virtuous effect in tagiances and the lame duck variable to have a
predatory effect in two cases and a virtuous effeone? The fact that different political competition
variables can have different effects and interastisimply reflects the variety of incentives coméal in
different variables. If, however, one had to clgssach of the political competition variables asuous
or predatory, then the conclusion would be thaitipal competition is overwhelmingly virtuous, agef
of the six variables had predominantly virtuous as on the public policy variabl&sOnly the margin
of victory in the last election implies that mom@petition leads to more predatory public policiésall

other cases political competition is more oftemthat virtuous.

Conclusions

We modeled and tested the determinants of publicgmat the state level in Brazil, in particular
the decision by governors, to pursue public gopdsate goods or their own personal wealth. Our
overall finding is that checks & balances and j@itcompetition are the major determinants of the
policy decisions of governors. Our empirical resshow that better developed checks & balancesdave
strong impact on the choices of governors to irsggaublic goods and restrict the provision of geva
goods and the pursuit of personal benefits. ThalteeBor political competition are not as clear,@ag

different variables used to measure competitionuremifferent attributes of the incentives facgd b

L Note that in Table 8 the classification of virtsoar predatory considers the effect of an increasgolitical

competition. Here we are referring to the effecaofincrease in the margin of victory and to beanigme duck
versus a first term governor, that is, an absefhcempetition, so that the classifications are regd.

2 This classification simply considers the frequenéythe effect of a political competition variakfeirtuous vs
predatory) across the six dependent variables.
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governors. Nevertheless, the evidence points twvarwhelming predominance of a virtuous impact of
political competition on policy choice.

In addition to the direct effects of checks & balas and political competition, we analyzed
whether there existed an interaction of these fadtopacting the choices of governors. We analyzed
whether the impact of political competition on dferacteristics of the policies in a state is affddy
level of checks & balances. Here the evidence wadet! with approximately equal number of instances
in which checks & balances augmented or mitigatedetffect of political competition. Given that
political competition was found to have an overwtiegly virtuous effect, this means that greateelsv
of checks & balances are generally more desiraislé, will either amplify those effects, when the

interaction is complementary, or act as a replacémveen the interaction is a substitute.
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Contestability

Checks & Balances

Low

High

High

Low

Predatory Political Environment

-politicians with short Political

Patrimonialist Entrepreneurial

, Politics
Horizons. _
. Ex. Bahia
Ex. Rondonia
Governance-enhancing Incentives-

may produce policy volatility
if preferences are polarized.
Ex. Rio Grande do Sul

Governance-enhancing
Incentives

Ex. Minas Gerais
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Table 2 — Dependent Variables

Num. | Name Description Source
The increase during the 4 year term of an
_ index of expenditure efficiency that
Expenditure , , , _ o
o measures the ratio of final expenditures ferreira Junior, S.
1 efficiency _ ,
o ‘input’ or ‘means’ expenditures (e.qg. (2006).
variation o _
administrative costs). Data for 1999-2002
and 2003-2004.
Wealth Percent variation of state assembly
I deputies’ declared wealth. Average for all
variation- state ) . . . Rodngues (2006)
2 deputies in the state for which there is . ,
assembly _ _ Politicos do Brasil.
. information. Data for 1999-2002 and
deputies.
2003-2006.
Total expenditure with civil servants
Civil servant  (salaries + benefits) as percent of total
3 , _ IPEADATA.
expenditures  revenues in the state. (Average for 1999-
2002 and 2003-2005)
i The increase in expenditures on civil
Variation of
. servants (%) from the average of the first
4 expenditure on IPEADATA.
. two years in the electoral term to the
civil servants
second two years.
. The difference between non-financial _ _
Primary _ _ _ Ferreira Janior, S.
5 - expenditures and non-financial revenues
Deficit (2006)
divided by total revenues.
Health& Total health and sanitation expenditures
6 sanitation divided by total expenditures. IPEADATA.

expenditures

(average for 1999-2002 and 2003-2005)
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Table 3 — Explanatory Variables

Num. Name Description Source
Effective # of Measure of political competitioninthe  A|manaque de Dados Eleitorais
. parties in House ~ House of Representatives based on the (| ahoratério de Estudos
Representatives ~ number and size of parties. Experimentais)
Data for 1999-2002 and 2003-2006. http://www.ucam.edu.br/leex/
Measure of political competition in the Statg\imanaque de Dados Eleitorais
Effective # of :
Assembly based on the number and size of|_aporatério de Estudos
2 parties in the State . . ]
parties. Experimentais)
Assembly
Data 1999-2002 and 2003-2006. http://www.ucam.edu.br/leex/
Measure of political competition in the o
ind fEI | ] Almanaque de Dados Eleitorais
ndex of Electoral - Hoyse of Representatives based on the .
ition H ] (Laboratério de Estudos
3 competition House nymber of candidates per seat. . _
fR . Experimentais)
of Representatives pata for 1999-2002 and 2003-2006.
http://www.ucam.edu.br/leex/
Measure of political competition in the State o
d fEI | Almanaque de Dados Eleitorais
Index of Electoral  Assembly based on the number of .
- ) (Laboratério de Estudos
4 competition State  candidates per seat. _ _
bl Experimentais)
Assembly Data for 1999-2002 and 2003-2006.
http://www.ucam.edu.br/leex/
The number of parties in the governor’s
o party coalition as registered at the Supreme . )
N° of parties in Tribunal Superior Eleitoral
5 , lti Electoral Court. Data for 1999-2002 and ] ]
Gov.’s coalition. www.tse.gov.br/internet/index.html
2003-2006.
Number of votes received by the first place
Margin of victory in the gubernatorial election (first round)
. . divided by the number of votes of the IPEADATA
6 in gubernatorial
election second place. Data for 1998 and 2002 http://www.ipeadata.gov.br/
elections.
Margin of victory in forthcoming
Expected margin gubernatorial election (see 6) times a
f | d dummy equal to 1 when the incumbent won
7 or reelecte Constructed by authors.

governors

that election. This variable captures the

effect of governors who felt secure in office.
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Governor member

of President’s

Dummy variable equal to 1 if the Governor

of the state is a member of the President’s Tribunal Superior Eleitoral

8
www.tse.gov.br/internet/index.html
party party.
Average value of individual and collective
Pork amendments executed across each
or .
9 legislature, divided by state GDP/1000. http://www2.camara.gov.br/
Averages for 1999-2002 and 2003-2006.
. Percent of the population over 15 years of |peaADATA
10 Education o
age that is illiterate. http://www.ipeadata.gov.br/
Gini IPEADATA
ini I . .
11 Gini index of income concentration. http://www.ipeadata.gov.br/
. State Gross Domestic Product divided by IPEADATA
12 GDPx per capita

total population. http://www.ipeadata.gov.br/




Table 4 — Variables used to Create the Checks & Bahces Index

Num. | Name Description Source
Regulatory Governance Index. Measures
governance of state and federal reg.
o _ Correa, Melo,
Regulatory  agencies in Brazil based on survey data. _
1 _ _ , Mueller and Pereira
Agencies States with no agency at the time of the 2006)
study were set at 0.53 (avg. of other '
states). Data for 2004/2005.
_ i) Swengberger,
Index composed of three variables using .
. ) 2006, pg 79. i)
principal component analysis: o _
_ o _ Ministério da Justica.
i) an efficiency index calculated through ) _
_ o , 2004. Diagnostico do
o, nonparametric efficiency frontiers; L
2 Judiciary L , Poder Judiciario. iii)
ii) ratio of number of cases tried over _
CNJ Indicadores
cases opened. _
Estat. da Justica
iii) number of new cases opened per
_ _ Estadual 2005,
100,000 inhabitants.
pg.278, 2004.
Index composed of three variables using
principal component analysis:
i) Expenditures on public prosecutors per
3 Public resident; Sadek and Lima
Prosecutors i) Number of prosecutors per 100,000 (2006).
residents.
iii) Number of staff per 100,000
residents.
, _ An index of the level of activity in each Melo and Pereira
4 Audit Office _ _
state’s Audit Office (TCE). (2006).
, Number of procedures initiated in each
National _
Just state by the CNJ (agency that serves as@orregedoria
ustice
5 c i watchdog over the Judiciary) divided by Nacional de Justica.
ounci
state GDP (divided by 100,000). Data fo2006
(CNJ)
2006.
_ Percent of all media concessions in eactBantos, S. S. e
6 Media

state not in the hands of politicians. Capparelli. 2005

31
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An index of Civic Community in the

Civi states constructed by principal component
ivic
_ analysis using (i) voter turnout (1990- ,
Community - Timothy Powers.
2006), (ii)yvoto de legend&1990-2006),

and (iii) nonprofit sectors workers per
capita (ABONG-IBGE 2002 study).

index

* Variables for which there is separate data fahhzeriods 1999-2002 and 2003-2006.



Table 5 — Checks & balances Index.
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Num State C&B Index Num State C&8 Index
1999-2002 2003-2006
1 Rio Grande do Sul 0.813 1 Rio Grande do Sul 1.000
2 Distrito Federal 0.775 2 Rio de Janeiro 0.728
3 Rio de Janeiro 0.684 3 Séo Paulo 0.684
4 Mato Grosso do Sul 0.619 4 Distrito Federal 0.671
5 Séo Paulo 0.569 5 Mato Grosso do Sul 0.585
6 Santa Catarina 0.555 6 Santa Catarina 0.545
7 Espirito Santo 0.530 7 Minas Gerais 0.519
8 Pernambuco 0.509 8 Espirito Santo 0.506
9 Rondo6nia 0.501 9 Pernambuco 0.483
10 Minas Gerais 0.426 10 Bahia 0.454
11 Bahia 0.414 11 Parana 0.402
12 Mato Grosso 0.390 12 Goias 0.400
13 Sergipe 0.389 13 Mato Grosso 0.377
14 Goias 0.387 14 Sergipe 0.345
15 Parana 0.378 15 Rondonia 0.318
16 Amazonas 0.299 16 Amazonas 0.315
17 Amapa 0.271 17 Ceara 0.258
18 Ceara 0.248 18 Amapa 0.247
19 Para 0.227 19 Para 0.242
20 Paraiba 0.207 20 Alagoas 0.183
21 Acre 0.198 21 Paraiba 0.161
22 Tocantins 0.189 22 Tocantins 0.159
23 Alagoas 0.186 23 Acre 0.146
24 Piaui 0.088 24 Piaui 0.059
25 Rio Grande do Norte 0.032 25 Roraima 0.049
26 Roraima 0.023 26 Maranh&o 0.043
27 Maranh&o 0.000 27 Rio Grande do Norte 0.029
Mean 0.367 Mean 0.367
Std. Dev. 0.222 Std. Dev. 0.240




Table 6 — Determinants of Governors’ Choices
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(@)

@) - -
o Variation of Civil
Civil Servant
) Servant Expen.
Expenditures (%)

over electoral cycle

®3)

Primary Deficit

(4)

Health
Expenditures
(% of GDP)

Checks & Balances -0.231 -1.250 -89.222° 0.010
Index (-2.39) (-1.95) (-2.26) (1.91)
Checks & Balances 58.065
Index squared (1.92)
Initial level of Civil Servant -7.352"
Expend. (%) (-3.24)
Electoral competition in the State 0.069" -0.097" 0.008
Assembly (2.63) (-2.61) (1.85)
Electoral competition in the State -0.007"
Assembly sqrd. (-2.84)
Electoral competition -0.013 -3.584 0.012"
House of Represent. (-1.57) (-1.92) (3.20)
Effective number of parties in 0.003
State Assembly (2.09)
Number of parties in Governor's  0.001 -0.015 0.445
coalition (0.78) (1.68) (2.12)
Margin of victory in last election -0.004 0.004
(Gov.) (-0.73) (1.44)
Expected Margin of victory in next -0.016"
election (-2.93)
, , -0.169 3.935 -0.018"
Governor in President’s Party
(-2.33) (2.37) (-3.35)
-0.015 0.142° -0.008
Lame duck Governor
(1.73) (2.11) (-1.77)
Pork (%gdp/1000) 0.0002
(3.74)
Gini coefficient of wealth 8.693
concentration (1.75)
o -7.984
Gini squared
(-1.79)
, -0.0548 0.058 0.0.13
GDP per capita
(-2.36) (0.49) (1.45)
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-0.0001"
GDP
(-3.39)
, -1.249
Education
(1.87)
4.063
Period
(1.54)
-1.650 1.407 87.458" -0.077
Constant
(-1.17) (2.24) (4.03 (-1.67)
Fixed Effects. ) Fixed Effects. Fixed Effects.
. Fixed Effects. . )
Method 2 periods, 27 ) 2 periods, 27 2 periods, 27
2 periods, 27 states
states states states
beriod 1999-2002 1999-2002 1999-2002 1999-2002
eriods
2003-2006 2003-2006 2003-2006 2003-2006
Observations 54 54 54 54
R-squared (within) 0.75 0.51 0.63 0.85

Notes: In parentheses, t-stats.indicates significant at 1%, at 5%, and at 10%.



36

Table 7 — Determinants of Politicians Wealth Variaiton and Expenditure Efficiency

(1) (2)
Politicians’ Wealth Variation Expenditure Efficiency
Checks & Balances -8.385 1.183
Index (-2.12) (2.04)
Checks & Balances 6.359
Index squared (0.102)
Initial level of Expenditure Efficiency -0.084
(-1.27)
Initial level of Wealth 0.0000
(0.66)
Electoral competition State Assembly -0.284 0.105°
(-2.44) (2.06)
Electoral competition -0.225
House of Represent. (-2.38)
Effective number of parties in the House 0.436
(2.50)
Expected Margin of victory in next election 0.698
(2.95)
Number of Parties in Governor’s coalition -0.141
(-2.18)
Governor in President’s Party -0.160
(-0.95)
Gini 3.505
(1.35)
GDP per capita 0.113 -0.103
(0.53) (-1.62)

Number of respondents/seat in Wealth variable 2.59
(-1.31)

Constant 4.3% -1.343
(-0.92)




(2.89)
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Method

Periods

Observations

Hausman test for random vs. fixed effects

Random Effects -

2 periods, 27 states
1999-2002
2003-2006

54

x%(8)=9.17
p-value = 0.3282

Random Effects

2 periods, 27 states
1999-2002
2003-2006

54

X%(6)= 4.10
p-value = 0.6636

R-squared

R-sq: within = 0.4610
between = 0.2718
overall = 0.3546

R-sq: within = 0.2310
between = 0.3421
overall = 0.2803

Notes: In parentheses, t-stafsindicates significant at 1%, at 5% and

" at 10%.



Graph 1 — Effect of Number of Parties in Gov’'s Coation on Politicians’ Wealth Variation

Estimated Coefficient

A4 .6 .8
Checks & Balances

Effect of # of Parties in Coalition on Wealth Variation
————— 95% confidence interval
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Table 8 — Interaction between Political CompetitioriVariables and Checks & Balances

| [ I % / Vi
Health E d Pri vl
ea xpend. rimar ivi
Political Evoend EffP _ Def 'ty Civi Servant | Wealth
xpend. icienc efici i
Competition | Dependent P Y Servant Expend. | Variation
Variable Variable _ _ _ Expend. Var. (Personal
(Public | (Public (Public | (private ,
(Private | Benefit)
Good) Good) Good) Good)
Good)
Variable’s
+/-
impact: +(V -(V
I . [ ith C( | I V (P C( | I \Y;
Electoral nteraction wit omple | + (V) Comp. omple |- (V)
" C&B: ment Substitute ment Substitute
competition No Sub.
. Significant range:| 0.31 — 0.00-0.38 | . 0.04 - 0.00-0.38
in State impact | 0.00 —
Level of 0.55 95% 0.38 95%
Assembly 1.00
confidence: 95% 13/15 95% 13/15
_ 95%
# states sig. each| 10/ 11 12/15
: 27127
period:
Variable’s W) W) W)
+ - -
impact: -(P)
_ _ Comple Comple | Comple
Electoral Interaction with Complemen
" ment ment ment
competition C&B: t No
: o 0.24 - 0.28 — 0.47 — _ No impact
in House of Significant range: 0.24-0.64 impact
1.00 0.92 0.76
Rep. Level of 95%
, 95% 95% 95%
confidence: 15/15
_ 17117 25/26 |7/8
# states sig. each

% |n this case the explanatory variable enters ¢igeession including a squared term so that its imphanges as

the variable increases. At low values of electooahpetition, the impact on civil service expendituis positive, so

that it has a predatory and complementary effetvadues close to the mean it has no impact. Ahdiigzalues its

impact is negative (virtuous) and it has a subtiiateraction with C&B. The formulas for calculzgithe estimated

coefficient and standard errors were modified tooaot for the quadratic effect. For the correctifolas in such

cases sebttp://homepages.nyu.edu/~mrg217/interaction.html
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period:
Variable’'s
impact: + (P) - (V)
Number of Interaction with Comple Substitut | - (V)
L C&B: ment e Substitute
Parties in No No
, Significant range:| No impact | 0.27 — _ 0.08 - 0.00-0.39
Gov's impact impact
" Level of 0.52 0.41 95%
coalition
confidence: 90% 90% 16/15
# states sig. each 10/10 14 /13
period:
Variable's impact
o + (P) -(P)
Interaction with _ _
: Substitut Substitut
Margin of C&B:
, , e e
victory inlast | significant range: ] No No )
. 0.16 — No impact | 0.04 - ) No impact
election Level of impact impact
_ 0.34 0.22
(Gov.) confidence:
_ 90% 90%
# states sig. each
_ 8/8 8/8
period:
Variable’s
impact: - (V) -(P) + (V)
Interaction with | Substitut Comple | Comple
Lame duck C&B: e No ment ment
Significant range:| 0.20 — No impact | 0.27 - 0.31 - No impact
Governor impact
Level of 0.33 0.43 1.00
confidence: 90% 90% 95%
# states sig. each| 5/5 8/6 15-16
period:
Variable’'s - (V) + (V)
impact: Substitut | - (V) Comple
Governor in Interaction with | e Substitute | ment
. , No No ]
President's | cgB: 0.00- [0.00-0.25|0.17- | _ No impact
o impact impact
Party Significant range:| 0.47 90% 0.55
Level of 95% 10/10 90%
confidence: 18/18 18/15




41

# states sig. each

period:

Code: + or — indicates whether the political coritjpet variable has a positive or negative effecttom dependent
variable. (V) or (P) indicates whether this is gudus or predatory effect. The second line inrtwilt cells shows
whether the interaction between political competitand checks and balances is substitute or corapleny. The
third line provides the range of checks and balafcewhich the estimated coefficient is statidticaignificant and
the fifth line shows how many states are in thageafor in each period 1999-2002 / 2003 — 2006.fdbeh line
shows the level of confidence used for inferenceeNhat the first three political competition \adofes are
positively related to competition and the last ¢hage negatively related and this information isady incorporated

when labeling (V) or (P).



Appendix

Table Al — Descriptive Statistics

Variable Period Obs. Mean

Std. Dev.

Min.

Max.

GDP per capita 1999-2002 27 5.006
GDP per capita 2003-2006 27 5171

Effective # of parties
1999-2002 27 6.581
in the State Assembly

Effective # of parties
2003-2006 27 8.026
in the State Assembly

Effective # of parties
in the House of 1999-2002 27 4.656

Represent.

Effective # of parties
in the House of 2003-2006 27 5.359

Represent.

Index of Electoral
compet. House of 1999-2002 27 2.189
Rep.

Index of Electoral
compet. House of 2003-2006 27 3.284
Rep.

Index of Electoral
compet. State 1999-2002 27 3.909
Assembly

Index of Electoral
compet. State 2003-2006 27 4.684
Assembly

Governor in
President’s party. 1999-2002 27 0.296
(dummy)

2.843

1.605

2.696 1 728

1.771

2.034

1.393

1.652

0.841

1.085

2.158

2.283

0.465

3.3

5.2

2.5

3.2

0.51

0.72

1.58

1.82

13.504

12.406

10.0

12.5

7.4

9.5

4.44

5.69

11.92

12.1

42



Governor in
President’s party. 2003-2006 27
(dummy)

# of parties in Gov.’s
N 1999-2002 27
coalition.

# of parties in Gov.’s
N 2003-2006 27
coalition.

Margin of victory in
, _ 1998 27
gubernatorial election

Margin of victory in
, _ 2002 27
gubernatorial election

Expenditure
1999-2002 27
efficiency variation

Expenditure
o o 2003-2004 27
efficiency variation

Expenditure
o _ 1999-2002 o7
efficiency in levels.

Expenditure
o _ 2003-2004 o7
efficiency in levels.

Education 1999-2006 27
Education 2003-2006 27

N° state deputies in
_ 1999-2002 27
wealth var. variable

N° state deputies in
2003-2006 27
wealth var. variable

Pork per capita 1999-2002 27
Pork per capita 2003-2004 27

Wealth variation state
1999-2002 27
assembly deputies

0.111 0.320

8.111 3.994

7.259 3.789

1.849 1.161

1.459 0.363

0.298 0.702

-0.051 0.176

2.682 1.226

1.997 0.473

14.786 8.267

13.977 7.690

16.444 8.803

18.363 9.987

56.931 131.583

13.555 36.356

2.052 1.890

1.01

1.012

-0.48

-0.601

1.37

1.065

5.178

4.431

0.36

0

0.29

16

14

5.01

2.512

2.83

0.22

7.453

3.15

31.238

29.391

40

49

5.167

178.77

7.14
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Wealth variation state

_ 2003-2006
assembly deputies
Wealth variation of a
sample of all 1999-2002
politicians
Civil Servant

Expenditures (% of 1999-2002

revenues)

Civil Servant
Expenditures (% of 2003-2006

revenues)

Variation in Civil
Servant Expenditures 1999-2002
(% of rev.)

Variation in Civil
Servant Expenditures 2003-2006

(% of rev.)

Health Expenditures
(% of Total Expen.)

1999-2002

Health Expenditures
(% of Total Expen.)

2003-2006

Checks & Balances
_ 1999-2002
index

Checks & Balances
, 2003-2006
index

27

27

27

27

27

27

27

27

27

27

2.602

0.555

0.437

0.425

0.017

0.021

0.116

0.141

0.367

0.367

1.791

0.519

0.065

0.062

0.168

0.178

0.041

0.037

0.222

0.240

0.28

-0.247

0.331

0.274

-0.260

-0.470

0.051

0.082

0.029

7.78

1.474

0.628

0.530

0.449

0.440

0.219

0.245

0.813

1.00
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Model Comparative Statistics

Let the level of checks & balances be denoted lifaat of political competition by and the

social/leconomic effects ag

i) Productivity of effort in producing public qooch’uE” (Ey,6, 77 i) — This function measures the amount

of additional public good that materializes whegoaernor allocates a marginal unit of effort tovsag.
We explicitly note that it is affected by boffand 7z There is no theoretical reason for expectingstgas

of these impacts to be either positive or negafivesee this consider, as an example, the impagt of
change that increases the level of political coitipatfaced by a governor. Depending on the
circumstances, this change may lead to either moless public good being produced from the maitgina
level of effort. Note that what is under considemathere is not how much effort the governor desite
dedicate to public goods but rather more narroiMyamount of public good that results from the
marginal level of effort, whatever the optimal legéeffort for public goods may be. Suppose for
example that the increased level of political cotiipo& leads to a situation where the governor sded
bring additional parties into his coalition. Con@ly this may make the process of proposing, appgo
and implementing the legislation that generateptli®ic good slower and more cumbersome as it
requires more negotiation within the coalition. tba other hand it may be that the presence of these
parties in the coalition may provide more pressareéhe public goods to be provided in a more tynel
and more effective manner. The point is that tligere reason to suppose th%:t)% will necessarily

E

have an unambiguous sign (the same being truggf)br— .) In the same manner, improved checks &
s

balances may either improve or depreciate the todty of effort in producing public goods. This

being the case, the net impactoér 8on E,, E;, anda will be an empirical issue, which we will test in

Section 3. Similar reasoning holds for the impdd®on the dependent variables (see the example

below).

if) Productivity of effort in producing private gdo P,Er (E:, 6 1T ¢) —This function is similar to that in

(), except that it involves the governor’s produity in producing private goods, that is, transfew
restricted groups. Here again, although intuitiayrpoint to a negative effect éfand 7z a positive
effect is conceivable. Suppose, for example, arease in the level of checks & balances. If thevigion
of private goods requires illegal or illegitimateams, such as rigging procurement contracts taeassu
certain firms are chosen, then an increas@virill make those activities more difficult and witduce the

governor’'s productivity in providing those goodowever, in many instances providing private goads i



46

perfectly legal, as when governors decide to bailichstructure that benefits specific firms
disproportionately. In such cases, better checkal@nces may actually make the governor more

productive by assuring that contracts and coopmratimong the various agencies and organizations

El‘
involved work more smoothly. The point, analogoushiat made above, is thafé’j can be either

ELI
positive or negative (the same being true% )

iii) The electoral response to public goodi® (-,6, 77 i) — This function measures the reaction of voters

to the provision by the governor of public goodsréithe most important factor may eas the
education level of the electorate will typicallfeadt how public goods translate into votes. Newaddss,
fandrmay also have an impact. More polarized electsrdéive example may be less sensitive to public
goods, as there are less central voters proneitohstiieir votes when confronted with increasedlioub
goods. Similarly checks & balances can affect tnegnors’ ability to claim credit for the provisiar
public goods. One important component of checksafafices (which we explicitly include in our index
below) is the control of media by politicians. Avgonor that owns the main newspaper and other
communication outlets in a state can probably srpie®re votes from a given public good by better
advertising the government’s role in its provisiblere once again it is conceivable that the impafts

political competition and checks & balances maibleer negative or positive.

iv) The electoral response to private gaod$' (-6, 77 ¢) — This function is similar to (iii) except that it

involves the impact of private rather than pubbods on voters. The governor has an incentive to
provide private goods to interest groups. Howethex policies that transmit those private goods are
perceived by the voters and affect the way theg v@enerally we would expect that policies prowidin
private goods would reduce the votes received éytvernor, though that need not necessarily bA so.
culture of rouba mas fazapproving politicians that steal but get thirdgme), for example, would
mitigate the negative impact of private good primvison votes received by the governor. Whatever the
case, the governor will take into account the ®tereferences regarding the policies aimed atpeiv
groups. The same comments as in (iii) apply coricgre signs of the impacts éfand 7ron electoral
response.

v) The marginal utility of votes to the governt*(-,8, 7z () — This function measures the value given by

the governor to additional votes. Clearly the lexfgbolitical competition/z is an important determinant

of this value. Governors in states with lower levefl contestability, dominated by their own pohtic

group, will attach a smaller value to marginal sotidiat is, lowet)¥. Similarly, if a governor is in the

first or second term (lame duck) will affect howdhahe needs more votes. Checks & balances may also

affect the governor’s utility from additional votemnd this impact, as before, may be either p@siiv
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negative. A loweid, for example, may imply a greater ability to rigllbts in certain areas, so that the
governor will have less need for the authentic sotéhich have to be obtained through public goods a
costly campaign propaganda (thus a positive reldietweerd andU"). Alternatively, a highe® makes

it harder for a governor to appropriate public fsina@nd by making the spoils of office less attrecti
reduces the utility of additional votes. As befdhe final word on the net impact éfand 77will be an

empirical test.

vi) The productivity of private policies in gendrat resourcesR™ (-6, 77 ) - An important element of

the model is that governors are rewarded with nessufor providing private goods. How much marginal
resources a governor receives in exchange foriadditprivate goods is clearly affected by all thre
parameters. Lower political competition may give turrent governor greater monopoly power in the
provision of public goods and thus induce a higirere to be paid. Checks & balances affect how easy
hard it will be to realize those transfers, whicaynbe both legal and illegal. The level of educatitay
have on impact on voter’s perception of the legiitsnof campaign contributions. As before, though
there are typically intuitive notions of the directs of all these impacts, they can conceivablgitjoer

way, and which will prevail, on average, will be @mpirical issue.

vii) The voters sensitivity to electoral campaigu¥(-, 6, 77 ¢) — This function measures the electorate’s

sensitivity to campaign propaganda. This can baghbof as Denzau and Munger’s (1986) continuum
between rationally ignorant to ‘civics class’ vateln states with more highly educated voters #maes
amount of resources used in the electoral campasduh less votes (lowev™). Both #and r7affect the
amount and quality of information received by vetand can thus affect their response. Again thedig
the impact is indeterminate. For example, whereasesforms of political competition may lead to bett
information being provided to voters, other formsyntlegenerate into negative campaigning which
confuse and repulse voters.

viii) The marginal utility of money in pocket (rahthan in the campaign) for the govert¥(-,6, 77 ¢)

— A marginal unit of money appropriated by the gaee provides him with additional utility, however
the size of this increase depends on all threenpetexs. Better checks & balances, for example, may
reduce the marginal utility of money if detectiordgprosecution become more probable with a higher
On the other hand better checks & balances may makey more valuable as resources may be
necessary to defend oneself against prosecutiom aurtcof office, when immunity expires. Similarly,
more political competition may make money moreesslvaluable, depending whether the strategy
against competitors relies primarily on higher caigp resources (e.g. more propaganda) or on tactics
that rely instead on other instruments (e.g. bjibes

It is possible to perform comparative static analgs the equilibrium conditions in equations (), and

(4), in order to get an expression that shows haeh @f the dependent variablé&g, E; anda are
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affected by changes in the parametrg and¢, which is the objective of the paper. However duse
this involves a system of four dependent variablegdudingA) in which the parameters appear in many

different places and without predetermined sigmgtfe impact of these parameters on the various

functions involved, the signs of the expressioms%gi : %andg—a ,Ok =86 mandy, are all
K K K

ambiguous and no clear prediction can be made.





