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At a theoretical level, democracy and decentralization have both been associated with
welfare-enhancing social policies. Democracy is routinely linked to increased
redistribution and provision of public goods. Similarly, an extensive body of scholarship
suggests that decentralization leads to increased efficiency in the delivery of public goods
and services because local governments are better informed about citizens’ preferences.
Democracy and decentralization are also seen as mutually reinforcing, especially by
scholars in the liberal tradition who argue that decentralization deepens democracy by
devolving power to local governments, and increasing government accountability through
sub-national elections. At the same time, the effects of decentralization on the nature and
quality of government remain very much open to question. Empirical evidence suggests
that decentralization cannot be viewed as a neutral device because the political conditions
that vary from country to country can enhance or constrain its intended effects. This paper
looks at patterns of public resource allocation in Mexico’s provincial governments in light
of increased political competition. Preliminary evidence supports the contention that
variation in government spending is not sufficiently explained by electoral competition
itself. It is also necessary to consider the structure of competition, when electoral pressures
create incentives for politicians at the sub-national level to divert public resources for

electoral purposes.
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With the highest per capita income in Latin America, Mexico is firmly established as a middle-
income country, but it still faces huge gaps between rich and poor, north and south, urban and rural.

————— World Bank, Mexico Country Brief, September 2006

Introduction

In the course of the last two decades Mexico has undergone a radical
democratization, however over 40% of its population still lives below the poverty line. As
noted by the World Bank brief cited above, the economic, regional and geographic
disparities in this country are vast, but what is most important is that they also tend to
juxtapose. How can we explain the prevalence of these dissimilarities? Mexico, like many
other developing countries, has adopted specific institutions under the belief that they
would help improve overall levels of welfare. Unfortunately these implementations have
rendered mixed and sometimes negative results. Such is the case of decentralization, which
over the past two decades has been portrayed as a panacea for the problems of
development. After a clear endorsement of this view from the World Bank and the IMF,
we witness an increasing worldwide trend to devolve administrative and policymaking
responsibilities to local and provincial governments (Dethier 2000). Decentralization
programs have been introduced in Brazil, Mexico, China, India, South Africa and Uganda,
among other countries (Bardhan and Mookherjee 2000).

The central expectations of decentralization advocates were that sub-national
elections and local level decision-making would yield welfare-enhancing outcomes
through better quality governments, improvements in public good provision, and a policy
flexibility that responded to the specific needs of the heterogeneous constituencies (Shah
1994; Oates 1977). These expectations were based on normative arguments about the
beneficial effects of decentralization and democracy for social policy and public good
provision (Bueno de Mesquita et al. 2003; Oates 1999, 1972; Bardhan 1997; Dasgupta
1993). Notwithstanding, empirical evidence suggests that effects of decentralization on the
quality of government remain very much to open question. Important studies have found
that political decentralization in fact complicates democratic accountability by making it
difficult for citizens to know what level of government is responsible for policies
(Gélineau and Remmer 2005). Government “capture” by local elites is also prevalent in

decentralized systems (Gibson 2005; Hiskey and Seligson 2003; Krishna 2003; Galasso



and Ravallion 2001) allowing public resources to be diverted to vote-buying or clientelistic
practices (Krishna 2003; Galasso and Ravallion 2001; Tanzi 2000).

Research on the effects of decentralization on social policy has advanced as the
different dimensions of decentralization have been more clearly spelled out. The works by
Schneider (2003) and Von Braum and Grote (2000) were pioneering in differentiating
between political, administrative, and fiscal decentralization, and exploring their
independent and sometimes mutually contradictory effects on government spending and
specific indicators of poverty reduction'. Their findings underscore the neutral (in the case
of Von Braum and Grote) or even detrimental effects (in the case of Schneider) of state and
local government elections on the welfare of the poor, thus lending support to skeptics of
decentralization. The mechanisms identified point to the creation of perverse political
incentives in second and third tiers of government (Wibbels 2005; Rodden 2004, 2002),
which exhibit electoral logics distinct from and sometimes antithetical to the interests of
other levels of government.

Added to these concerns are claims that non-competitive party systems at the sub-
national level are reinforced by the delegation of responsibilities and resources from the
center to the periphery (Gervasoni 2006; Gibson 2005; Hiskey 2005; Eaton 2004; Montero
and Samuels 2004; O’Neill 2003). Hegemonic parties at the local level use the resources
transferred from the center to engage in patronage and clientelistic practices that allow
them to defend themselves from competition from other parties, as evidenced by recent
literature on Argentina, Mexico and Venezuela (Magaloni et al. forthcoming; Rosas and
Hawkins forthcoming; Stokes 2005; Keefer 2005, 2003; Medina and Stokes 2002). These
vote-buying practices may result in vicious poverty cycles that are difficult to break (Perry
et al. 2006).

Thus, although devolution of policymaking responsibilities to lower levels of
government is intended to improve the fit between the preferences of citizens and public
policy, in practice the effects of decentralization are highly dependent on local-level
conditions (Crook 2003). Different degrees of democratic accountability may exist within

a single country (Gervasoni 2006; O’Neill 2003), and these differences may be reinforced

' The literature on fiscal federalism had been tapping into this point long before the cited studies, but the
latter present the first instances in which the different dimensions of decentralization are associated with
specific causal effects on poverty reduction and social policy.



by political decentralization (Gibson 2005). When democracy is attenuated at the local
level, the decentralization of policy making authority may undermine the welfare of
citizens.

Consequently, the interaction between decentralization and existent political
constellations at the local level can yield widely varying effects. Electoral pressures may
create incentives for second and third tier level politicians to divert public resources for
electoral purposes, increasing corruption and undermining growth (Treisman n.d.; Rose-
Ackerman 1997). In addition, non-competitive party systems at the local level may take
advantage of delegation and financing from the central government to consolidate systems
of weak electoral accountability, characterized by a lack of provision of public goods and
the consolidation of one-party domination at the local level.

The strategic calculus of sub-national politicians in shaping social policy may thus
depart in significant ways from the expectations of the literature on decentralization and
poverty reduction, especially in contexts where democratic practices at the national level
do not necessarily prevail at intermediary or local levels of governance. The literature on
decentralization and democracy has failed to recognize that the decisions made by
politicians at the local level may vary considerably not only with partisanship but also with
contextual conditions, which may differ in important ways across levels of governance
with important consequences for social policy and poverty alleviation.

This paper provides an initial look at this debate by analyzing expenditure patterns
of Mexican state governments as a result of increased levels of competition. Given that the
patterns of competition and competitiveness are heterogeneous across states, it is possible
to explore the effects of partisan differences diachronically and cross-sectionally. The main
contention of this paper is that government spending is not sufficiently explained by
electoral competition itself. It is also necessary to consider the type of competition that
exists to fully account for variation in government spending. The following section
presents a brief discussion of the literature on decentralization, party competition and
social policy as well as the unanswered questions that need to be addressed. The third
section draws upon this literature to formulate hypotheses for the case of Mexico. The
fourth section provides preliminary empirical evidence to test these hypotheses. The final

section concludes by suggesting further research paths.



Decentralization and Government Spending: Additional Concerns

The lack of correspondence between theoretical expectations and empirical
evidence regarding the effects of decentralization on the nature and quality of government
has yet to be resolved. The mediating role that local-level conditions play on the impact of
decentralization needs to be studied in detail, particularly when dealing with political
decentralization. Two bodies of literature provide important insights on these issues: the
literature on distributive politics, which explores the incentives facing left- and right- wing
parties to follow different spending strategies (Alesina, Roubini and Cohen 1999; Boix
2001, 1998; Alesina and Rosenthal 1995; Hibbs 1977); and the literature on clientelism,
which examines the way in which citizens’ dependence on public goods creates
opportunities for parties monopolizing government resources to engage in clientelistic
exchanges (Magaloni, Diaz-Cayeros and Estevez forthcoming; Keefer 2005; Keefer and
Vlaicu 2005; Diaz-Cayeros and Magaloni 2004; Medina and Stokes 2002).

The literature on social policy suggests that the impact of decentralization and
democracy is likely to be conditioned by political competition and partisan ideology
(Chhibber and Nooruddin 2004; Alesina and Roubini 1999; Boix 1998; Hibbs 1977).
Contributions from this strand of works link left-oriented parties to redistributive politics
and social spending, and right-oriented parties to macroeconomic stability. However,
limited empirical work has been conducted on the impact of partisanship at the sub-
national level or outside of the advanced industrial nations.

The literature on clientelistic or vote-buying politics is particularly suggestive with
respect to the impact of party competition in poverty-ridden new democracies (Magaloni
and Diaz-Cayeros forthcoming; Keefer 2005; Stokes 2005; Medina and Stokes 2002). The
basic contention of these studies — that clientelism is more likely to emerge and survive in
poorer areas — poses a direct challenge to the idea that democracy has a beneficial effect on
poverty relief, and establishes a strong rationale for focusing on the sub-national level of
analysis. Thus, although scholars have identified an increase in public good provision as
electoral competitiveness rises (Persson and Tabellini 1999), electoral competition may
also exacerbate clientelistic spending, reducing the provision of public goods, especially in

the presence of a dominant party with monopoly control over public resources (Magaloni,



Diaz-Cayeros and Estevez forthcoming; Remmer forthcoming; Rosas and Hawkins 2006;
Stokes 2005; Diaz-Cayeros and Magaloni 2004; Medina and Stokes 2002; Hiskey 2000;
Diaz-Cayeros and Martinez-Uriarte 1997). Evidence from sub-national units shows that
spending allocations exhibit a curvilinear relationship with degree of competitiveness’.
Political competition is thus systematically associated with variation in the allocation of
public spending.

The available literature thus leaves the following questions largely unanswered.
First, how do political constellations at the sub-national level shape patterns of public good
provision and government spending? Second, what is the effect of increased competition
on the behavior of incumbents that can monopolize public resources and divert them for
electoral purposes? Finally, how does the structure of competition affect public good
provision beyond the national level when conditions for prevalent clientelistic practices are
propitious? This paper contends that issue is not merely the number of parties competing in
a system, but the way in which parties build electoral support — via clientelistic or
programmatic appeals — at different levels of government. Neither electoral competition
nor a significant left-wing presence is a guarantee of poverty reduction or social policy
implementation. What matters is less the ideology of governing parties or the
competitiveness of the party system than the strategies that parties utilize to compete for
political power. Where these strategies are predominantly clientelistic, social policy will be
framed along targeted lines, regardless of the level of electoral competition or the partisan

ideology of the key electoral contenders.

State- Level Politics in Mexico

The case of Mexico represents a very interesting scenario to examine the way in
which state governments allocate resources in response to changes in partisan competition
because the PRI-dominated arena was not challenged at the state level until 1989.

Appendix A shows the evolution in the number of parties in provincial congresses as

* In the case of Argentina, Remmer (forthcoming) finds that electoral support for the traditionally clientelistic
Peronist party (PJ) at the provincial level exhibits a U-shaped relationship with spending on personnel,
indicating that only low and high levels of support of this party lead to the distribution of patronage.
Interestingly enough, the inverse relationship is found when looking at social spending, indicating that broad
public goods are delivered in middle-levels of competition. Similarly, Diaz-Cayeros and Martinez-Uriarte
(1997) uncover a non-monotonic relationship between social works expenditures on a sample of roughly
12% of Mexican municipalities.



measured by the Laakso-Taagepera Index for each Mexican state for the period 1990-2004
(solid line)® and the winning differential in governor elections for the same period (dotted
line). Even though the patterns for each state vary significantly, we see that there exists
overall a clear movement towards more competitive elections at the state-level. In addition,
by 2004, a little over half of the Mexican provinces had experienced turnover at least
once’. It is also important to note that, with only a few exceptions — namely, Chiapas,
Nayarit, and Yucatan, where the PAN and the PRD have presented common candidates —
most states exhibit a bipartisan competition between the traditionally dominant PRI and the
PAN or the PRD.

The federalist arrangement in Mexico provides for revenue sharing across levels of
government in a context of state and municipal level elections, which allows us to test
some of the mechanisms outlined above. It is important to underscore that all sub-national
units — states and municipalities — in this country rely on central government transfers to
finance at least 50% of their budgets (Sour 2004). Some of these transfers — aportaciones —
are disbursed following a compensatory logic and the federal government requires them to
be spent on specific rubrics. The rest of the transfers — participaciones — follow a non-
compensatory logic and can be spent freely. In addition, several modifications have been
introduced to define intergovernmental transfers since 1990s. In 1998, with the creation of
Ramo 33, we observe a general trend to make intergovernmental transfers between the
central government and the states and municipalities more transparent although some
caveats still exist’. Today health and education spending has been decentralized and most
of these expenditures are controlled at the state level.

To date, the exists a great deal of discretion in the way state governments allocate
their resources in spite of the recent efforts to improve the local organisms of
accountability that supervise state budgets (Pardinas, 2006; Scott, 2004). When carefully
reviewing state budgets from 2006 and 2007 we observe great heterogeneity in the way
states report their expenditures. Some disaggregate resources transferred from the central

government and separate expenditures on salaries from expenditures on services. However,

? Mexico City is excluded from this list because elections for mayor were held for the first time until 1997.

4 Campeche, Coahuila, Colima Durango, Guerrero, Mexico, Oaxaca, Puebla, Quintana Roo, Sinaloa, Sonora,
Tabasco, Tamaulipas, and Veracruz are the exceptions.

> Specifically, transfers from the states to the municipalities are not entirely homogenized and the
mechanisms of accountability have not been strengthened (see Scott, 2004).



others aggregate all expenditures on general development rubrics without distinguishing
administrative from other types of expenditures. Data series on government spending by
comparable categories is available from the Mexican Census Bureau (INGEI) for the
period from 1990-2004. The categories of interest for this paper refer to aggregate levels of
administrative expenditures and public works expenditures. Unfortunately, the latter
comprises several categories not defined clearly for the source, but I will use them as
proxies for public good provision, as explained below. Graph 1 shows average per capita
administrative expenditures for each state and average administrative expenditures as a
share of overall expenditures. Graph 2 exhibits the same information for public works
expenditures. It is clear from these figures that there exists a significant amount of variance

in both indicators.
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We also observe that the composition of the budgets exhibit significant variation

across the entire space in the relation between administrative expenditures and public

works expenditures (Graph 3).

Graph 3. State Administrative Expenditures/ Public Works Expenditures, 1990-2004
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I contend that these variations can be party explained by the structure of party competition

at the state level. As mentioned above, aside from a few exceptions and from the fact that

at the national level competition tends to be multiparty, competition at the state level is

bipartisan. Most explanations for this phenomenon focus on region, level of development,

base of support of the different parties, and the like. In a nutshell, we observe PAN-PRI

competition in the North and Bajio regions while PRI-PRD competition prevails in the

South and Center®. This scenario is very useful to study the effects of competition from

% Region tends to be a strong predictor for electoral support for both the PAN and PRD in most statistical
models. Important works exist arguing that this captures other variables, like level of development,
education, and prevalence of the middle class.
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two different parties — one, the PRD, typically identified as more left-wing, and the other,
the PAN, associated to right-oriented policies. This paper introduces an important nuance
on the expected effects of competition on government spending: the existence of
clientelism. I contend that the degree to which competitive pressures can undermine
clientelistic practices will depend on the extent to which the competing party is
programmatic and therefore influences the provision of public goods. Two questions arise.
First, what incentives do incoming parties have to follow programmatic policies? Second,
how will this affect spending decisions within the state-level? In spite of the existence of
propitious conditions for all parties to benefit from patronage politics in certain systems,
some parties fail to become clientelistic and instead offer more programmatic approaches
to voters. Potential explanations for this phenomenon can be found in the logic of supply
and demand for patronage politics outlined above. Reliance on a core clientele (Cox,
McCubbins and Sullivan 1984) where demand for patronage goods is low reduces the
possibility of affecting voting behavior through targeted concessions’. Similarly, weakness
in the ability to monitor client compliance undermines the credible commitment to punish
turncoats or defectors (Keefer and Vlaicu 2005; Stokes 2005; Medina and Stokes 2002).
Why will programmatic competition have a different effect on existent clientelistic
practices? The main argument regarding the benefits of competition refers to the
introduction of accountability mechanisms. However, if the main competitor is another
clientelistic party promising the delivery of private goods, the accountability will only
revolve around which party is better at delivering handouts. In contrast, a programmatic
party will promise public good provision and non-excludability. Consequently,
accountability will refer more to economic management and good governance, thus
introducing a new dimension on the effects of competition. As a result, public good
provision is expected to increase overall in the presence of a programmatic party, either
because the previously clientelistic party will have to modify its spending strategy or

because the new party will engage in different policies. I make the assumption that the

7 This is related to the increased sensitivity of low-income voters to clientelistic transfers: a one peso increase
provides more utility to a low-income voter than a high-income one (taken from Calvo and Murillo 2004:
743).
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PRD and the PRI® behave in a more clientelistic manner while the PAN will be more
programmatic’. This is fundamentally a result of the bases of support of these parties and
the emergence of the PRD after a split within the PRI.

Significant distinctions have been made in the literature regarding the nature of
portfolio diversification clientelistic parties engage in when confronted with political
competition and a growing electorate (Magaloni, Diaz-Cayeros and Estevez forthcoming;
Rosas and Hawkins 2006). The advantage of a dominant party will continue to reside in its
monopoly control over public resources''. However, competitive pressures will introduce
some form of accountability over the previously hegemonic system, and a growing
electorate will increase the costs of private good allocation. This, on occasions, reduces the
cost in public good provision and therefore increases its incidence (Diaz-Cayeros and
Martinez-Uriarte 1997). Consequently, under competitive pressures, even the most
clientelistic systems tend to exhibit some type of investment in public goods (Magaloni,
Diaz-Cayeros and Estevez forthcoming). In addition, studies have reported that portfolio
diversification may be targeted to different ends — public goods to promote turnout among
supporters, private goods to recover support from turncoats, and under-provision of goods
to punish radical defectors (Rosas and Hawkins 2006). I posit the following testable
hypotheses.

H1: PRI strongholds will exhibit lower overall spending on public goods.

¥ Clientelistic practices by the PRI have already been proven elsewhere (see Magaloni, Diaz-Cayeros and
Estevez forthcoming; Diaz-Cayeros and Magaloni 2004).

’ My current research focuses on studying campaign promises and voter perceptions to examine which

parties tend to engage in clientelistic practices at the sub-national level. However, for purposes of this paper I
will a priori assign these labels based on a generalization of empirical observation.

" In the case of Argentina, Remmer (forthcoming) finds that electoral support for the traditionally
clientelistic Peronist party (PJ) at the provincial level exhibits a U-shaped relationship with spending on
personnel, indicating that only low and high levels of support of this party lead to the distribution of
patronage. Interestingly enough, the inverse relationship is found when looking at social spending, indicating
that broad public goods are delivered in middle-levels of competition. Similarly, Diaz-Cayeros and Martinez-
Uriarte (1997) uncover a non-monotonic relationship between social works expenditures on a sample of
roughly 12% of Mexican municipalities.

"'In this sense, it is important to note that even in advanced capitalist democracies, the existence of safe-seats
or incumbency advantage is a widespread phenomenon, mostly attributed to control of government resources.
"2 This is related to the increased sensitivity of low-income voters to clientelistic transfers: a one peso
increase provides more utility to a low-income voter than a high-income one (taken from Calvo and Murillo
2004: 743).
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H2: Introduction of competition will increase spending on public works but, in
accordance with the logic of portfolio diversification, will also increase administrative
spending.

H2A: Competition from the PAN will increase spending on public goods, while
competition from the PRD is expected to increase administrative expenditures.

H3: Unified PRI governments will be associated to lower spending on public
goods, while an increase in the number of legislative parties is expected to have a decrease
on administrative expenditures.

H4: Electoral uncertainty on the side of the PRI is expected to increase

administrative spending.

Data and Evidence
Patterns of State Expenditures

Per capita administrative expenditures are used as a measurement of patronage
because. Per capita expenditures on public works and development are used as a proxy of
spending on public goods. Although as noted above, this category comprises different
types of expenditures and can also involve some type of discretionality “they also have
direct consequences for the welfare of the community as a whole” (Diaz-Cayeros and
Martinez-Uriarte 1997: 9). Per capita tax revenues is used in congruence with the literature
on fiscal federalism, which argues that raising their own revenues will lead to more
efficient government spending and thus lower administrative expenditures. I also use per
capita participaciones or non-compensatory government transfers as a control because are
not associated to specific conditionality on spending. Public debt is excluded from the
analysis because it presents a strong negative correlation with tax revenues.

Following the literature on social policy, several indicators of economic
performance and general government programs are also included in the analysis to control
for alternative determinants of poverty levels. Level of development is measured using log
GDP per capita. State-level FDI is used to measure economic openness (Frankel and
Romer 1999; Dollar and Kraay 2004). Growth is the annual rate of change in the state
GDP between 1990-2004 (Dollar and Kraay 2002).

14



The political variables are as follows. Competitiveness is measured by the effective
number of legislative parties in local congresses, as measured by the Laakso-Taagepera
Index". In addition a dummy for states that have experienced turnover is also included.
Hegemonic power is constructed as a dummy variable signaling the states where the PRI
won the last gubernatorial election with a winning differential larger than 50 percentage
points'®. Unified governments are measured by a dummy variable indicating the states
where the PRI holds control of the government and the majority (50%+1) of the local
congress. The structure of party competition is measured by indicating whether turnover
has occurred between the PRI and the PAN or the PRI and the PRD. Finally, electoral
uncertainty is measured by the absolute value of electoral volatility in the share of the PRI
vote in the last gubernatorial elections. The results are presented in Tables 1 and 2 and the
matrix of correlations is included in Appendix B. The methodology employed is a cross-
sectional time series regression with panel-corrected standard errors. As emphasized
before, these results are preliminary and their implications for future research will be

further discussed in the conclusions.

' The results for local congressional elections were not available, so I used the composition of the legislature
as a proxy for increase in competitiveness.

'* This variable strongly correlated with the Molinar Index for number of parties using data for the last
gubernatorial elections.
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Table 1. Per Capita Administrative Expenditures

(1)

2

(3)

4

(5)

(6)

@)

Lagged DV 1.012 1.012 1.016 1.025 1.014 1.014 1.009
(0.042)* (0.044)* (0.040)** (0.188)** (0.043)** (0.038)** (0.051)**
Growth -0.378 -0.197 -0.209 -0.225 -0.066 -0.145 -0.186
-1.807 -0.844 -1.139 -1.132 -1.084 -0.947 -1.037
Development 0.461 0.379 0.373 0.372 0.357 0.48 0.383
(0.071)* (0.095)** (0.072)** (0.071)* (0.065)** (0.069)** (0.053)**
Pc Tax revenues -0.067 -0.05 -0.052 -0.049 -0.06 -0.041 -0.065
(0.026)* -0.033 (0.023)* (0.024)* (0.022)** -0.022 -0.041
Pc Participaciones 0.072 0.059 0.056 0.057 0.049 0.045 0.053
(0.027)* (0.017)** (0.017)** (0.018)** (0.017)** (0.018)* (0.016)**
PRI Hegemony -0.519 -0.562 -0.558 -0.568 -0.592 -0.548
(0.069)** (0.097)** (0.102)** (0.101)** (0.105)* (0.133)**
Effective Number of Leg Parties -0.083 -0.091 -0.064 -0.127 -0.113
-0.093 -0.084 -0.081 -0.091 -0.116
Unified PRI government -0.035 -0.094 -0.086 -0.07
-0.054 -0.066 -0.06 -0.065
Turnover PRI-PAN -0.233 -0.179
(0.041)* (0.060)**
Turnover PRI-PRD 0.141 0.115
(0.027)* (0.038)**
Electoral Volatility PRI -0.162
(0.056)**
Turnover -0.195
(0.046)**
Constant -0.326 -0.029 0.21 0.242 0.353 0.177 0.367
(0.165)* -0.234 -0.303 -0.266 -0.235 -0.252 -0.394
Observations 346 343 331 331 331 331 329
Number of states 32 32 32 32 32 32 32
R? 0.2254 0.2761 0.2653 0.2713 0.2739 0.2873 0.2963

Note: Prais Winsten with panel-corrected standard errors in parenthesis.

* significant at 5%; ** significant at 1%

16



The preliminary evidence confirms some of the hypotheses outlined above. The
level of development is associated to higher administrative spending because it represents
overall wealthier economies. Tax revenues exhibit a negative relationship with
administrative expenditures supporting the notion that greater reliance on own resources
will lead to lower patronage. However, the significance of this variable does not hold in all
the models.  Participaciones, on the other hand is significant and positive with
administrative expenditures probably indicating that non-conditional expenditures will be
more likely targeted to clientelistic purposes as opposed to conditional ones. PRI
hegemony is significant and negatively associated with administrative expenditures
lending partial support to theories of portfolio diversification. In order to further test this
notion it would be necessary to test for levels of turnout (Meltzer and Richard 1981),
however this data is only available for a limited sample. Hypothesis 3 finds no support in
the evidence because neither a unified PRI government nor the number of legislative
parties have an effect in determining administrative expenditures. In contrast, turnover is
significant and negative, providing evidence for Hypothesis 2. Finally, once we separate
whether turnover has occurred with the PAN or with the PRD we see that competition with
the latter tends to increase patronage. This indicates that the PRI and the PRD probably
engage in higher administrative expenditures, while the presence of the PAN in

government decreases them.

"> Mexico City is excluded from this list because elections for mayor were held for the first time until 1997.

e Campeche, Coahuila, Colima Durango, Guerrero, Mexico, Oaxaca, Puebla, Quintana Roo, Sinaloa,
Sonora, Tabasco, Tamaulipas, and Veracruz, are the exceptions.

'7 The results hold when this variable is used instead.
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Table. 2 Per Capita Public Works Expenditures

(1)

2

(3)

4

(5)

(6)

@)

Lagged DV 0.981 1.016 1.028 1.024 1.025 1.028 1.036
(0.114)* (0.040)** (0.193)** (0.191)** (0.194)** (0.214)* (0.228)**
Growth 0.402 0.449 0.5 0.479 0.516 0.518 0.56
-0.37 -0.307 (0.184)** (0.171)* 0.171)* (0.175)* -0.479
Development 0.069 0.04 0.05 0.049 0.041 0.033 0
(0.029)* -0.032 -0.031 -0.032 -0.033 -0.054 -0.064
Pc Tax revenues -0.033 -0.035 -0.034 -0.031 -0.035 -0.035 -0.042
(0.009)** (0.012)** (0.010)** (0.009)** (0.010)** (0.012)* (0.021)*
Pc Participaciones 0.036 0.035 0.035 0.036 0.034 0.035 0.037
(0.008)** (0.011)* (0.013)** (0.013)** (0.013)** (0.014)* (0.010)**
PRI Hegemony -0.061 -0.059 -0.057 -0.062 -0.066 -0.066
(0.010)** (0.021)** (0.023)* (0.022)** (0.024)* -0.045
Effective Number of Leg Parties -0.023 -0.032 -0.023 -0.027 -0.031
-0.056 -0.06 -0.062 -0.066 -0.075
Unified PRI government -0.037 -0.047 -0.045 -0.035
-0.023 (0.023)* (0.021)* -0.023
Turnover PRI-PAN 0.03 0.02
(0.012)* 0.029
Turnover PRI-PRD -0.041 -0.049
-0.046 -0.036
Electoral Volatility PRI 0.011
-0.022
Turnover 0.05
(0.013)**
Constant 0.016 0.096 0.122 0.162 0.195 0.217 0.286
-0.067 -0.058 -0.112 -0.131 -0.129 -0.13 -0.176
Observations 222 219 207 207 207 207 205
Number of states 32 32 32 32 32 32 32
R? 0.2549 0.2653 0.2713 0.2759 0.2835 0.2818 0.2831

Note: Prais Winsten with panel-corrected standard errors in parenthesis.

* significant at 5%; ** significant at 1%
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The results regarding public works are less robust. Development continues to
indicate a positive relationship with expenditures although it is not robust in all
specifications. Tax revenues again hold a negative — although in this case insignificant —
relationship with the dependent variable, whereas participaciones is positive and robust.
The latter indicates that non-conditional transfers are also spent on public works, however
we would need a further refinement of this category to see what part of public works is
driving this result. PRI hegemony exhibits a negative and significant relationship with
spending on public works, indicating again that resources are not targeted in areas where
this party enjoys electoral security. We see again that the number of congressional parties
and a unified PRI government have no effect as determinants of public works
expenditures. However, Hypothesis 2 is again confirmed given that turnover has
significant effect on public works expenditures. Finally, there exists support for the
hypothesis regarding structure of party competition, although more modest than in the
previous regressions. Although turnover holds a positive relationship with spending on
public works, once we separate the structure of competition we see that this is explained by
turnover with the PAN. PRI-PRD turnover does not seem to explain spending on public
works. The next section will briefly explore public opinion data to corroborate these
findings from the perspective of citizens. The final section will discuss implications of

these results.

Public Opinion

In order to further test these results, I examined public opinion data from a national
survey with state-level representativeness conducted in December, 2005 by ARCOP,
Mexico. Respondents were asked how satisfied they were with water and pavement
services provided in their locality. Although this is responsibility of the municipal
governments, I use it as a proxy for public good provision given that municipal
governments depend on transfers from the central government and from the states to

finance their budgets. Although states are required to transfer specific amounts to
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municipalities, the criteria with which they do this is not homogenized. The results for the

.. . 18
logistic regressions are presented below .

Table 3. Satisfaction with Provision of Water/Pavement

Water Pavement
Development 0.58 0.665 -0.137 -0.047
(0.125)* (0.132)** -0.116 -0.123
Pc Aportaciones 0 0 0 0
(0.000)** (0.000)** 0 0
PC Tax revenues 0.001 0.001 0.001 0.001
(0.000)** (0.000)** (0.000)** (0.000)**
FDI 0 0 0 0
0 0 0 0
Agriculture -1.135 -0.476 -1.492 -1.653
-1.259 -1.324 -1.13 -1.176
Woman 0.151 0.162 0.072 0.08
(0.076)* (0.077)* -0.068 -0.069
Age 0.003 0.003 0.007 0.008
-0.003 -0.003 (0.003)** (0.003)**
Schooling 0.062 0.064 0.128 0.13
-0.041 -0.041 (0.036)** (0.037)**
Income 0.053 0.046 0.075 0.076
-0.038 -0.038 (0.034)* (0.034)*
Id PRI 0.147 0.072 0.217 0.178
-0.157 -0.161 -0.141 -0.146
Id PRD 0.314 0.379 0.216 0.247
-0.162 (0.168)* -0.138 -0.141
Id PAN -0.059 -0.066 0.069 0.048
-0.129 -0.131 -0.117 -0.119
No of Parties -0.026 0.005 0.045 0.014
-0.069 -0.074 -0.062 -0.065
Turnover 0.506 0.374
(0.081)** (0.074)**
Turnover PRI-PAN 0.452 0.135
(0.088)** -0.078
Turnover PRI-PRD 0.301 0.334
(0.107)** (0.098)**
Constant -0.832 -1.135 -0.678 -0.768
-0.528 (0.570)* -0.475 -0.513
Observations 3688 3626 3658 3596
Pseudo R-squared 0.4271 0.437 0.412 0.423

Standard errors in parentheses
* significant at 5%; ** significant at 1%

' These regressions were also performed controlling for fixed effects and the results do not vary.
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The dependent variables measure a positive response for satisfaction with provision
of water supply and public pavement. Control variables were introduced to account for
economic characteristics of the states, and individual socio-demographics. The presence of
turnover again exhibits a positive and significant relationship on satisfaction with public
services. In addition, when we examine the structure of competition, we see that in the case
of water turnover with the PAN has a larger positive effect than turnover with the PRD.
This is not the case for pavement, where PRI-PAN competition is insignificant and PRI-
PRD competition is significant and positive. In interpreting these results through
simulations'® we see that the presence of turnover increases the probability of satisfaction
with both water supply and pavement by 9 percentage points. In a similar vein, turnover
with PAN increases a positive response in water rating by 8 points, while PRD turnover
increases it by 5 percentage points. Finally, PRD turnover increases satisfaction with

pavement by 8 points.

Implications and Conclusion

Understanding the effects of decentralization on local-level government
performance is a very important subject of research. The increase in -electoral
competitiveness produces important effects on budgetary allocation of sub-national
government resources although the nature of expenditures can vary according to the nature
of the incumbent party and the new competitors. The preliminary results presented in this
paper support the notion that decentralization does not always produce welfare-enhancing
results, but can instead provide resources for sub-national government authoritarian or
hegemonic parties to defend themselves from competition when specific institutional
provisions are not present. A deeper analysis of this argument has to involve government
expenditures beyond the provincial level (i.e. municipalities). In addition, a refinement of
the expenditures included in each category is also necessary in order to distinguish
between private goods, public goods and club goods. This is essential to a better
understanding of the existence of clientelistic practices beyond the national level in a new

democracy like Mexico. Although this type of analysis has been conducted with relation to

' Simulations were performed setting all economic and sociodemographic variables at their means except for
female and PRI identification, which were set at their maximum values.

21



specific social programs, no analysis has been carried out regarding the entire composition
of the budget in provincial and local governments. In addition, a key element to a more
comprehensive analysis of the topics dealing with the effects of decentralization has to
include individual level data in the form of public opinion surveys.

The results presented by this analysis lend partial support to the contention that
party system structure and not just party ideology can explain government spending
decisions and, under the assumption that the PRI and the PRD behave clientelistically,
these results also point to an increase in patronage spending in the absence of
programmatic parties. A next step should involve an effort to develop better indicators for
each of the three dimensions measuring both variations across countries and across time.
By definition, decentralization implies change over time and empirical investigation should
aim to assess the effects of the transfer of government responsibilities by comparing
performance levels before and after decentralization reforms across a large number of

countries.
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