THe LONDON SCHOOL
of ECONOMICS AnD
POLITICAL SCIENCE

LSE Research Online

Joachim Wehner
Legislative institutions and fiscal policy

Working paper

Original citation:

Wehner, Joachim (2006) Legislative institutions and fiscal policy. PSPE working papers, 08-
2006. Department of Government, London School of Economics and Political Science, London,
UK.

This version available at: http://eprints.lse.ac.uk/25509/

Originally available from Department of Government, London School of Economics and Political
Science.

Available in LSE Research Online: October 2009
© 2006 The Authors

LSE has developed LSE Research Online so that users may access research output of the
School. Copyright © and Moral Rights for the papers on this site are retained by the individual
authors and/or other copyright owners. Users may download and/or print one copy of any
article(s) in LSE Research Online to facilitate their private study or for non-commercial research.
You may not engage in further distribution of the material or use it for any profit-making activities
or any commercial gain. You may freely distribute the URL (http://eprints.Ise.ac.uk) of the LSE
Research Online website.

http://eprints.lse.ac.uk


http://www2.lse.ac.uk/researchAndExpertise/Experts/profile.aspx?KeyValue=j.h.wehner@lse.ac.uk
http://eprints.lse.ac.uk/25509/
http://www2.lse.ac.uk/government/PSPE/WorkingPapers.aspx
http://www2.lse.ac.uk/government/PSPE/WorkingPapers.aspx

Legislative Institutions and Fiscal Policy

Joachim Wehner
Government Department
London School of Economics
Houghton Street
London WC2A 2AE
United Kingdom

i.h.wehner@lse.ac.uk

Version: 19 December 2006

Abstract: A number of studies, using different samples aatdgkts, claim that
various legislative institutions affect fiscal pofi This paper uses data from a 2003
survey of budgeting practices to comprehensiveliuate the effect of a range of
legislative institutions on public spending in 2&EQCD countries. It finds no evidence
for most institutional hypotheses. Only the powkthe legislature to amend the

budget proposal of the executive has a signifigaptict on public expenditures.
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Legislative Institutions and Fiscal Policy

Political scientists and economists increasingiest in the development of
comparative tools for the cross-national studydaditigal institutions and their
performance (Congleton and Swedenborg 2006). Rigtyaonstructed quantitative
measures are useful for testing theories with fasgeples of countries than the case
study method allows, and to broaden our perspebgyend a handful of frequently
studied cases. However, the development of suclparative tools also entails
pitfalls. New measures may quickly gain widespraackeptance despite possible
refinements or alternatives. Moreover, aggregate@s can sometimes obfuscate the
impact of individual component variables. In shaitjle the development of
quantitative measures is crucial for advancingcthraparative study of institutional
effects on policy, it is equally important to caoyt careful testing and continuous

reassessment to ensure the quality of measuregin u

This paper reconsiders comparative measures @ldgige control of public finance.
Distrust in the ability of legislators to maintdiacal discipline in the budgetary
process is not a new phenomenon. Since the 199@snber of studies, using
different variables and datasets, have claimeddraain institutional features are
conducive to maintaining fiscal discipline durifgtbudget approval process in the
legislature. This paper provides an overview arsgssment of two prominent
quantitative measures of the power of parliamentsudgetary matters (Von Hagen
1992, Alesinaet al.1996). | also consider other legislative varialthedt different

authors claim to be determinants of fiscal outcariibs assessment of alternative



measures is complicated by the fact that empistalies typically use different
datasets that may not allow the reconstructiortleéoexisting measures. This paper
is the first to systematically assess two mairnradteve measures of legislative budget
power and other relevant variables on the basissnfigle dataset. Moreover, cross-
sectional analysis is complemented with resultsgiainew method for estimating
coefficients of time-invariant variables in panata which addresses a frequent

methodological problem in the empirical literature.

The paper is organised in three parts. The figtides a brief introduction to the
theoretical arguments and institutionalist hypo#isds the literature. The second part
discusses data and methodological issues. In tfiegart | present empirical results
on the impact of legislative institutions on fispalicy outcomes, using cross-
sectional and panel data. The conclusion consttersnplications of these findings

for further research.

Institutionalist hypotheses

The literature on the fiscal effect of budget igtons builds on the basic insight that
spending will be higher when decision-makers doimtrnalise the full costs of their
actions. Weingast, Shepsle and Johnson (1981) &<t as the ‘law of 1/n’. In
their model, expenditurecan be targeted at a particular geographicaliclisthere it
produces benefitis, while costs are shared equally across all districts. This iespl
that the optimal level of spending for distiigs achieved when its marginal benefit

equals its marginal codg'(x) = (1/n) c'(x) The largen the smaller the share of the



tax burden considered. Hence, the authors conthadéthe degree of inefficiency in
project scale... is an increasing function of the hanof districts’ (Weingast al.

1981: 654). In other words, the possibility to disge costs and target benefits leads to
higher spending the greater the number of decigiakers. This suggests that the

spending bias in a legislative setting is potelyti@rge.

Von Hagen and Harden (1995: 772-775) build on alaindea and explore the
aggregate implications of different decision-makjpmgcedures. They show that the
aggregate budget outcome resulting from a bottomrapess, in which spending
ministers independently develop their spendingglanlarger than the optimal total
of the government as a whole. When a minister witlportfolio, who has an
incentive to consider the overall impact of exdessition, is given strategic power
vis-a-vis spending ministers, the resulting amafribtal spending is closer to the
joint optimum than under the bottom-up process. ifioelel can be adapted to
different contexts, such as legislative decisiorkimg, or where the process involves
disciplined political parties in a coalition govarant (Hallerberg 1999 and 2004: 22-
27). The basic result is always that a spending Wil result when decision-makers
do not internalise the full cost of their actions, when they suffer from ‘fiscal

illusion’ (Von Hagen and Harden 1995: 772).

The fiscal institutionalist response to what i®aisferred to as the ‘common pool
resource’ or ‘fiscal commons’ problem is to impdserarchical budget institutions.
These are institutional arrangements that cengraliglgetary decision-making in the
hands of the finance minister, who is more lik@ybnsider overall costs than

spending ministers, and hence contain free-ridimysupport fiscal discipline (Von



Hagen 1992, Poterba and Von Hagen 1999, StrauciWamdHagen 1999). This has
spawned a substantial body of mainly empirical wamkhe fiscal effects of budget
institutions notably in Western Europe (Von Hag882, Hallerberg 2004), but also
Latin America (Steiret al. 1998, Alesinaet al. 1999b, Hallerberg and Marier 2004),
and more recently Central and Eastern Europe (GR003, Ylaoutinen 2004). In the
following, | review the hypotheses about the fisogbact of legislative institutions

put forward in this literature.

In a groundbreaking and widely cited paper prep&wethe European Commission,
Von Hagen (1992) argues that institutions that weake role of special interests in
the budget process affect fiscal stability. He di@ye three different versions of a
‘structural index’ that consist of up to four diféat items (pp. 43-44). Based on fiscal
data for European Community countries in the 19B8Bsempirical analysis finds
support for the ‘structural hypothesis’ that a betdgrocess with a dominating role of
the finance minister vis-a-vis spending ministeestricted powers of amendment for
parliament, and limiting adjustments to the budfietng implementation is strongly

conducive to fiscal discipline (p. 53).

Item two of the structural index combines seveoshponents to assess the ‘structure
of the parliamentary process’ (p. 70). In the déston below, the respective scores
assigned by Von Hagen are indicated in square btackomponents one and two
relate to the amendment powers of the legislaftiney indicate whether amendment

powers are limited [4] or unlimited [0] and whetlodyanges are required to be



offsetting [4] or not [0}: The third considers whether amendments can chedalt

of the government [4] or not [0]. Component fouligates whether all expenditures
are passed in one vote [0] or chapter-by-chapiemih an intermediate score [2] for
what Von Hagen classifies as ‘mixed’ cases. Tht ibmponent looks at whether the
process commences with a global vote on the sitieedfotal budget [4] or whether
totals are voted only at the conclusion of the ps3d0]. The individual scores are
summed to derive the total score for item two. Adaowgly, the scores on this item
can range between zero and a maximum of 20, w&ltetiter indicating a more
centralised parliamentary budget process that,rdotpto Von Hagen, should be

more conducive to fiscal discipline.

The effect of some of the components of item twooistested. Notably, Von Hagen
(1992: 36) argues that a global vote on the bugdget to allocative decisions
contains total spending. However, Ferejohn and Biet{1987) demonstrate that
such a two-step process may result in relativelyddudgets. Empirically, Alesina
andcolleagues (1999b: 270) find evidence that suctoegss imposes an effective
constraint, but Helland (1999: 130-132) does nain YAagen later revised his initial
view (Hallerberg and Von Hagen 1997, Ehrledral. 2001). Moreover, Von Hagen
(1992: 36) merely offers a ‘conjecture’ that votiing budget chapter-by-chapter is

more constraining than authorisation in a singlevdhe findings presented in the

! It is not entirely clear how Von Hagen scored ttésn in his 1992 paper when legislatures can only
accept or reject the budget. Notably, his Tableéorts that the Irish Parliament has no powers to
amend expenditure proposals. Scoring Ireland oftdnis two, he gives four points because
amendments are limited, but zero points for theetfing component. In the 2001 update (Hallerleg¢rg
al. 2001: Table 2b) the authors count the offsettiamias not relevant for Ireland and accordingly
assign a score of zero, which is more consistaredonstructing Von Hagen'’s item two, | assigned a
score of four for the offsetting component whergidlature can either (i) only accept or reject the

budget, or (i) when amendment powers impose aneggde constraint.



following section add to the empirical debate alibaeteffect of these institutional

features.

The paper by Alesina and colleagues (1996) extdrelgeographical application of
this approach. It establishes a parsimonious meadithe budgetary power of the
legislature vis-a-vis the government as part @&raitem index of budget institutions
that the authors use to classify budgetary systamisierarchical’ or ‘collegial’.

Using a sample of 20 Latin American and Caribbeamtries, they present evidence
that more hierarchical budget institutions wereasged with greater fiscal discipline
in the 1980s and early 1990s. They sum componemtsihd six to construct their
subindex three, which they argue measures theveladsition of the government
vis-a-vis the legislature in the approval stagel famd that it is a significant
determinant of fiscal performance (p. 23). In latersions of their paper they use a
different disaggregation of their main index (Aleset al. 1999a and 1999b).
However, only the 1996 subindex three focuses skaly on the legislature and it is
this original measure that | refer to in the follog. Hallerberg and Marier (2004:
578-579) use a rescaled version of this subindethfgr analysis of the interaction of
budget institutions and electoral incentives. Cakif2006: 364) also draws heavily
on these variables and finds evidence that theteffepresidentialism on budget

balances is conditional upon the powers of theige@s in the budget process.

Subindex three combines variables on amendmentrgamel the reversionary
budget (Alesinat al. 1999a: 34-35). With regard to amendment powers, it
distinguishes countries where amendments cannase the size of the budget or

its size and the deficit [10], from those where léggslature can do so only with



government approval [7.5], where it can only praolsanges that may not increase
the deficit [5], and where there are no constrd@itswWith regard to the reversionary
budget, the extreme case is that the governmepbpabis implemented even if the
legislature explicitly rejects or fails to apprav€l0]. In some instances a distinction
is made according to which the lack of timely apataesults in the enactment of the
government proposal, while rejection triggers reir to last year’s budget [8].
Alesina and colleagues argue that reversion t@téeious budget is more favourable
for the government than a requirement for tablimgpa budget as long as it can
redistribute spending between items [6], but noémvthis is disallowed [2]. Where a
new budget has to be presented, they give higloeeseovhere the government has
discretion to reallocate until the adoption of tieev budget [4] than to those where

there is no reallocation [2] or where Congresdoeates expenditures [O].

A few scores are not covered in this account, botlie deduced from Table A6 in
Alesinaet al. (1999a) or the 1996 version of their paper. Ftrsty assign the middle
possible score [5] to cases where the governmeign®in case of non-approval,
arguing that ‘this drastic possibility could gohait way’ since on the one hand the
legislature may want to avoid a situation thatastly to the country while the
government may be induced to present a ‘more ga&thudget in order to avoid
loss of office (Alesinat al.1996: 13). This intermediate score is only assigmnezk

in their dataset, to the Bahamas. Second, wheamisfmay be expended in case of
non-approval, Alesina and colleagues (1999a: TAB)egive eight points, which
according to their dataset is the case only in E®xThey add the scores for these
two variables, so that a maximum of 20 on subirttiese indicates a high degree of

executive control of the parliamentary agenda, Withey predict to have a positive



effect on fiscal discipline. This is confirmed Imetr empirical analysis, which finds a
negative association of subindex three with pringifycits in Latin American

countries in the 1980s and early 1990s (Alesinal. 1996: Table 6).

There are legislative features other than thosereavin the above indices that might
impact on fiscal aggregates. Heller (1997: 486hasghat the existence of second
chambers with budgetary powers increases the nuailaators who can veto or
modify legislation and this ‘forces the governmaeminclude more spending in the
budget than it would need to if the budget hada®sgn only one legislative
chamber’. Using a sample of 17 industrialised coest he finds that deficits are
higher in parliamentary systems with bicameral ttheose with unicameral
legislatures. However, with budget deficits ratthem expenditures as the dependent
variable, it is impossible to distinguish his prefiimn that budgetary bicameralism
leads to higher spending from the rival hypoth#sa bicameralism can increase
gridlock (e.g. Alt and Lowry 1994). There are atsoblems with the empirical
analysis. The results are to a substantial extéverm by the Italian case (Heller 1997:
502-503), and the classification of countries carchallenged.Moreover, the use of
pooled time-series cross-section regression isl@nudtic, since the time-invariant
nature of the variable of interest calls for cresstional analysis (Kittel 1999).
Bicameralism is also discussed by Gleich (2003; W8p argues on the basis of the
common pool perspective that it adds to the fragatem of the legislature, and
hence contributes to a spending and deficit biasth® other hand, Bradbury and

Crain (2001: 322) conclude that ‘splitting the Egtive branch into two chambers

2 For instance, Canada is classified as budgetagnigral.



mitigates the fiscal commons problem’. In shorg impact of bicameralism remains

unclear.

Other authors have explored how the fragmentati@pending authority across
different legislative committees affects fiscalippl Crain and Muris (1995) consider
the impact of committee structures on fiscal potyhe subnational level in the US.
Cogan (1994) provides an interesting historicabaat of the evolution of committee
spending authority in the US Congress, while Dhaatea (2003 and 2004) develops
a formalised treatment of this topic. One proposiis that the consolidation of
financial decision-making in a single committeaisinstitutional remedy for the
common pool problem and helps to contain spendiagspires. In a balkanised
committee setting partial spending decisions as&ibluted across different
committees and no single committee is responsdslénke overall level of
expenditure, which encourages free-riding. Usiagestevel data from the US Crain
and Muris (1995) find that the centralisation oésg@ing decisions in a single
committee indeed restrains expenditures compartdbhaikanised systems. The
empirical work on the fiscal effects of committérustures focuses almost

exclusively on US legislatures; this paper addssimational results.

Data and methods

One of the major drawbacks of the institutiondltsrature on fiscal policy is that its

empirical work uses different datasets and varidefaitions. To enable a more

systematic review | use data from a 2003 surveyudiyet practices by the
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Organisation for Economic Co-operation and Develeph{OECD) and the World
Bank to reconstruct the measures discussed abbeesurvey asked more than 370
questions and was administered to senior budgeeial§ in each participating
country® | use data from this survey to reconstruct \Von étesg)(1992) item two and
subindex three by Alesina and colleagues (1996Jpaamented in Table 1. It is
convenient to standardise the various indices bgaleng them so that a maximum
score of one can be interpreted as most constré&ioeda legislative perspective and
a score of zero as least constrained. This regcalialso helpful for the multiple
regression analysis in the third section. In tHeWang, | work with the rescaled
indices. Moreover, any components from these irsdace also standardised for the
regression analysis, so that all institutional afales of interest are either dummy
variables or range between zero and one, withatiher lalways indicating an

institutional feature that is predicted to reduwe level of public spending.

[TABLE 1 ABOUT HERE]

In addition, | reconsider whether bicameralism @8egublic spending, as Heller's
(1997) original hypothesis suggests. | use a sidptamy to indicate budgetary
unicameralism, where 1 = the second chamber hasrlesidgetary powers than the
lower chamber or parliament is unicameral and @ermvise. To explore the fiscal
impact of committee structure | use another dumamnable, where 1 = a budget or
finance committee plays a central role in the aparprocess and 0 = otherwise.

Unfortunately, cross-national data for OECD cow#trare not very useful for testing

® The survey was completed by 41 countries, inclydimst OECD countries. | focus on the latter
group, since these data are more reliable. Moreseseral other countries included in the survey,

such as Cambodia and Jordan, are not democracies.
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these two hypotheses, due to lack of variation {sd#e 1). Most OECD countries
are either unicameral or have second chamberdegier budgetary powers, and
most involve a finance or budget committee in theisilon-making process on public
expenditures (OECD 2002b, OECD and World Bank 2088hce, the results for

these variables should be treated with caution.

An assessment of the impact of legislative ingtng on the size of government
requires appropriate left hand side fiscal variglaled data. One important choice
relates to coverage, i.e. whether to use dataiotral or general government.
Moreover, databases differ in their inclusion ofraxbudgetary entities, for instance
social security funds. Of the studies reviewed ab®on Hagen (1992) uses general
government data, whilst Alesina and colleagues §bp8se central government data.
Elsewhere, Woo (2003: 390-391) points out thatreégovernment data can be
misleading when other parts of the public sectatrdoute substantially to fiscal
outcomes. To the contrary, Volkerink and De Hadl0(2 222) prefer central
government data, arguing that most theories rétatentral government. Persson and
Tabellini (2003: 38) add data availability as agbial reason in favour of central
government data, and they further claim that tiueda are more reliable. Evidently,

many justifications are plausible, but there iscnosensus on this issue.

A range of sources for fiscal data are availablee DECD (2005a and 2005b)
publishes comprehensive central and general gowarhfigures for (most) member
countries. Th&overnment Finance Statisti@GFS) of the International Monetary
Fund (IMF) include central and general governmet&dor a large number of

countries (IMF 2005a). However, while countriesr@asingly report GFS data on an

12



accrual basis, cash based reporting is still commbase two types of data are not
strictly comparable, which restricts sample size atroduces analytical breaks into
time series. The IMF also publishes theernational Financial StatisticdFS) that
include some central government fiscal data (IMB3Y). For European Union (EU)
members and accession candidates, Eurostat (20083kes fiscal data based on the
1995 European System of National and Regional Aatsoudence, the choice of data
source has implications for sample characteristicbthe exact nature of fiscal

variables.

To fully appreciate the implications, it is usefolconsider the variation in central
government data in particular. For instance, tH#1® 2003 average for central
government spending in Belgium is 29.7 per cer@bDP according to the OECD
National Accountswhile GFS indicate a share of 43 per cent andalR&re 17.7 per
cent. These are massive differences in public iadarms that would suggest
fundamentally different roles of central governmienthe economy, and which will
impact on results from cross-sectional analysis\ddecentral government data can
be highly problematic, since different classificats and reporting bases are in use to
define the central government sector and to unddigtal reporting. Without an
explicit theoretical basis as to why a certainmi&btn of central government should
be preferred this raises the prospect that anrarpior poorly informed choice of data
source affects empirical results. Moreover, thdiguaf data can vary greatly
between different sources. For instance, theres@ree erratic movements in the IFS
data due to breaks in analytic comparability. Agasmg Belgium, the expenditure to
GDP figure calculated from IFS data is 45.7 peit é@n1998, which drops to 18.2

per cent in the following year. The notes for tR& lgovernment finance items

13



acknowledge that these data are not consistertyrted? While this data source is
very popular with some researchers (e.g. Perssoi abellini 2003, Alt and Lassen
2006) because it contains data for a relativelgdarumber of countries, the extent of

inconsistency is highly problematic.

In contrast to data on central government, gerggraérnment data from different
sources are highly correlated, with coefficientauafund .9 for this sample. The
impact of different reporting standards is by fat as substantial compared with
central government data, which makes it less likie#if the choice of data source will
affect empirical results. Moreover, there is a tie&oal reason for preferring general
to central government data. Because revenue rgisinwgrs tend to be more
centralised than expenditure responsibilities, dizaised systems to varying degrees
suffer from a vertical fiscal imbalance or ‘fisgdp’ that has to be filled with
intergovernmental transfers and grants, usuallyftiee central government (Ter-
Minassian 1997, Shah 1994). Therefore, even whendpg isaccountedor at the
subnational level, it is likely that at least arghaf it flows via the central government
budget and isotedby the national parliament. As a result, centra smbnational
budgets cannot be neatly separated, and theytarately connected in producing
fiscal outcomes (Quigley and Rubinfeld 1996). ljisestionable to what extent a
simple federalism dummy can account for the compésxof intergovernmental

fiscal relations when using central government g@terson 1995: 473). Overall, this

“ For some countries, the IFS data cover the budge&mtral government and for others the
consolidated central government, but the latterymat necessarily include all existing extrabudgeta
units’. Moreover, while some countries report spieally for IFS, data for others are as reported fo
GFS or from ‘unpublished worksheets and are theeafot attributed to a specific source’ (IMF
2005b: XX).

14



discussion provides strong reasons for using gegev@rnment data, even if this

means a loss in degrees of freedom due to lowaraletilability.

A related issue is the choice of appropriate ingicaof ‘fiscal discipline’ or ‘fiscal
performance’. As with the choice of data coverdlge literature offers a variety of
possibilities. Von Hagen (1992) considers grosg,dedt lending (i.e. the negative of
the conventional deficit) and net lending excludinmigrest payments (i.e. the negative
of the primary deficit). Alesina and colleaguesq9dB: 263) use only the primary
deficit as the dependent variable, arguing thigtlgss sensitive to inflation-induced
increases in interest payments than the conventisfigit, and that it is a better
indicator of the fiscal stance of the current goveent, whose interest payments are
largely determined by previously accumulated d8tginet al. (1998) use the same
institutional data as Alesina and colleagues (1998l test the effect on a variety of
dependent variables. Interestingly, they find nepagtion between budget
institutions and government size, and the mosticamg evidence when using the
primary balance. Of the other papers reviewed éfitist section, Heller (1997) uses
conventional deficits, while Crain and Muris (192k the logarithm of state
revenues and expenditures per capita. Apparehtdyetis no agreement on what

constitutes the most appropriate indicator of figliscipline.

The disagreement about appropriate fiscal varidblesmpirical testing cannot be
explained with reference to differences in the ulyiteg theoretical approaches.
Formal models in the common pool tradition geneiratbe first instance predictions
about relative levels of public spending (e.g. \Hagen and Harden 1995, Hallerberg

2004: 22-28), whilst much of the empirical testirggs different fiscal indicators. In

15



this literature, the use of the deficit as the del@mt variable can be justified by
assuming at least partly non-Ricardian tax paydrs shift some of the cost of
today’s consumption to future generations (Von Het@92: 32). Still, the most
direct test would be to consider the impact ofitasbnal arrangements on levels of
public spending. Similarly inconsistent, Hellerl907) model makes predictions
about spending levels, yet he uses deficits adependent variable for his empirical
test. To align the empirical analysis with the uihgdeg theories, this paper
investigates the effect of institutional arrangetaem general government

expenditures as a percentage of GDP (multiplie@lds).

In terms of control variables, | draw on Perssoa &abellini (2003: 39), who review
a range of country characteristics that on thesbafstheoretical or empirical work can
be expected to influence the size of the publitose€ollowing Wagner’'s Law,

which suggests that the demand for governmentsvs income elastic, | control
for levels of economic development with the natlwglof per capita income (in
constant 2000 US$). The demographic structureeptipulation has implications for
public spending and is accounted for with two Valea: the share of the population
between age 15 and 64, and the share of the papuége 65 or above (multiplied by
100). Finally, Rodrik (1998) argues that demandsfarial protection increases with
trade openness, which is measured as the shalPoGimports plus exports of
goods and services (multiplied by 160Jhese data are from thtgorld Development

Indicators(World Bank 2005).

® | omit several controls that Persson and TabgfiD3) include in their basic model. First, thegu
central government data and control for fiscal déedisation with a federalism dummy. Here, the
dependent variable relates to general governmenbril, they include a dummy to indicate OECD

membership prior to 1993, excluding Turkey. | dtbis dummy, since all except four countries in this

16



The question of how legislative institutions affpablic spending levels calls for
cross-sectional analysis. However, the small sasipkerestricts degrees of freedom.
Moreover, it is possible that a relationship betweariables is not stable across time.
In the empirical analysis that follows, | rely migimn cross-sectional data, but
complement this with time-series cross-sectionyamsl Since institutional data are
often time-invariant or rarely changing, such viales raise methodological issues in
the context of fixed effects panel models. Unietixeffects are collinear with time-
invariant variables and ‘soak up most of the exalary power’ of rarely changing
variables (Beck 2001: 285). Random effect modeltherother hand assume that
unobserved effects are a random sample drawn frianmge population (Baltagi 2005:
35). This is not tenable in macro-comparative regedaced with this issue, one
option is to discard unit fixed effects when invgating the impact of time-invariant
institutional variables (e.g. Hallerberg and Ma@&04, Cheibub 2006). However,
this introduces omitted variable bias and forféhis advantage of accounting for unit

heterogeneity.

As a possible alternative, Pliumper and Troeger@280ggest a three-step process
that they call ‘fixed effects vector decompositi¢REVD) to estimate time-invariant
and rarely changing variables in models with uned effects. The first stage is to
estimate the unit fixed effects with a model exatgdhe completely time-invariant

explanatory variables. The second stage decomplosesit fixed effect by

sample (the Czech Republic, Hungary, Slovakia andtsKorea) are traditional OECD members. Its
inclusion does not substantively affect the resisally, there is no need to control for the dyabf
democracy, as fiscal data for Turkey and Mexicormtzavailable and the Freedom House scores for

the remaining countries in this sample are verylaimm
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regressing them onto the time-invariant variabbedugled from stage one plus any
rarely changing variables included in stage onmgu®LS. The third stage estimates
a pooled model with all explanatory variables ai agthe unexplained part of the
unit fixed effects, and calculates standard enotis adjusted degrees of freedom that
account for the number of estimated unit effecthenfirst stage. The following

section turns to the empirical analysis and repadslits using these approaches.

Analysis

In this part, | systematically test subindex thogeAlesinaet al. (1996) and Von
Hagen’s (1992) item two. My approach is index deposition, as used for instance
by Edin and Ohlsson (1991) to qualify Roubini aratiss’ (1989) study of the effect
of partisan variables on fiscal adjustment. Thimgshtaking apart the indices to test
the impact of each component separately. | stdht avbasic model for the 25 OECD
countries for which there are data on both gergraérnment spending as well as the
institutional variables of interest. This includbe controls for demographic structure,
level of economic development, and trade opennese averages of the data over
the 1999 to 2003 periddTogether, the socio-economic variables accounafiout

half of the variation in general government expands in this sample (see column 1

in Table 2).

Table 2 reports the results with Von Hagen'’s ledigé variables. The coefficient for

the standardised version of item two is large aguificant at the 5 per cent level

® | also used alternative 1994 to 2003 averages;wdiid not affect the substantive results.
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(column 2). | proceed to test the effect of eaamponent. The coefficients for the
two variables associated with limitations on ameednpowers are significant at the
5 per cent level or higher (columns 3 and 4), lmitthose of any other component
variable (columns 5 to 7). Moreover, the coeffitsefor the last two components have
the wrong sign. Component four (column 6) considdrsther all expenditures are
passed chapter-by-chapter, and the fifth compofoehimn 7) looks at whether the
process commences with a global vote on the sigeediotal budget. When each
separate component is included simultaneously, nbtleem is significant (column
8). However, the amendment limits and offsettingichies are jointly significant (F =
7.70, p = .005). This provides evidence that tisalts for item two are driven by one
particular institutional feature, namely differeacdr the legislative powers to amend

the budget proposed by the executive.

[TABLE 2 ABOUT HERE]

Table 3 repeats this exercise with the standardisesion of Alesinat al.s (1996)
subindex three. The coefficient for subindex thsglarge and significant at the 5 per
cent level, and it has the predicted sign (columi ésted separately, the coefficient
for the amendment powers variable has the predsitgdand is significant at the 5
per cent level (column 2). In contrast, the coéfit for the reversionary budget
variable is not significant, although it has thegicted sign (column 3)When both
components are included simultaneously, only tredfimient for amendment powers
achieves statistical significance at the 10 pet lsa®l (column 4). Here again, there

is evidence that one particular component drivegéisults. Moreover, as in the

"l also used a different operationalisation oféaeersionary budget variable, proposed by Wehner

(2006), which yielded a similar result.
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reanalysis of Von Hagen'’s item two, it is the vhleassociated with the amendment
powers of the legislature that is significant, #imel coefficient also has a similar size.
This provides reassurance that the result thawtngble affects levels of public
spending is not due simply to a particular opergtisation. This finding is of interest
in the light of recent contributions that attribgignificant importance to both
variables, but fail to distinguish their impactampirical analyses (Hallerberg and

Marier 2004, Cheibub 2006).

[TABLE 3 ABOUT HERE]

Table 3 also reports results for the committee tygsgs by Crain and Muris (1995)
and Heller’'s (1997) claim about the fiscal effetbiwameralism. The coefficient for
the budget committee dummy has the wrong sign &indti significant (column 5).
However, only four cases in this sample (Austrdllanada, Netherlands, and the UK)
do not use a specialised budget committee durie@piproval stage of the budget,
and all of these except the Netherlands severstyiceparliamentary powers of
amendment. Hence, these data provide a poor trestd@ommittee hypothesis, and
the result should not be over-interpreted. Withardgo the budgetary unicameralism
dummy, the coefficient has the wrong sign andrgrtam significant (column 6). |
also used a more permissive version of this vagjalshere systems with second
chambers that have powers over taxation but naredfure (Germany) are also
counted as bicameral, but this did not substarntiaect the result. There is no
evidence in these data to support Heller’'s (198&pity about the pro-spending bias

of bicameralism. However, the limited occurrencdwdgetary bicameralism in the
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sample (Australia, Italy, the Netherlands, andull$) again cautions against reading

too much into this finding.

The results so far consistently indicate that vesip defined indicators of legislative
powers of amendment are the only legislative végiabth a significant impact on
public spending. | conduct some robustness chedkste simplest indicator, Von
Hagen’s (1992) dummy for limits on amendment pow&able 4 confirms that the
results are very robust. In the first column | &d additional institutional variables
identified by Persson and Tabellini (2003) as digant determinants of the size of
government, i.e. presidentialism and a pluralitg electoral systefhl then make the
cases more homogenous, first by excluding the tesigential systems, i.e. the US
and South Korea (column 2), and second by restge¢hie sample to OECD members
that joined the organisation prior to 1993, whickams dropping the Czech Republic,
Hungary, Slovakia and South Korea (column 3). selts in column 4 are for an
alternative indicator of the size of governmermt, iotal revenues as a percentage of
GDP (multiplied by 100). The amendment powers dumamyains significant
throughout. Finally, 1 use a dummy indicating formui colonies (with

independence in the past 150 years) as an insttymikich assumes that this variable
does not influence fiscal policy except througteifect on institutional arrangements.
With two stage least squares (2SLS), the signitieasf the coefficient for
amendment powers is exactly at the 10 per cent (egkimn 5). Overall, these

results are very robust and suggest that, in theraxkd industrialised democracies,

8 Japan and New Zealand carried out reforms in E9@41996 respectively that entailed a move from
a majoritarian to a mixed electoral system (PerssahTabellini 2003: 83) and are coded as
majoritarian to account for the long term effectlod previous electoral system. Changing the coding

for these two countries to reflect the new systesdot substantively affect the results.
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restrictions on parliamentary powers to amend bigdgenstrain the size of the
overall public sector relative to GDP by about fpercentage points compared with

systems that do not limit these powers.

[TABLE 4 ABOUT HERE]

Unfortunately, there is no comprehensive datasgtdbcuments how all of the
legislative institutions of interest have evolveaoa longer period of time. On the
other hand, parliamentary powers of amendment thebudget are highly time-
invariant. Some countries did reform provisionsgoing amendment powers, such
as France in 2001 (Chabert 2001) and New Zealaté96 (Lienert and Jung 2005:
330), but a fundamental switch from restrictednioestricted powers of amendment
or vice versa is rar®.Since constitutional provisions on amendment pevaee

costly to change, they can reasonably be treatad axogenous variable in at least

the short to medium run (Alesina and Perotti 1996:

To exploit the variation of the non-institutionanables in the time dimension, |
construct a panel dataset covering the period 1®2003, for which the OECD
publishes fiscal data (OECD 2005b). As in the cisstional analysis, there are no
data for Mexico and Turkey, and a further threentoes are omitted because they

did not respond to the 2003 survey of budget prosd(Luxembourg, Poland and

° | also ran these regressions with IMF and Eurakdsa for general government, which did not
substantively affect the findings. These resulésraot reported, but can be obtained from the author
2 Such changes occurred recently in some counttieside this sample. For instance, there were no
restrictions in Poland until 1998, but article 2P0¢f the constitution now prohibits amendments tha
result in a higher deficit than in the executivafttbudget. Romania introduced similar restrictions
with article 17(3) of the 2002 Law on Public Finan('laoutinen 2004).
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Switzerland). | thus maintain the sample of 25 sased for the cross-sectional
analysis. The resulting panel is unbalanced. Fidat for New Zealand are only
available as from 1985. | exclude years prior tmderatisation for countries that
made a transition from authoritarian rule during $ample period, i.e. South Korea
(1988), Portugal (1977), Greece (1975), and SE#8i&). The data series for the
transition countries in the sample start later,foe Hungary in 1991 and for the
successor states of Czechoslovakia, the Czech Repnd Slovakia, in 1993 and
1994 respectively. The socio-economic data arelyeadailable for the entire period
(World Bank 2005). The variable of interest is time-invariant dummy indicating
limits on amendment powers. Several other instihi variables may affect spending
levels and are either time-invariant or rarely aiag. The sample contains no case
that switched from pure presidentialism to othenfe of government or vice versa.
Only three countries implemented relevant reforfith@ir electoral systems during
the sample period. Japan (1994) and New ZealaribjXfloved away from plurality
rule and introduced mixed systems, while Franceflgrabandoned plurality rule

during 1985 and 1986 (Persson and Tabellini 208388.

| first estimate the effect of limiting parliamentaamendment powers with a model
that excludes unit fixed effects. To mitigate osttivariable bias, | include various
time-invariant or hardly changing variables, intgadar the dummies for OECD
membership prior to 1993, former UK colonies, patestialism and plurality rule. |
also control for a possible Maastricht effect ia thn-up and during monetary union

by including a dummy variable (coded 1 = 1992 terla0 = otherwise) for the twelve

23



members of the Euro area, the so-called Et}Blince the prospect of EU
membership in Eastern Europe may have induced tigtéening to meet
convergence criteria, | also include a dummy todai® former communist countries
or their successor entities. Here, | adopt the BetkKatz standard, viz. a lagged
dependent variable on the right hand side to addretcorrelation, and panel
corrected standard errors (Beck and Katz 1995ubstantive terms, the lagged
dependent variable accounts for the stickinesp@hding by capturing the influence

of past expenditures on annual levels (D&tial. 1966).

[TABLE 5 ABOUT HERE]

Table 5 presents the results. | start with estimfiethe entire sample period (1971 to
2003) using OLS with year dummies and a lagged roiigra variable (column 1).

The coefficient for the amendment dummy has thdipted sign and is significant at
the 5 per cent level. To explore whether this reteship is stable over time, | split the
sample into two periods and estimate the same nfodebch separately. For the first
half of the sample period (1971 to 1987) the amesrdrdummy is no longer
significant (column 2). However, for the secondf lohithe period (1988 to 2003) the
coefficient is large, has the predicted sign, ansignificant at the 1 per cent level

(column 3). The FEVD specification suggest thattitions on amendment powers

! The EU12 are Austria, Belgium, Finland, Francern@my, Greece (since 2001), Ireland, Italy,
Luxembourg, the Netherlands, Portugal, and Sparperimented with different versions of this
variable. First, | used a dummy for the EU15,the. EU12 plus Denmark, Sweden and the UK.
Second, following Volkerink and De Haan (2001: 236)sed different years from which onwards the
EU12 dummy is set equal to one. Only with a stateaf 1997 or 1998 is the coefficient both negativ
and significant. However, since this did not substaly affect the coefficients for the variable of

interest, | do not report these results here.
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account for a difference in general government edjtare of about 3 per cent of
GDP over the entire sample period (column 4). Téw two columns again present
separate results for each half of the sample pefibd amendment dummy is
significant for both periods. In the later peritite effect on general government
expenditure is estimated to represent almost @garof GDP, which is similar to the

results obtained in the cross-sectional analysis. dvidence is mutually reinforcing.

Conclusions

There is a growing interest in the fiscal effedtsetitutional variables. Several
findings in this paper add to this research. Imteof variables and data, the paper
serves as a reminder that this research agenda Wwenkfit from paying more careful
attention to the dependent variable. The choidesoél indicator should be closely
linked to theoretical work. Similarly, the choicedata source should consider the
implications of different classifications and rejog standards. In terms of methods,
fixed effects vector decomposition appears to beedul complement to standard
cross-section and panel analysis in a context wihergariables of interest are rarely

changing or time-invariant, which is common in igtonalist research.

In substantive terms, this analysis suggests teathwuld not rush to accept the
superiority of complex composite indices over mgireple and transparent variables
when investigating institutional determinants stll policy. This paper is the first to
directly compare different indices of legislativedget power on the basis of a

common dataset. The conclusion is that the emppEdormance of composite
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measures of legislative power is driven by oneipagr variable, i.e. the power of the
legislature to amend the budget. Other budgettitgtns that are often combined into
indices do not appear to significantly affect time of the public sector. A larger
sample of countries would allow for more fine-gedrassessment of the fiscal impact
of various institutional features. However, thedfing that amendment powers have
the most explanatory power amongst a range ofléuyis institutions discussed in

the literature is very robust and unlikely to bieafed.

Finally, these results are relevant for constinaiceconomics. The design of the
power of the purse is a basic constitutional chthe¢ fundamentally affects the role
of the legislature in public finance. Data for th&ariable can be collected relatively
easily for a large number of countries from exgurveys and constitutional
documents, thus making it a strong candidate fdusion in further work on the
economic effects of constitutions. Recent work IneiBub (2006) goes into this
direction, and qualifies regime effects of publesding with a more fine-grained
understanding of executive control over fiscal ppliFuture research should explore

these interactions more comprehensively.

26



References

Alesina, A. and R. Perotti (1996). "Budget Defiatsd Budget Institutions." NBER

Working Paper Series 5556.

Alesina, A., R. Hausmann, R. Hommes and E. St&8g§)L "Budget Institutions and

Fiscal Performance in Latin America." NBER WorkiRgper Series 5586.

Alesina, A., R. Hausmann, R. Hommes and E. St&89&). "Budget Institutions and
Fiscal Performance in Latin America." Inter-Amendaevelopment Bank Office of

the Chief Economist Working Paper Series 394.

Alesina, A., R. Hausmann, R. Hommes and E. St&a4h). "Budget Institutions and
Fiscal Performance in Latin America." Journal o/Blepment Economics 59(2):

253-273.

Alt, J. E. and D. D. Lassen (2006). "Transparei®jitical Polarization, and Political
Budget Cycles in OECD Countries." American JounidPolitical Science 50(3):

530-550.

Alt, J. E. and R. C. Lowry (1994). "Divided Goveran, Fiscal Institutions, and

Budget Deficits: Evidence from the States." Amemi€alitical Science Review

88(4): 811-828.

27



Baltagi, B. H. (2005). Econometric Analysis of Plabata. Chichester, J. Wiley and

Sons.

Beck, N. (2001). "Time-Series-Cross-Section Dathat\Have We Learned in the

Past Few Years?" Annual Review of Political Sciethc271-293.

Bradbury, J. C. and M. W. Crain (2001). "Legislat®rganization and Government

Spending: Cross-Country Evidence." Journal of Rubtionomics 82(3): 309-325.

Chabert, G. (2001). "La Réforme de I'Ordonnanc&3fd sur la Procédure
Budgétaire: Simple Aménagement Technique ou Préutks Véritables

Bouleversements?" Regards sur I'Actualité 275:3.3-2

Cheibub, J. A. (2006). "Presidentialism, Electodantifiability, and Budget Balances

in Democratic Systems." American Political ScieRaview 100(3): 353-368.

Cogan, J. F. (1994). The Dispersion of Spendindhéuity and Federal Budget

Deficits. The Budget Puzzle: Understanding Fed8panding. J. F. Cogan, T. J.

Muris and A. Schick. Stanford, Stanford Universtess: 16-40.

Congleton, R. D. and B. Swedenborg (2006). Demmc€xnstitutional Design and

Public Policy: Analysis and Evidence. Cambridge sMaMIT Press.

Crain, M. W. and T. J. Muris (1995). "Legislativeganization of Fiscal Policy."

Journal of Law and Economics 38(2): 311-333.

28



Davis, O. A., M. A. H. Dempster and A. Wildavskygb). "A Theory of the

Budgetary Process." American Political Science 8&w0(3): 529-547.

Dharmapala, D. (2003). "Budgetary Policy with Uadiand Decentralized

Appropriations Authority." Public Choice 115: 34873

Dharmapala, D. (2004). The Congressional Budgetd3s) Aggregate Spending, and

Statutory Budget Rules. Unpublished manuscript.

Edin, P.-A. and H. Ohlsson (1991). "Political Deterants of Budget Deficits:
Coalition Effects Versus Minority Effects." EuropeBconomic Review 35(8): 1597-

1603.

Ehrhart, K.-M., R. J. Gardner, C. Keser and J. Magen (2001). "Budget Processes:

Theory and Experimental Evidence." Centre for EocoiedPolicy Research

Discussion Paper 2661.

Eurostat (2006). New Cronos Database. Availablthennternet:

http://www.esds.ac.uk [last accessed October 2006].

Ferejohn, J. and K. Krehbiel (1987). "The Budgetdess and the Size of the

Budget." American Journal of Political Science 31296-320.

29



Gleich, H. (2003). "Budget Institutions and FisParformance in Central and Eastern

European Countries." European Central Bank Workiager Series 215.

Hallerberg, M. (1999). The Role of Parliamentaryr@oittees in the Budgetary
Process within Europe. Institutions, Politics amst&l Policy. R. R. Strauch and J.

Von Hagen. Boston, Kluwer: 87-106.

Hallerberg, M. (2004). Domestic Budgets in a Uniledope: Fiscal Governance

from the End of Bretton Woods to EMU. Ithaca, Cdirkmiversity Press.

Hallerberg, M. and J. Von Hagen (1997). "Sequenaimgdj the Size of the Budget: A

Reconsideration." Centre for Economic Policy Rede&iscussion Paper 1589.

Hallerberg, M. and P. Marier (2004). "Executive Bartity, the Personal Vote, and
Budget Discipline in Latin American and Caribbeavu@tries.” American Journal of

Political Science 48(3): 571-587.

Hallerberg, M., R. R. Strauch and J. von Hagen 1200he Use and Effectiveness of
Budgetary Rules and Norms in EU Member States: Ré&pepared for the Dutch

Ministry of Finance by the Institute of Europeatelgration Studies.

Helland, L. (1999). Fiscal Constitutions, Fiscatferences, Information and Deficits:

An Evaluation of 13 West-European Countries 1978k®&titutions, Politics and

Fiscal Policy. R. R. Strauch and J. Von Hagen. &gsluwer: 107-138.

30



Heller, W. B. (1997). "Bicameralism and Budget & The Effect of
Parliamentary Structure on Government Spendinggidlative Studies Quarterly

22(4): 485-516.

International Monetary Fund (2005a). Governmenafae Statistics Yearbook.

Washington, D.C., International Monetary Fund.

International Monetary Fund (2005b). InternatiofRi@ancial Statistics. Washington,

D.C., International Monetary Fund.

Kittel, B. (1999). "Sense and Sensitivity in Pookaghlysis of Political Data."

European Journal of Political Research 35(2): 225-2

Lienert, 1. and M.-K. Jung (2005). "The Legal Framoek for Budget Systems: An

International Comparison." OECD Journal on Budget(B), special issue.

Organisation for Economic Co-operation and Develepin(2002). "The OECD

Budgeting Database." OECD Journal on Budgeting: 1(3%-171.

Organisation for Economic Co-operation and Develepin(2005a). National

Accounts of OECD Countries: Volume IV General Gowveent Accounts. Paris,

Organisation for Economic Co-operation and Develepm

31



Organisation for Economic Co-operation and Develepn(2005b). OECD
Economic Outlook 77. Paris, Organisation for Ecoito@o-operation and

Development.

Organisation for Economic Co-operation and Develepthand World Bank (2003).
Results of the Survey on Budget Practices and Huves. Available on the internet:

http://ocde.dyndns.org/ [last accessed October]2006

Persson, T. and G. E. Tabellini (2003). The Ecordafiects of Constitutions.

Cambridge, MIT Press.

Pierson, P. (1995). "Fragmented Welfare Statesefaéthstitutions and the

Development of Social Policy." Governance 8(4).-448.

Plumper, T. and V. E. Troeger (2006). Efficientisttion of Time-Invariant and

Rarely Changing Variables in Finite Sample Pandlpses with Unit Fixed Effects.

Unpublished manuscript.

Poterba, J. M. and J. von Hagen, Eds. (1999). Hissttutions and Fiscal

Performance. Chicago, University of Chicago Press.

Quigley, J. M. and D. L. Rubinfeld (1996). "Fedésal and Reductions in the Federal

Budget." National Tax Journal 49(2): 289-302.

32



Rodrik, D. (1998). "Why Do More Open Economies H&rmgger Governments?"

Journal of Political Economy 106(5): 997-1032.

Roubini, N. and J. D. Sachs (1989). "Political &wdnomic Determinants of Budget

Deficits in the Industrial Democracies." Europeamiomic Review 33(5): 903-934.

Shah, A. (1994). The Reform of Intergovernmentaté&i Relations in Developing

and Emerging Market Economies. Washington, D.C.rltMBank.

Stein, E., E. Talvi and A. Grisanti (1998). "Ingtibnal Arrangements and Fiscal

performance: The Latin American Experience." NBERrikihg Paper Series 6358.

Strauch, R. R. and J. von Hagen, Eds. (1999).tutistns, Politics and Fiscal Policy.

ZEI| Studies in European Economics and Law Vol. @stBn, Kluwer.

Ter-Minassian, T., Ed. (1997). Fiscal Federalisrilneory and Practice. Washington,

D. C., International Monetary Fund.

Volkerink, B. and J. de Haan (2001). "Fragmentedadtoment Effects on Fiscal

Policy: New Evidence." Public Choice 109(3-4): 2242.

Von Hagen, J. (1992). Budgeting Procedures ancdaH&erformance in the European

Communities. Brussels, Commission of the Europeami@unities Directorate-

General for Economic and Financial Affairs.

33



Von Hagen, J. and I. J. Harden (1995). "Budget €s®es and Commitment to Fiscal

Discipline." European Economic Review 39: 771-779.

Wehner, J. (2006). "Assessing the Power of theePu¥s Index of Legislative Budget

Institutions." Political Studies 54(4): 767-785.

Weingast, B. R., K. A. Shepsle and C. Johnsen (198he Political Economy of

Benefits and Costs: A Neoclassical Approach toribigtive Politics." Journal of

Political Economy 89(4): 642-664.

Woo, J. (2003). "Economic, Political, and Institutal Determinants of Public

Deficits." Journal of Public Economics 87: 387-426.

World Bank (2005). World Development Indicators. $Nmgton, D. C., World Bank.

Ylaoutinen, S. (2004). Fiscal Frameworks in thetG#rand Eastern European

Countries. Helsinki, Ministry of Finance.

34



Table 1: Institutional variables

) 2 3) @) (5) z () ) z (8) ©)

Legislature Am_en_dments Amendments Amendments One vote on Global \(on Hagen Amer]dment Reversionary Alesina Budget Budgetar_y

limited offsetting cause fall expenditure  vote item twd' restrictions budget subindex thrde  committeé  unicameralisth
Australia 4 0 0 2 0 6 10 8 18 0 0
Austria 0 0 0 0 0 0 0 2 2 1 1
Belgium 0 0 4 0 0 4 0 8 8 1 1
Canada 4 0 4 2 0 10 10 8 18 0 1
Czech Republic 0 0 0 0 4 4 0 6 6 1 1
Denmark 0 0 4 0 0 4 0 6 6 1 1
Finland 0 0 0 0 0 0 0 10 10 1 1
France 4 0 0 2 4 10 10 10 20 1 1
Germany 0 0 0 0 4 4 0 6 6 1 1
Greece 4 4 4 0 0 12 10 6 16 1 1
Hungary 0 0 0 0 0 0 0 8 8 1 1
Iceland 0 0 0 0 0 0 0 5 5 1 1
Ireland 4 4 0 0 0 8 10 10 20 1 1
Italy 0 0 0 0 0 0 0 10 10 1 0
Japan 4 4 0 0 0 8 10 8 18 1 1
Mexico 4 4 0 0 0 5 8 13 1 1
Netherlands 0 0 0 4 0 4 0 6 6 0
New Zealand 4 0 4 2 0 10 10 8 18 1
Norway 0 0 0 0 4 4 0 8 8 1 1
Portugal 0 0 0 0 4 4 0 6 6 1 1
Slovakia 0 0 0 0 0 0 0 10 10 1 1
South Korea 4 0 0 0 0 4 10 6 16 1 1
Spain 4 4 0 0 4 12 5 6 11 1 1
Sweden 0 0 0 4 4 8 0 8 8 1 1
Turkey 4 4 0 0 0 8 5 8 13 1 1
United Kingdom 4 0 4 0 0 8 10 8 18 0 1
United States 0 0 0 4 4 8 0 8 8 1 0

Notes: Where the OECD data were inconsistent with tlieperted by Wehner (2006) the latter are preferredddition, Slovakia is scored as having unfedemmendment powers during the sample
period (see Gleich 2003: 25, Ylaoutinen 2004: gih)ce there are no constitutional limitations, alifjh the EU convergence programme contains dédiciets (personal correspondence received from
the Chancellery of the National Council of the Slkb\Republic).? Based on responses to questions 2.7.d (amendtimeitesl), 2.7.e (amendments offsetting), 2.7.h (adments cause fall), 2.8.a (one
vote on expenditure) and 2.7.j (global vote) in @E&nd World Bank (2003)° Based on responses to questions 2.7.e (amendegrittions) as well as 2.7.c and 3.2.a.4 (revessipbudget) in
OECD and World Bank (2003f.Based on responses to question 2.10.a in OECMamltti Bank (2003).¢ Based on Heller (1997) and current constitutions.
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Table 2: OLS estimates of Von Hagen'’s variables

1) 2 3 4) ®) (6) ) (8)
Von Hagen item two -12.20
(5.13)*
Amendments limited -5.79 -3.91
(2.33)** (4.74)
Amendments offsetting -8.17 -4.82
(2.17)*** (4.73)
Amendments cause fall -0.48 0.90
(3.01) (3.75)
One vote on expenditure 2.38 1.30
(2.90) (2.87)
Global vote 0.27 -1.06
(2.11) (1.79)
Log of GDP per capita -2.63 -2.75 -2.62 -1.76 -2.65 -2.74 -2.59 -2.29
(2.21) (1.91) (1.68) (1.68) (2.30) (2.27) (2.20) 1.68)
Working age population share -1.56 -1.81 -1.44 909 -1.59 -1.39 -1.55 -1.04
(0.75)**  (0.72)**  (0.63)**  (0.58) (0.77)* (0.74)*  (0.76)* (0.62)
Old age population share 1.72 1.72 1.48 2.11 1.73 821 1.72 1.87
(0.36)*** (0.29)*** (0.33)*** (0.30)*** (0.36)***  (0.40)*** (0.37)*** (0.53)***
Trade as share of GDP 0.05 0.03 0.02 0.05 0.05 0.05 0.05 0.03
(0.04) (0.03) (0.03) (0.02)*>*  (0.04) (0.03) (0.04) (0.03)
Constant 145.99 168.79 145.84 94.88 148.57 133.48 44.6% 109.18
(67.32)** (63.84)** (56.24)** (53.86)* (70.05)** §5.00)* (67.82)** (53.79)*
Observations 25 25 25 25 25 25 25 25
Adjusted R-squared 0.51 0.59 0.64 0.67 0.48 0.49 480. 0.63

Notes: * p < .1, ** p < .05, ** p < .01. Robust standherrors in parentheses. The dependent variablallfonodels is general
government total outlays as a percentage of GDRiptietl by 100 (OECD 2005b). The dependent variadie all economic
control variables are averaged over the 1999 t@ 2@0iod. All institutional variables are standasd to range between zero and
one. See text for further details.
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Table 3: OLS estimates of other variables

1) 2 3 4) () (6)
Alesina subindex three -9.29
(4.03)**
Amendment restrictions -5.38 -5.03
(2.44)* (2.42)*
Reversionary budget -6.41 -3.15
(5.40) (4.45)
Budget committee 1.43
(2.80)
Budgetary unicameralism 1.11
(1.85)
Log of GDP per capita -2.87 -2.56 -3.04 -2.77 -2.41 -2.50
(1.67) (1.73) (2.21) (1.75) (2.52) (2.38)
Working age population share -1.72 -1.51 -1.84 51.6 -1.53 -1.53
(0.64)** (0.65)**  (0.73)**  (0.63)** (0.78)* (0.78%
Old age population share 1.45 1.44 1.67 1.44 169 711
(0.31)»*  (0.35)*** (0.32)*** (0.34)**  (0.38)***  (0.36)***
Trade as share of GDP 0.03 0.03 0.05 0.03 0.05 0.05
(0.03) (0.03) (0.03) (0.03) (0.04) (0.04)
Constant 169.86 150.12 174.04 163.63 141.14 142.32
(56.08)*** (56.82)** (67.81)** (55.60)*** (73.02)* (71.94)*
Observations 25 25 25 25 25 25
Adjusted R-squared 0.62 0.61 0.51 0.60 0.49 0.49

Notes: *p < .1, * p < .05, ** p < .01. Robust stanaherrors in parentheses. The dependent variablallfor
models is general government total outlays as eepgésige of GDP multiplied by 100 (OECD 2005b). The
dependent variable and all economic control vagsbhre averaged over the 1999 to 2003 period. All
institutional variables are standardised to rarege/een zero and one. See text for further details.
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Table 4: Robustness checks

1) 2 3 4) ®)
Amendments limited -6.96 -7.24 -5.63 -6.13 -5.53

(2.20)*** (2.20)*** (2.53)** (3.02)* (3.20)
President -6.76

(4.51)
Plurality rule 1.51

(2.84)
Log of GDP per capita -2.15 -2.38 -2.08 0.56 -2.62

(2.79) (1.82) (2.94) (2.27) (1.69)
Working age population share -1.02 -1.56 -1.65 82.0 -1.44

(0.73) (0.87)* (0.98) (0.93)** (0.60)**
Old age population share 1.12 1.18 1.61 0.82 1.49

(0.37)*** (0.37)*** (0.47)*** (0.55) (0.33)***
Trade as share of GDP 0.01 0.00 0.03 0.03 0.03

(0.02) (0.02) (0.03) (0.04) (0.03)
Constant 120.64 158.84 152.15 166.21 145.84

(59.67)* (70.76)** (75.02)* (82.93)* (56.20)**
Method oLS OoLS OoLS OoLS 2SLS
Dependent variable Exp. Exp. Exp. Rev. Exp.
Observations 25 23 21° 25 25
Adjusted R-squared 0.64 0.53 0.47 0.49 0.64

Notes: * p < .1, ** p < .05, *** p < .01. Robust standherrors in parentheses. The dependent variable is
general government expenditure (Exp.) as a pergerdéd GDP multiplied by 100 (OECD 2005b), except
in column 4, where it is revenues (Rev.). The ddpah variable and all economic control variables ar
averaged over the 1999 to 2003 period. All instndl variables are dummies. See text for furthetaits.

The instrumented variable in column 5 is Von Hagearthendment limits dummy; in addition to the second
stage controls the first stage includes the UK mpldummy. # Sample restricted to countries with
parliamentary systems of governmehSample restricted to OECD members before 1993.
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Table 5: Time-series cross-section analysis, 192003

1) 2) 3 4) ®) (6)
Amendments limited -0.39 0.30 -0.84 -2.96 -7.86 625.
(0.19)** (0.27) (0.30)***  (0.19)***  (0.95)***  (0.24)***
EU12 -0.10 0.08 0.19 -0.02
(0.15) (0.16) (0.79) (0.30)
President -0.83 0.12 -1.59 -3.65 -7.50 -6.15
(0.24)***  (0.27) (0.37)**  (0.75)***  (0.85)***  (0.29)***
Plurality rule -0.24 -0.73 -0.03 -0.07 5.53 0.37
(0.18) (0.27)**  (0.21) (0.71) (0.81)***  (0.30)
Former UK colony -0.01 0.48 -0.25 1.16 -1.51 3.09
(0.25) (0.18)***  (0.42) (0.69)* (0.89)* (0.30)***
Former communist country -1.61 -1.82 -3.64 -5.35
(1.01) (1.13) (0.67)*** (0.29)***
OECD member before 1993 -1.13 -1.78 -0.59 -1.82
(0.85) (1.21) (0.57) (0.31)***
Log of GDP per capita -0.02 -0.02 0.07 -2.53 -9.78 -3.32
(0.21) (0.32) (0.31) (1.06)** (1.95)***  (1.37)**
Working age population share -0.01 0.10 -0.07 0.05 -0.39 0.39
(0.03) (0.06)* (0.06) (0.06) (0.08)***  (0.11)***
Old age population share 0.15 0.21 0.14 0.14 -0.45 0.60
(0.05)***  (0.05)***  (0.08)* (0.07)** (0.08)***  (0.13)***
Trade as share of GDP -0.00 0.01 -0.01 -0.05 -0.03 -0.07
(0.00)* (0.00)** (0.00)***  (0.01)***  (0.02) (0.01y**
Lagged dependent variable 0.92 0.91 0.90 0.82 0.76 0.63
(0.01)***  (0.03)***  (0.02)***  (0.02)***  (0.03)*** (0.04)***
Constant 4.38 -6.04 9.57 33.85 142.26 23.67
(2.59)* (5.56) (4.25)** (0.74)**  (0.13)***  (0.86**
Method OoLS oLS OoLS FEVD FEVD FEVD
Country dummies No No No Yes Yes Yes
Year dummies Yes Yes Yes Yes Yes Yes
Countries 25 21 25 25 21 25
Years 1971-2003 1971-1987 1988-2003 1971-2003 19BY- 1988-2003
Observations 703 321 382 703 321 382

Notes: *p <.1, ** p < .05, *** p < .01. Panel correatestandard errors in parentheses. The dependéablear

is general government expenditure as a percenta@D® multiplied by 100 (OECD 2005b). The second
stage of FEVD includes the dummies for amendmaenitdj presidentialism, plurality rule, former UKloay,
former communist country and OECD membership pigof993. The regressions for 1971 to 1987 exclude
dummies without any variation over this period.
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