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Abstract 

This paper investigates electorally-induced fluctuations in Argentina in the period 1984-2007. 

Province –level dynamic panel data reveals that there are at least two factors other than 

asymmetric information and voter’s cost to process available information (identified in cross–

country studies) that may generate (or reinforce) Political Budget Cycles: (a) vertical fiscal 

imbalance (b) governors running for reelection. It is also found that Governors from the 

Peronist party exploit all the fiscal instruments available to remain at office while those from 

the Alianza/UCR only take advantage of changes in the ratio of current expenditures to direct 

investment. 
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I. Introduction 

Retaining political power is one of the main goals of incumbent parties. Politicians devote a 

lot of effort and resources, sometimes public resources, to help their parties (or themselves) 

to remain in office. They rely on numerous instruments to attain that key objective among 

which budget manipulations are prominent. Behaving opportunistically seems a hard to resist 

temptation for incumbents worldwide. However, the empirical literature on political motivated 

budget cycles is conclusive about them only for developing countries. Different degrees of 

voter awareness or ability to process information are the main source of variation across 

countries.  

Paradoxically, the available cross-province evidence shows incumbent’s opportunism even 

for developed countries which opens a discussion about the existence of factors generating 

Political Budget Cycles (henceforth PBC) in addition to the ones revealed from cross-country 

studies. Moreover, evidence on PBC within federations usually limit their scope to test the 

existence of PBC and the fiscal Instruments used by incumbents (taxes, expenditures or 

expenditure composition) to enhance their reelection prospects, assuming implicitly that 

variables explaining opportunist behavior are the same as the ones generating PBC at cross-

country level. 

This paper investigates electorally-induced fluctuations in Argentine provinces by estimating 

a dynamic panel data for several fiscal policy variables. The panel spans 24 districts and 24 

years, from 1984 to 2007. There are at least two factors other than asymmetric information 

and voter’s cost to process available information that may generate (or reinforce) PBC: (a) 

most provinces are characterized by large vertical fiscal imbalance which gives place to a 

particular political game among the Executive, governors and voters. Local politicians enjoy a 

large share of the political benefit of spending and pay only a small fraction of the political 

cost of taxation. But they depend heavily on the allocation of “common pool” money 

administered by the central government to their provinces to deliver particularistic political 

goods as well as to provide public goods. Voters, in turn have incentives to reward local 

politicians who are effective at extracting resources from the central government1. That is, 

independently of the information structure of the game and its cost, voters may recompense 

local incumbents as shown by Jones et al. (2009). 

(b) Political parties are relatively weak so politics hinges on strong local bosses rather than 

national parties. Party loyalties are so depreciated and alliances among different sectors of a 

priori rival parties so frequent that incentives of governors and their parties are not always 

                                                 

1 On Argentina’s fiscal federalism see Saiegh and Tommasi (1999) 
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aligned and can even collide. So governor’s reelection may constitute an additional source of 

PBC.  

The rest of the paper is organized as follows. Next section surveys the empirical literature on 

PBC. Section III looks briefly at the fiscal behavior of Argentina and section IV describes the 

empirical investigation as well as the data. Section V presents the results and section VI 

concludes.  

 

II. Previous literature 

The PBC literature arises basically from observations on the behavior of incumbents in the 

proximity of elections. Theoretical PBC models, whether driven by adverse selection à la 

Rogoff and Siebert (1988) or spurred by moral hazard considerations as in Persson and 

Tabellini (2000), conclude that incumbents engage in pre-election profligacy to influence 

voters and maximize chances to remain in office. There are also ideological reasons that 

could explain budget manipulation before ballots. Polarized political environments result in 

political budget cycles as well.  

Empirical testing with cross-country data as well as country case studies supports the 

existence of PBC which is interpreted, in a world of rational voters, as consequence of 

different degrees of voter awareness or ability to process information. Schuknecht (2000) 

analyzing the fiscal performance of 24 developing countries for the period 1973-1992 finds 

that incumbents try to influence the electorate augmenting public expenditures rather than 

lowering taxes. Moreover, his estimations support the very well known hypothesis that 

government’s favorite instrument to expand fiscal policy is capital spending (public works 

programs). Nonetheless, the use of broader data sets contribute to find out that PBC were 

less frequent and general than thought. Brender and Drazen (2005) using a data set of 106 

countries, including developing as well as developed countries, for the period 1960-2001 find 

that political deficit cycle was mainly driven by the behavior new democracies. Actually, when 

new democracies were removed from the sample, PBC disappears. The authors conjecture 

that voters in new democracies have neither the fiscal information nor the ability to process it 

correctly. Conversely, in established democracies relevant data to evaluate economic policy 

are readily available to experienced voters that interpret that information correctly.  

Similar results are obtained by Shi and Svensson (2006) from a panel of 85 countries over a 

21-year period. They find evidence of significantly larger and statistically more robust budget 

cycles in developing than in developed countries. The authors focused their analysis on 

budget balance concluding that, on average, fiscal deficits as percentage of GDP increases 
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by almost 1% in election years. This empirical evidence comes to support a moral hazard 

model of electoral competition in which voters’ inferences from fiscal policy are biased 

because they observe incumbent’s moves with a lag. In their model, PBC are independent 

from incumbent’s ability and depend exclusively on incentives.  

More interestingly, Alt and Lessen (2005) using a sample of 19 OECD countries in the 

1990s, shows that rather than an intrinsic characteristic of specific group of countries, PBC is 

determined by the degree of transparency of fiscal policy. Alt and Lassen show that PBC 

also come out in developed countries showing low transparency fiscal policy.  

Country studies, particularly cases of developing countries, verify PBC too. The analysis of 

Gonzalez (2000) on Mexico’s fiscal policy between 1957 and 1997 revealed that the federal 

government made systematic use of public spending in infrastructure and current transfers 

as means to earn votes. Moreover, Gonzalez sustains that the magnitude of the election 

cycle was exacerbated during the country’s most democratic episodes.  

Provincial-level panel data also support PBC not only developing countries, which might be 

expected given cross evidence, but also for developed countries, which can be considered 

rather paradoxical.  

In their work on the Russian Federation, Ahkmedov et al. (2004) find strong evidence of 

opportunistic PBC in regional elections. Russian cycles have some remarkably features: (a) 

they are short-lived: most sizable cyclical changes in expenditures happen within a month 

away from elections. (b) Their magnitude decrease with voter’s rationality and awareness. 

Supposedly, the electorate learns as time goes by. Similarly, Drazen and Eslava (2005) 

obtain PBC in their study of Colombian municipalities. They classify government 

expenditures in targeted (mainly infrastructure) and non-targeted (purchases of supplies and 

services, payment to other government entities, etc.). They find evidence that voters reward 

incumbents who increase investment expenditures but only to the extent that they do so 

without running large election year deficits. In their model, voters may dislike fiscal deficits 

even though they value government spending on some specific types of goods. Politicians 

are aware of voters’ preferences and hence manipulate the budget favoring targeting 

spending instead of increasing the overall size of the budget.  

As reported by Goncalves Veiga & Veiga (2007), majors of Portuguese mainland 

municipalities also behave opportunistically in pre-electoral periods increasing total 

expenditures and changing their composition favoring items that are highly visible to the 

electorate. Same kind of results is obtained by Lema (2008) for Argentine provinces in the 

period 1984-2001. He shows that deficits and public expenditures increase in election years 
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and expenditures shift toward more visible public investment and away from current 

consumption goods. His evidence also suggests that political alignment between the 

Executive and governor (same party) the more probable the increment the discretional 

transfers to the province, allowing the provincial executive to increase spending without 

significant effects over the budget balance. 

There is also evidence of PBC in developed countries. In their study on the fiscal policy of 

German lánder, Galli and Rossi (2002) conclude that upcoming elections affect not only total 

local spending and various categories of spending but also fiscal deficit. Interestingly, they 

show an alternative empirical specification including dummy variables for post electoral and 

pre electoral years with estimated negative coefficients indicating that spending is not 

systematically cut in the post election year and progressively in the following year. As will be 

apparent in section V, this result is relevant for our paper. In a similar fashion, Petry et. al 

(1999) working with Canadian provinces data, confirm the existence of electoral cycles in 

government activity.  

Leaving aside ideological reasons, it is agreed that politicians all over the world are prone to 

expand fiscal policy to enhance their re-election prospects. The evidence suggest that 

incumbents from low transparency countries will actually end up expanding fiscal policy while 

incumbents facing strong accountability will not incur in such practices to avoid being 

punished at the ballots. PBC flourish only if the electorate cannot observe fiscal policy (or 

observe with some delay) or it is costly to get the relevant information. Cross-providence do 

not add any other reason to PBC than the ones obtained in cross-country investigation. That 

is, it is implicitly assumed different level of transparency or voter’s cost to access information 

across provinces. This paper explores the role of Vertical Fiscal Imbalance and governor’s 

reelection in a context of party splitting as additional sources of PBC.  

 

III. A brief look at fiscal behavior in Argentine Provinces 

How did provinces fiscally perform in the neighborhood of elections? Is there any regularity in 

the behavior of fiscal variables around these regular events? To give a first approximation to 

answer these questions I carried out graphic analysis and non- parametric tests for the 

following four variables with high probability of being manipulated by incumbents: public 

expenditures, local tax collection, the ratio of current expenditures to direct investment and 

budget balance. In Argentine public accounts, expenditures are classified in two broad 

categories: current and capital expenditures. The main component of the former is the wage 

bill while the latter comprises three main grouping: Direct Investment, including mostly 
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investment in infrastructure and machinery; Capital Transfers, consisting of transfers to the 

private sector and other entities and Financial Investments containing the acquisitions of 

financial assets.  

The graphic analysis consists of computing averages across provinces and periods for t-1; t; 

t+1, with t standing for the election year. That is, we put a magnifier on the behavior of 

selected fiscal variables from one year before to one year after each voting. Figure 1 displays 

the conduct of the four fiscal policy instruments averaged over the period 1984-2007. Except 

for local revenues per capita that reaches a maximum in the year after the election, all 

variables show a peak in election year. That is, the behavior is the usually described by the 

PBC theory.  

 

< Figure 1 about here > 

 

Notice that this graphical approach has advantages and disadvantages. Among the first, it 

imposes no parametric structures on the data, it makes only a few assumptions that are 

necessary in inference statistics, and it is often more accessible and informative than tables 

with estimations of coefficients. On the other hand, the graphic analysis is informal, and 

intrinsically univariate.  

Non-parametric tests  

Another way to answer to the questions posed at the beginning of this section is performing 

non-parametric tests to compare elections and non-elections episodes in each district. Non- 

parametric tests provide useful information on the behavior of individual districts regarding 

policy variables. Table 1 shows a summary of two tests of equality of population 

(Wilcoxon/Mann-Whitney and Kruskal-Wallis) and the two-sample Kolmogorv-Smirnov test 

for equality of distributions. The null hypothesis in all tests is that the selected policy 

variables do not differ significantly during elections and non-elections periods. Notice that 

gubernatorial election dates are planned and rarely anticipated or postponed more than six 

months hence, given that I work with annual data, they can be considered exogenous.  

The proposed tests provide information of individual districts on the behavior policy variables 

in election years. The body of table 1 contains the number of districts -and their names- for 

which the null hypothesis is accepted at the 10% level.  
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Table 1 about here 

 

Results are mostly in line with the PBC hypothesis. The null hypothesis is rejected for the 

majority of provinces indicating that fiscal variables diverge significantly in voting years and 

non-voting years. However we have to be careful about concluding from them for two 

reasons. Firstly, non-parametric tests have asymptotic properties and we are working with a 

small sample. Secondly, rejection of the null hypothesis could be provoked by other factors 

rather than the PBC that we include in the estimation of the dynamic panel data. 

Regarding Total Expenditures per capital, the null of the two test of equality of population is 

accepted only for the province of Santa Fe, while the null of Kolmogorov-Smirnov is accepted 

for Jujuy, Santa Fe and Santa Cruz. Similarly, non parametric tests of the ratio of current 

expenditures to direct investment show three provinces for which the null is accepted, 

Chaco, Jujuy and Río Negro. The tests deliver similar outcomes for Local Revenues per 

capita: the null of Wilcoxon/Mann-Whitney and Kruskal-Wallis is accepted for Misiones, 

Santa Fe and Santiago del Estero while the null of Kolmogorov-Smirnov is accepted for 

Buenos Aires, Entre Ríos and Santiago del Estero. Finally, the variable budget balance also 

presents results supporting the PBC. For 22 and 18 (out of 24) districts the hypothesis of 

equality of population and equality of distribution are rejected respectively.  

IV. Empirical investigation 

To test for budget manipulation in Argentina I rely on the usual baseline equation estimated 

in Political Budget Cycles (PBC) studies. That is, fiscal variables (Fit) depend on the timing of 

elections, the lagged fiscal variables and several socioeconomic and political controls to 

account for variability in the data due to factors other than elections.  

εββββ itjitjititit controlselecyearFF +++= +− 32110

  (1) 

Where i indexes the 24 districts (23 provinces plus the federal district, the city of Buenos 

Aires) and t represents time and goes from 1984 to 2004. The subnational analysis allows us 

to control for historic and cultural variables at country level that may affect our explanatory 

variables. 

Dependent variables 

I consider four policy instruments subject to potential manipulation by incumbents: Total 

expenditures, local taxes collection, the ratio of current expenditures to direct investment and 
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budget balance. The coding of the variables included in the econometric estimations is 

shown in table 2.  

Budget balance is included for completeness. For most of the provinces and for most of the 

periods under study, fiscal deficit reflects accounting decisions/norms. Governors know in 

advance that they would receive discretionary transfers “below the line” (that is, extra 

resources to finance expenditures) to cover the fiscal gap. 

 

Table 2 about here 

 

Election Year variable 

The key variable in my analysis is the election year dummy (ELECYEAR). According to the 

PBC theory, I expect increases in total expenditures and decreases in local taxes collection 

and budget balance in election years. Furthermore, if the Eslava and Drazen (2005) 

expenditure manipulation argument is to be supported, we also expect ELECYEAR to be 

negative correlated to the ratio of current expenditures to Direct Investment.  

Controlling for political and socioeconomic influences  

Jones, Sanguinetti and Tommasi (2000) in their study on Argentina’s fiscal federalism found 

that provinces where the governor is from the same party as the President have lower 

spending. They conjecture that provincial governors politically affiliated with the President are 

more likely to internalize the effect of spending an additional unit of national resources due to 

internal party discipline. Even in a scenario of weak party obedience, it can be though that 

governors allied to the President find advantageous, in terms of electoral results, to support 

national policies aimed at controlling spending and fiscal deficit. I include the dummy variable 

called SAME to capture that effect. The codification of this variable is not straightforward. In 

the years following the 2001/2002 crisis, there was a major break in the peronist party. One 

of the factions, leaded by San Luis Governor, Rodríguez Saa, became the opposition of 

President Kirchner. The other main party, the Alianza UCR/FEPASO also shattered. The 

fracture of the two most important parties resulted in some atypical alliances that we consider 
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in our variable SAME. We also account for the agreements between some provincial parties 

and the incumbent President during the 90’s2. 

The so-called “Federal Intervention” is another source of influence on policy variables. The 

Argentine Constitution allows the federal government to take control of a province in certain 

extreme cases of social commotion. Federal intervention is declared by the President with 

the agreement of the National Congress. Upon intervention, one or more branches of the 

provincial government are dissolved, and the federal government appoints a new authority 

(called interventor) who serves for a short term until order is reestablished. We expect the 

interventor to improve the budget balance, diminishing total expenditures, augmenting taxes 

and decreasing the ratio of current to capital expenditures. In the lapse 1983-2004 there 

were six episodes of federal intervention, two of them on the Province of Corrientes in the 

years 1992-1993 and 2000-2001 and the others on the provinces of Catamarca (1991), 

Tucumán (1991) and Santiago del Estero (1994) 3.  

Socioeconomic and demographic conditions may also affect subnational fiscal performance, 

thus I include two control variables in several specifications of equation (1): the level of GDP 

per capita and the rate of unemployment at the beginning of the election year. I expect richer 

districts (measured by the GDP per capita) to have higher levels of expenditure and 

revenues per capita and also a higher proportion of capital expenditures than poorer districts. 

Additionally, I suppose that provinces with severe labor market problems spend more 

resources to alleviate unemployment and its consequences. From mid nineties to 2003, the 

unemployment rate hiked from one-digit figures to more than 20% in almost all districts and 

consequently the population under the poverty line soared. 

Testing Partisan Behavior 

Partisan theory argues that ideology influences policy variables. Typically, left-wing parties 

are assumed to assign greater value to expansionary fiscal policies than right-wing parties. 

Nonetheless, it is frequently affirmed that in Argentina political parties disputing gubernatorial 

and presidential elections are very much alike from the ideological point of view. On the other 

hand, right-wing and left-wing factions coexist in the main national parties as well as the most 

notorious local parties like the still unbeaten in gubernatorial elections, Movimiento Popular 

                                                 

2 In years 2003 and 2004, we coded 1 the provinces of Mendoza, Río Negro and Catamarca, administered by 
UCR governors allied with the Peronist President Kirchner. In contrast, the province of San Luis was coded 0 
despite being administered by the peronist governor Rodríguez Saa. During the 1996-1999 we coded 1 the 
provinces of Tucumán and Tierra del Fuego to account for the alliances of Fuerza Republicana and Partido 
Popular Fueguino with former peronist president Menem. 
3 The Federal Government took control of the Province of Corrientes from February 1992 to December 1993, and 
from December 1999 to December 2001. Catamarca was intervened from January to December 1991; Tucumán, 
from January to October 1991 and Santiago del Estero from December 1993 to July 1995.  
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Neuquino in the province of Neuquén. During the period under study, 1984-2004, there were 

two major national parties that dominates argentine politics: the Peronist party (known as PJ, 

that stands for Partido Justicialista) and the UCR/Alianza. However, the political system is far 

from being characterized as a two-party system, like in the U.S.  

Other provinces where local parties won gubernatorial elections at least once are Chaco, 

Corrientes, Salta, San Juan, Tierra del Fuego, and Tucumán4. 

I tested partisan behavior by adding interacting partisan variables with the election dummies 

to the baseline model.  

Governors and Parties 

Strictly speaking Argentina is neither consolidated nor a young democracy. The country had 

regular elections for President and provincial governors from as early as 1862. However, in 

the twentieth century the constitutional regime was broken six times which weakened 

democracy and particularly political parties. In such a context, strong provincial leaders 

substituted political parties in their role of picking candidates in primaries and setting party 

policies which in turn contribute to party splitting (see Jones et al., 2002). Hence, the 

incentives and interests of party (or some party faction) and governors not necessarily 

coincide and may even be the opposite so it is expected more prominent PBC when the 

incumbent governor runs for reelection than the cases in which other candidate represent the 

incumbent party.  

The impact of Vertical Fiscal Imbalance 

The argentine federal fiscal system provides poor incentives for provincial leaders and 

voters. The tax-sharing regime has various perverse effects: (a) high degree of vertical 

imbalance coupled with the relatively large fraction of government services provided at the 

sub-national level, contribute to create a common pool problem across provinces. Provinces 

behave as if they face a soft budget constraint increasing spending and reducing local tax 

collection effort.  This effect is aggravated for provinces receiving larger fraction of resources 

from federal government. The tax- sharing system not only does not induce to prudent fiscal 

behavior but also discourage citizens to control public spending destiny  

Local politicians enjoy a large share of the political benefit of spending and pay only a small 

fraction of the political cost of taxation. Voters, in turn have incentives to reward local 

politicians who are effective at extracting resources from the central government because 

                                                 
4 In the province of Mendoza the Demócrata party has a numerous constituency never won a gubernatorial 
election.  



 11

they do not pay for them (See Jones et al., 2009).Notice that voters’ behavior do no depend 

on the availability or cost of information but on the rules of the Federal Tax-Sharing 

Agreement. So, it is expected that  the smaller the ratio of local revenues to total revenues, 

the deeper PBC. 

Data  

The data set for this study was compiled from diverse sources. Fiscal variables at constant 

2004 prices were drawn from the Secretaría de Hacienda, Ministerio de Economía de la 

Nación. Provincial GDP at constant prices originated from the Bureau of Statistics of each 

province and from Universidad Nacional de La Plata estimations, based on official figures. 

The population and unemployment data were taken from the INDEC (the Argentinean 

Bureau of Statistics). Political and electoral data comes from Dirección Nacional Electoral 

and the Electoral map of Andy Tow. This study covers five of the seven gubernatorial 

elections carried out in Argentina since democracy was reestablished, in 1983. Gubernatorial 

elections took place regularly in most of the 24 districts every four years, in 1983, 1987, 

1991, 1995, 1999, 2003 and 20075. We excluded the 1983 election because there was no 

party allied with the military regime, so we could not treat any party as incumbent in that 

election. Table 3 provides summary statistics for each of the variables included in the 

analysis.  

 

Table 3 about here 

 

V. Results 

Tables 4, 5, 6 and 7 show the PBC estimations for our four fiscal policy variables. In Table 4 I 

test the typical PBC hypothesis while table 5 examines partisan effects. Table 6 evaluates 

the impact of governor reelection on PBC and table 7 asses the role of Vertical Fiscal 

Imbalance. As already remarked, all our models include lagged dependent variables to 

capture the rigidity of the budget from one year to another, thus we estimate using the 

dynamic panel technique developed by Arellano and Bond.. 

Do incumbents manipulate? If so, what do they manipulate? 

                                                 
5 The President of the Nation appointed the governor of the Federal district (City of Buenos Aires) until 1996, so 
we have three gubernatorial ballots, in 1996, 2000 and 2003. Similarly, Tierra del Fuego reached the status of 
province in 1991, consequently we consider the 1991, 1995, 1999 and 2003 elections.  
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My estimations show strong evidence of incumbent manipulation in all fiscal variables except 

for local tax collection. Governors not only raise total expenditures and worsen budget 

balance but also change the expenditure mix favoring investment in infrastructure and 

machinery. Comparing to non-gubernatorial election years, total expenditures increases on 

average, xxx pesos per inhabitant in election years. Likewise, budget balance deteriorates in 

more than xxx pesos and the ratio of current expenditures to direct investment decreases in 

xxx pesos. 

Conversely, we found no evidence of manipulation in provincial revenues per capita, which 

indicate that expenditures rather than taxes are the incumbents’ favorite instruments to 

improve their chances of remaining at office.  

 

Table 4 about here 

 

The negative sign of INTERVENTION in the Expenditure per capita estimation reflects the 

fact that most of the federal interventions originate from tremendous fiscal disorders. Hence, 

usually the governor appointed by the President has to limit public outlays to restore the 

fiscal balance. On the other hand, the positive coefficient of SAME in the Budget Balance 

equation implies that governors politically affiliated with the President carry out more cautious 

fiscal policies than incumbent associated with the President’s opposition. This result is in line 

with Jones et al (2000) findings.  

Notice that the first lags of explanatory variables were statistically significant in all four 

regressions reflecting inertia in public spending, local tax collection, budget balance and 

expenditure mix ratio. 

Which political party manipulates and how?  

Equations examining if parties behave similarly regarding budget manipulation shows clearly 

that none of them bring into play local taxes to retain political power and that the Peronist 

party (PJ) exploits all the instruments at hand. That is, peronist governors increase public 

outlays, deteriorates budget deficit and change the expenditure composition in voting years. 

This finding is consistent with larger returns to clientelistic “investments” `performed by the 

PJ (See Calvo and Murillo, 2004).  

On the other hand, the wide variety of Provincial Parties behaves in the same fashion as the 

PJ, raising expenditures and altering the expenditure mix but avoiding negative budget 
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balance. Finally, the behavior of Alianza/UCR governors calls the attention because they 

only take advantage of changes in the ratio of current expenditures to direct investment to 

remain in office.   

 

Table 5 about here 

 

Does governor’s reelection influence PBC?  

Table 6 shows that PBC findings described in table 4 are basically pushed by incumbent 

governors running for reelection. The coefficient of the interaction variable 

ELECYEAR*REELECTION in the Expenditure regression is not only positive and statistical 

significant at 1% level, but also greater than the one obtained in Table 4 for ELECYEAR. 

Likewise, the estimation of the Ratio of Current Expenditure to Direct Investment delivers 

similar conclusion: incumbent governors seeking another term manipulate expenditure 

composition while the estimated coefficient for ELEYEAR*NO REELECTION is not 

significant at usual levels. Conversely, there is practically no difference between the behavior 

of governors running and no running for reelection regarding Budget Balance: both types 

worsen the Balance. 

 

Table 6 about here 

 

Does Vertical Fiscal Imbalance add to PBC?  

Regression (1) in Table 7 confirms the importance Vertical fiscal imbalance to generate PBC. 

The coefficient of both, ELECYEAR and ELECYEAR*VFI show the expected signs and 

statistical significant coefficients indicating that provinces with low percentages of local 

revenues respect to total revenues produce an additional increase in total expenditures. It 

can also be concluded that VFI makes the cycle of the ratio of current to direct investment 

more deep although in this case the estimated coefficient of ELECYEAR is not significant at 

usual levels. 
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Table 7 about here 

 

VI. Concluding remarks 

This paper investigates electorally-induced fluctuations in Argentina in the period 1984-2007. 

Province–level dynamic panel data reveals that incumbent parties manipulate expenditures, 

the composition of expenditures and budget balance but avoid changes in local taxes. This 

result is in line with the abundant empirical literature from cross-country as well as from time 

series investigation and the scarce cross –province studies for Argentina.  

It is also found that Governors from the Peronist party exploit all the fiscal instruments 

available to remain at office while those from the Alianza/UCR only take advantage of 

changes in the ratio of current expenditures to direct investment. Provincial parties governors 

strategies lie in between. They manipulate expenditures and its composition but not the 

budget balance.  

More importantly, unlike previous papers on PBC at province level, this work shows that 

there are at least two factors other than asymmetric information and voter’s cost to process 

available information (identified in cross–country studies) that may generate (or reinforce) 

Political Budget Cycles: (a) vertical fiscal imbalance (b) governors running for reelection.  
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Figure 1. Four key fiscal Instruments: 1984-2007 
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Table 1. Wilcoxon-Mann-Whitney, Kruskal-Wallis and Kolmorov-Smirnov Tests.  
Provinces for which the null Hypothesis is accepted (Number of provinces in 
parenthesis) 

Tests 
Total 

expenditures 
per capita 

Ratio of Current 
expenditures to 

Direct Investment 

Local tax 
collection per 

capita 

Budget 
balance 

Wilcoxon/ Mann 
Whitney 

Santa Fe 
(1) 

Chaco, Jujuy, Rio 
Negro 

(3) 

Santa Fe, 
Santiago del 

Estero, 
Misiones 

(3) 

La Pampa, 
Misiones 

(2) 

Kruskal-Wallis Santa Fe 
(1) 

Chaco, Jujuy, Rio 
Negro 

(3) 

Santa Fe, 
Santiago del 

Estero, 
Misiones 

(3) 

La Pampa, 
Misiones 

(2) 

Kolmogorov- 
Smirnov 

Santa Fe, 
Jujuy, Santa 

Cruz 
(3) 

Chaco, Misiones, 
Rio Negro 

(3) 

Buenos Aires, 
Entre Rios, 

Santiago del 
Estero 

(3) 

Catamarca, 
Chubut, 

Cordoba, 
Salta, 

Tucuman, 
CABA 

(6) 

Note: Null hypothesis acceded at 10% level. 
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Table 2. Definition of Variables  

Type of 
variable 

Variable Definition 

Dependent 

EXPENDITUREit: total expenditure per capita for province i in year t.  

REVENUESit: 
provincial revenue from taxes per capita for province i in year 
t.  

RATIOCDIit: 
ratio of current expenditures to Direct Investment for province 
i in year t.  

BUDGET 
BALANCEit: 

budget balance per capita for province i in year t. 

Key 
independent 
variable 

ELECYEARit: 

dummy variable that equals 1 in governor’s election year and 
0 otherwise. The usual problem in PBC studies caused by the 
lack of coincidence between the fiscal year and the election 
year is ameliorated in the case of Argentina since two thirds of 
the elections in our data set were carried out from September 
to December6. We consider that t is an election year if the 
voting ballot was carried out from May to December.  

Socioeconomic 
Control 
variables 

SAMEit: 
dummy variable that takes the value 1 if the governor is 
affiliated to the same party as the President and 0 otherwise.  

INTERVENTIONit: 
dummy variable that takes the value 1 in the t years the 
federal government took control of the district i, and 0 
otherwise 

GDPit: GDP per capita of province i in year t.  

Uit: unemployment rate in year t and t-1 in province i. 

Partisan 
Variables 

PJit: dummy variable that takes the value 1 if the incumbent party 
in province i in period t is the Peronist party and 0 otherwise.   

ALIANZAit: dummy variable that takes the value 1 if the incumbent party 
in province i in period t is the Alianza or UCR party and 0 
otherwise.  

PROVPARTYit: dummy variable that takes the value 1 if the incumbent party 
in province i in period t is any local party and 0 otherwise.  

Key 
independent 
variables 

REELECTIONit: dummy variable that takes the value 1 if the incumbent 
governor in province i at election year t runs for reelection and 
0 otherwise 

NO REELECTIONit: dummy variable that takes the value 1 if the incumbent 
governor in province i at election year t does not run for 
reelection and 0 otherwise.  

VFIit: vertical fiscal imbalance define as local tax collection as 
percentage of total revenues in province i in period t 

 

                                                 

6 On election dates, see table 3A in the Appendix. 
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Table 3. Descriptive Statistics. Argentina’s 24 districts. Period: 1984- 2007  

Variable Obs Mean Std. Dev. Min Max 

Dependent variables 

Expenditure 576 2441.707 1653.894 592 12452.8 

Ratio Current Expenditure to 
Direct Investment 

576 7.87934 7.650144 .5 118.7 

Local Revenues per capita 576 372.1191 323.0133 27.6 2041.4 

Budget Balance 576 -126.558 387.9903 -1430.4 4618.3 

Political and Socioeconomic controls 

GDP per capita 576 385.3877 272.5594 93.9 1811.2 

Unemployment 576 9.553472 4.706054 0 25.5 

Same party (alignment) 576 .4878472 .5002868 0 1 

Intervention 576 .0520833 .2223882 0 1 

PBC key variables 

Elecyear 576 .2447917 .4303373 0 1 

PJ 576 .6666667 .4718143 0 1 

Local Party 576 .1215278 .3270236 0 1 

Alianza/UCR 576 .2118056 .4089429 0 1 

Reelection 576 .0746528 .2630587 0 1 

No Reelection 576 .9253472 .2630587 0 1 

VFI 576 19.1092 16.92825 1.6 87.2 
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Table 3. Do Incumbent governors manipulate fiscal variables? 

Variables 
Expenditures 

per capita 
(1) 

Local 
Revenues per 

capita  
(2) 

Budget 
Balance 

(3) 

Ratio Current 
Expenditure to 

Direct Investment 
(4) 

ELECYEAR 88.17** 
(2.01) 

10.36 
(1.47) 

-90.60** 
(-2.46) 

-1.19*** 
(-3.26) 

Lagged (1) Expenditure 
per capita  

0.77*** 
(11.62)    

Lagged (2) Expenditure 
per capita  

-0.22*** 
(-2.57)    

Lagged (1) Local 
Revenues per capita  0.85*** 

(16.31)   

Lagged (2) Local 
Revenues per capita  -0.32*** 

(-4.18)   

Lagged Ratio Current 
Expenditure to Direct 
Investment (1) 

   0.48*** 
(8.42) 

Lagged Ratio Current 
Expenditure to Direct 
Investment (2) 

   -0.15*** 
(-4.50) 

Lagged Ratio Current 
Expenditure to Direct 
Investment (3) 

   -0.70* 
(-1.85) 

Lagged Budget Balance 
per capita   0.41*** 

(13.39)  

Log GDP per capita 791.79** 
(2.45) 

150.14*** 
(3.82) 

-172.72 
(-1.45) 

-8.81** 
(-2.28) 

Unemployment -34.81*** 
(-5.07) 

-2.90*** 
(-3.37) 

-4.54 
(-0.74) 

0.42*** 
(6.31) 

Same Party -79.81 
(-1.09) 

26.06 
(1.59) 

99.52*** 
(3.20) 

-0.36 
(-1.19) 

Intervention -431.13* 
(-1.64) 

-102.15* 
(-1.77) 

28.74 
(0.32) 

1.02 
(0.85) 

Constant 14.78*** 
(2.97) 

4.41*** 
(3.80) 

13.34*** 
(3.65) 

0.20** 
(2.52) 

Observations 576 576 576 576 
Arellano-Bond test that average 
autocovariance in residuals of 
order 1 is 0.  H0: no 
autocorrelation Pr>z= 

0.0199 0.0551 0.0526 0.0877 

Arellano-Bond test that average 
autocovariance in residuals of 
order 2 is 0.  H0: no 
autocorrelation Pr>z= 

0.0307 0.6275 0.1679 0.1368 

Arellano-Bond test that average 
autocovariance in residuals of 
order 3 is 0.  H0: no 
autocorrelation Pr>z= 

0.0694 0.3134  0.1685 

Arellano-Bond test that average 
autocovariance in residuals of 
order 4 is 0.  H0: no 
autocorrelation Pr>z= 

   0.1245 

Note: z test below coefficient.    *** Significant at .01.  ** Significant at .05.  * Significant at .10  
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Table 4. Which parties manipulate and how? 

Variables 
Expenditures 

per capita 
(1) 

Local 
Revenues per 

capita 
(2) 

Budget 
Balance 

(3) 

Ratio Current 
Expenditure to 

Direct 
Investment 

(4) 

ELECYEAR*PJ 121.83** 
(2.24) 

2.75 
(0.28) 

-91.19** 
(-2.52) 

-1.05** 
(-2.85) 

ELECYEAR*Alianza -14.40 
(-0.18) 

4.73 
(0.70) 

-20.89 
(-0.36) 

-2.61*** 
(-2.61) 

ELECYEAR*Prov party 80.89* 
(1.88) 

1.06 
(0.05) 

-192.23 
(-1.36) 

0.33 
(0.58) 

Lagged (1) Expenditure per 
capita 

0.77*** 
(11.55)    

Lagged (2) Expenditure per 
capita 

-0.22*** 
(-2.60)    

Lagged (1) Local Revenues 
per capita  0.66*** 

(9.42)   

Lagged (1) Budget Balance 
per capita   0.41*** 

(13.71)  

Lagged Ratio Current 
Expenditure to Direct 
Investment 

   0.49*** 
(9.13) 

Lagged Ratio Current 
Expenditure to Direct 
Investment 

   -0.16*** 
(-4.74) 

Lagged Ratio Current 
Expenditure to Direct 
Investment 

   -0.07* 
(-1.88) 

Log GDP per capita 787.37** 
(2.44)  -165.95 

(-1.40) 
-8.89** 
(-2.27) 

Unemployment -34.37*** 
(-5.13)  -4.71 

(-0.76) 
0.42*** 
(6.18) 

Same -89.13 
(-1.17)  97.12*** 

(2.85) 
-0.39 

(-1.21) 

Intervention -437.22 
(-1.62)  17.61 

(0.17) 
1.00 

(0.80) 

Constant 14.65*** 
(2.95) 

3.97*** 
(4.11) 

13.25*** 
(3.61) 

0.20*** 
(2.53) 

Observations 576 576 576 576 
Arellano-Bond test that average 
autocovariance in residuals of 
order 1 is 0.  H0: no 
autocorrelation Pr>z= 

0.0200 0.0058 0.0500 0.0883 

Arellano-Bond test that average 
autocovariance in residuals of 
order 2 is 0.  H0: no 
autocorrelation Pr>z= 

0.0323 0.2309 0.1760 0.1077 

Arellano-Bond test that average 
autocovariance in residuals of 
order 3 is 0.  H0: no 
autocorrelation Pr>z= 

0.0779   0.1499 

Arellano-Bond test that average 
autocovariance in residuals of 
order 4 is 0.  H0: no 
autocorrelation Pr>z= 

   0.1142 

Note: z test below coefficient.    *** Significant at .01.  ** Significant at .05.  * Significant at .10  
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Table 5. Does governor’s reelection enhance PBC?  

Variables 
Expenditure
s per capita 

(1) 

Local 
Revenues 
per capita 

(2) 

Budget 
Balance 

(3) 

Ratio Current 
Expenditure to 

Direct Investment 
(4) 

ELECYEAR * Reelection 131.97*** 
(5.15) 

-1.17 
(-0.20) 

-98.12** 
(-2.24) 

-3.56*** 
(-2.74) 

ELECYEAR *Non reelection 73.50 
(1.33) 

4.30 
(0.60) 

-88.03** 
(-2.08) 

-0.44 
(-1.10) 

Lagged (1) Expenditure per 
capita 

0.78*** 
(11.93)    

Lagged (2) Expenditure per 
capita 

-0.22*** 
(-2.65)    

Lagged (1) Local revenues per 
capita  0.66*** 

(9.34)   

Lagged (1) Ratio Current 
Expenditure to Direct 
Investment 

   0.51*** 
(7.70) 

Lagged (2) Ratio Current 
Expenditure to Direct 
Investment 

   -0.16*** 
(-4.68) 

Lagged (31) Ratio Current 
Expenditure to Direct 
Investment 

   -0.07* 
(-1.69) 

Lagged Budget Balance per 
capita   0.41*** 

(13.42)  

Log GDP per capita 788.74** 
(2.43) 

150.06*** 
(3.88) 

-173.05 
(-1.47) 

-8.88** 
(-2.33) 

Unemployment -34.92*** 
(-5.08) 

-5.60*** 
(-5.89) 

-4.53 
(-0.74) 

0.42*** 
(6.37) 

Same -76.86 
(-1.03) 

36.13** 
(2.29) 

99.69*** 
(3.17) 

-0.52 
(-1.52) 

Intervention -423.01 
(-1.59) 

-75.65 
(-1.32) 

28.86 
(0.35) 

0.60 
(0.50) 

Constant 14.63*** 
(2.89) 

4.00*** 
(3.95) 

13.36*** 
(3.70) 

0.21*** 
(2.67) 

Observations 576 576 576 576 
Arellano-Bond test that average 
autocovariance in residuals of 
order 1 is 0.  H0: no autocorrelation 
Pr>z= 

0.0204 0.0052 0.0533 0.0869 

Arellano-Bond test that average 
autocovariance in residuals of 
order 2 is 0.  H0: no autocorrelation 
Pr>z= 

0.0341 0.2302 0.1697 0.0905 

Arellano-Bond test that average 
autocovariance in residuals of 
order 3 is 0.  H0: no autocorrelation 
Pr>z= 

0.0768   0.1174 

Arellano-Bond test that average 
autocovariance in residuals of 
order 4 is 0.  H0: no autocorrelation 
Pr>z= 

   0.0728 

Note: z test below coefficient.    *** Significant at .01.  ** Significant at .05.  * Significant at .10  
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Table 6. The impact of Vertical Fiscal Imbalance 

Variables Expenditur
es per 
capita 

(1) 

Local 
Revenues 
per capita 

(3) 

Ratio Current 
Expenditure to Direct 

Investment 
(5) 

Budget 
Balance 

(6) 

ELECYEAR 186.87** 
(2.27) 

3.19 
(0.31) 

1.21 
(1.25) 

-119.97** 
(-2.29) 

ELECYEAR * VFI -5.65** 
(-2.01) 

0.004 
(0.01) 

-0.15** 
(-2.37) 

1.59 
(1.15) 

Lagged (1) Expenditure per 
capita 

0.77*** 
(11.74)    

Lagged (2) Expenditure per 
capita 

-0.22** 
(-2.45)    

Lagged Local revenues per 
capita  0.65*** 

(8.71)   

Lagged (1) Ratio Current 
Expenditure to Direct Investment   0.52*** 

(7.47)  

Lagged (2) Ratio Current 
Expenditure to Direct Investment   -0.17*** 

(-4.37)  

Lagged (3) Ratio Current 
Expenditure to Direct Investment   -0.08** 

(-2.17)  

Lagged Budget Balance per 
capita    0.40*** 

(13.63) 
Log GDP per capita 862.99** 

(2.38) 
127.10*** 

(3.31) 
-7.48** 
(-2.53) 

-131.90 
(-1.13) 

Unemployment -32.36*** 
(-4.95) 

-5.03*** 
(-5.14) 

0.38*** 
(5.61) 

-4.00 
(-0.65) 

Same -81.72 
(-1.06) 

26.20** 
(2.00) 

-0.33 
(-1.15) 

107.56*** 
(3.03) 

Intervention -551.41* 
(-1.83) 

-54.69 
(-0.80) 

2.87* 
(1.69) 

-34.44 
(-0.31) 

Constant 15.01*** 
(2.97) 

4.01*** 
(4.38) 

0.20*** 
(2.87) 

13.38*** 
(3.92) 

Observations 522 522 522 522 
Arellano-Bond test that average 
autocovariance in residuals of order 
1 is 0.  H0: no autocorrelation Pr>z= 

0.0205 0.0136 0.0958 0.0542 

Arellano-Bond test that average 
autocovariance in residuals of order 
2 is 0.  H0: no autocorrelation Pr>z= 

0.0342 0.3064 0.1667 0.1756 

Arellano-Bond test that average 
autocovariance in residuals of order 
3 is 0.  H0: no autocorrelation Pr>z= 

0.0769  0.2179  

Arellano-Bond test that average 
autocovariance in residuals of order 
4 is 0.  H0: no autocorrelation Pr>z= 

  0.2550  

Note: z test below coefficient.    *** Significant at .01.  ** Significant at .05.  * Significant at .10  
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Appendix  

Table 1 A. The timing of election. Number of gubernatorial elections carried out in a 

given month 

Month Number of Elections Percentage 

January 0 0.0 

February 0 0.0 

March 1 0.9 

April 2 1.7 

May 19 16.2 

June 7 6.0 

July 1 0.9 

August 8 6.8 

September 52 44.4 

October 21 17.9 

November 3 2.6 

December 3 2.6 

Total number of elections 117 100.0 

 
Two-thirds (67.5%) of the gubernatorial elections (24 districts) took place in the last four 
months of the year 

 


