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ABSTRACT:

In this paper we test the hypothesis that intergawental grants allocated
to co-partisans buy more political support thanntgaallocated to local
governments controlled by the opposition. We ugeraSpanish database,
which provides information on grants received bgarhe800 municipali-
ties during the period 1993-2003 from two differemiper-tier govern-
ments (i.e.,Regionaland Upper-loca) and municipal vote data on three
electoral contests held at each of these layeiaglthiis period. Therefore,
we are able to estimate two different vote equati@malyzing the effects
of grants given to aligned and unaligned munictpion the vote share
of the incumbent party/parties at the regional apger-local layers and
corresponding elections. We account for the endeigerof grants by
instrumenting them with the overall amount of gsadistributed by upper
layer governments. The results suggest that g@imen to co-partisans
buy some political support, but that grants giveropposition parties do
not bring any votes, suggesting that the grantapsras much as political
credit from intergovernmental grants as the grantor
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1. Introduction

In recent years, there has been a surge in therieaigiterature which tries to
explain which the political motives that lead thko@ation of intergovernmental
grants and other public spending programs are.ekkample, following the path of
previous theoretical papers by Lindbeck and Wei(i887) and Dixit and Londregan
(1998), the work by Case (2001), Stromberg (200@hansson (2003) and Dahlberg
and Johansson (2004) provide some empirical evelenggesting that more grants
are allocated to jurisdictions where electors alatively indifferent between the
incumbent and the challenger (i.e., there are aflcéwing voters’). Some of these
papers try to test this hypothesis against anratse one (derived from Cox and
McCubbins, 1986) that says that —if politicians aigk averse— funds will be
allocated to the jurisdictions where voters arartjeattached to the incumbent party
(the ‘core supporters’). The results in Dahlberg dohansson (2004), and Castells
and Solé-Ollé (2005) suggest that the evidenceworfof this hypothesis is rather
weak, although, as Rodden and Wilkinson (2004) #as,task of separating the
‘swing voter’ and ‘core supporter’ hypotheses it easy.

In any case, however, this literature misses a domehtal point, which is
especially important when dealing with intergoveemtal transfers. The models used
assume that the grantor government is able to Iy#teapolitical credit arising from
allocating a grant to a given jurisdiction. Howevieroften happens that the grant is
allocated by the upper layer of government butpttogect funded is implemented by the
local government who is able to stand before thieeris as the main responsible of the
expenditure. This is not a main problem for thengwaif the local government belongs
to its same party, but it might have some advemesequences when there is no
partisan alignment, since the monies send to adiation to improve electoral chances
can at the end mostly improve those of the opwsiflhis argument has been recently
proposed by Dasguptkt al (2004) and Solé-Ollé and Sorribas-Navarro (2000
used it to obtain the theoretical prediction theangors will allocate more grants to
aligned local governments than to unaligned onesth Bpapers obtain empirical

evidence on this hypothesis, for India and Spaspectively. In the Spanish case, for



example, Solé-Ollé and Sorribas-Navarro (2007) stimat municipalities are aligned
with an upper layer of government receive up to 48%se grants than those that are
unaligned, a number similar to the one found by Wastet al. (2006) for Mexico.
This result is robust across several specificateoms, therefore, both its reliability and
the size of the effect suggest that something itapbris going on. It is also worth
mentioning that other papers —not making any sjesiitement about the behavioural
reason of the finding— did previously find in diféat settings that ideology matters for
the allocation of grants and other public prograisee, e.g., Grossman, 1994; and,
Levitt and Snyder, 1995).

But even if the evidence is compelling, nothingkmwn about the behavioural
reasons that make grantors behave that way. Asawleabove, papers by Dasgugeta
al. (2004) and Solé-Ollé and Sorribas-Navarro (2@Qiggest that the answer lies in the
“differential productivity” of grants allocated taligned vs. unaligned governments.
Others suggest, however, that “clientelism” is teason of the biased allocation of
transfers, non-aligned governments being punisiedithdrawing transfers in order to
force the population to dismiss the incumbent ie fbllowing election (see, e.g.,
Weingastet al, 2006). Although the ‘clientelism’ channel cart ibe totally discarded
in Spain (or at least in some regions), the loweslod revenues funded by discretionary
grants (see section 3.1) makes us believe thatfitke explanation (differential
productivity) is more plausible. Therefore, in tipaper we will concentrate in finding
direct evidence that grants allocated to alignecegaments do indeed bring more votes
than grants allocated to the unaligned ones. Weueethere is real value added on this
exercise, since we don’'t know of any previous apteto find evidence regarding this
Issue.

Moreover, the data we use to test this hypothasiery well suited to this end.
We use a rich Spanish database, which providesnimafiion on grants received by
nearly 800 municipalities during the period 199®82drom two different upper-tier
governments (i.eRegionalandUpper-loca) and municipal vote data on three electoral
contests held at each of these layers during tbrsog. Therefore, we are able to

estimate two different vote equations, analyzing diffects of grants given to aligned



and unaligned municipalities by different upperelesyof government on the vote share
of the incumbent party/parties at the regional apger-local layers and corresponding
elections. We account for the endogeneity of grémtsnstrumenting them with the
overall amount of grants distributed by upper lagevernments. The results suggest
that grants given to co-partisans buy some poliscgport, but that grants given to
opposition parties do not bring any votes, sugggsitnat the grantee reaps as much as
political credit from intergovernmental grants las grantor.

The paper is organized as follows. In the secontisewe present a theoretical
framework that will allow us to posit the vote sharquation to be estimated, and to
interpret the coefficients obtained for the gragisen to aligned and unaligned
governments in terms of the ‘differential produitsiv hypothesis introduced above.
The third section discusses carefully the econaosetf the exercise, focusing on the
potential endogeneity of grants; to this end wethsetheoretical framework developed
in the previous section to guess the possible titme@nd magnitude of the bias and to
propose a method to solve the problem. In the foaédction we briefly describe the
institutional details of the Spanish case that wélp us to understand why we have
chosen our particular empirical strategy. The cetgcioperationalization of the vote
equation and the data used to compute the differ@mdbles are presented in the fifth
section. The sixth section presents the resultaimdd. Finally, the paper ends with

some conclusions and suggestions for further rekear this topic.

2. Theoretical framework

In this section we posit a very simple frameworlomder to describe how a voter
decides his vote, depending on the alignment betvgewernments at different tiers.
The approach used here is the same than in Sa#ééa@®dl Sorribas-Navarro (2007), who
embed this behavior in a model of electoral contipetiin order to derive implications
regarding the effect of alignment on the amoungmints allocated. We first describe
the basic set-up of the model: layers of governraedtparties. Then we describe how a
voter decides his vote, depending on alignment éetmgovernments at different tiers,

and suggest how the vote equation should be spédifithe empirical analysis.



Basic set-upln the model there are two upper-tier governmesgash one with a
jurisdiction covering the entire country, and a twemof local governments. We will
call the first tierR (Regiona) and the second ond (Upper-loca). For illustrative
purposes, we assume that a different party congath upper tier government: tRe
government by the right one) (and theU government by the left party)(Some local
governmentsre controlled by the party and some by tHeparty. The parties andl|
use the financial resources available at the laygrgovernment they control to
distribute grants to the local governments and macdwatheir electoral prospects.
Although each party controls a different governmtet, and different elections are
held at each tier, the model assumes that thegaampeting in the same electoral race,

without specifying which concrete election we aéing about

Voters’ behaviorVoters vote on the basis of two criteria: (i) thelfare generated
by grants,u(g; ) with u'(g;)>0 andu (g; k0, and wherg; =g +g5 are per
capita grants in municipality, coming fromR and U, respectively; and (ii) ideology.
We define X; as the ideological bias of votein favor of partyl, which is unknown by
the researcherf-; (X; B a distribution ofX;, with f;(X;) = dF;(X;)/0X;, which is
common knowledge and which we assume for simplgytyymetric and single-picked.
There is an additional component in the voting be&rawhich is a general popularity
shock, d;, in favor or against the party in tie and U governments, which is
municipality-specific (but common to all voters) darknown before grants are
determined. We assume that vateotes for party if u(gJR) —u(gLJJ )2 X; +9; 2,

Now we assume that the voting decision of votd#pends on the alignment status

of her local government. Following Dasgupta al. (2004), we defined as the

! This amounts to assume that the politicians atlealéls are interested in advancing the
prospects of the party in general, and not onlwiinning the elections held at its layer. This
may happen, if campaigns are highly centralizedhéf electoral results of a party in a given
election and jurisdiction are influenced by theufessobtained in other contests, or if winning
elections helps the party in rewarding its suppertierough the allocation of posts.

2 The voter will vote forr if the welfare gain obtained fromduring the last term-of-office
relative to the one obtained frdns higher than the ideological bias in favor :ofuy-Auy =X+

0. This welfare gain is hypothetical and should derpreted as the welfare increase caused by
grants coming from the government controlled byt ffexty compared to a situation where all
the grants came from the government controllednigydther party. It is only in this case that
Auy-Auy reduces tai(gyd)- u(g,).



proportion of utility from grants attributed to thecal government and (X9 as the
proportion of utility from grants attributed to tiggantor upper layer of government. If
both layers are controlled by the same party, #ikethe utility from grants is captured
by this party. If control is split between the tyarties, then utility from grants must be
shared. Nothing can be a priori said about theevalu , which will be derived from
the estimated vote equation (see below). HowewweSa@é-Ollé and Sorribas-Navarro
(2007) argue, when the objective of the politicirto maximize the expected number
of votes, if 6>0.5 (i.e., if the grantee captures more benefimtthe grantor), the
marginal utility of grants would become negativel aero grants would be allocated to
unaligned municipalities. This seems to be an exrease, for, at least, two reasons.
First, if parties were not merely office-motivatédt also pursue efficiency and/or
equity objectives, the marginal benefit of grantsuld include some additional term,
making the corner solution more difficult (e.g. $#@sgupteet al.,2004). Second, there
must be an upper bound on the utility derived fignaints that spills over the opponent
party. In order to avoid this problem these authassume therefore that<O0.5,
meaning that although the grantee may obtain sotistartility from projects funded by
the grantor, the former never obtains more uttlign the latter.

Thus, if the incumbent party at municipalitysr, i.e.J is alignedwith R, voteri

votes for party if:

u(gy) +6u(gy) -y > Xiy + L-6O)u(gy)

| S ——
utility capturedby r utility capturedby |
or, u(g5) - €-20)u(gy) -9, > X, (1a)

That is, expression (1) says that if the munictpad aligned withR, all the utility
coming from grants allocated I®/is captured by the partybut, since the municipality
is not aligned withJ, also a proportior@ of the grants allocated Wy is captured by
party r. Similarly, if the incumbent party at municipalidyis I, i.e. municipalityJ is
unaligned withR, voteri votes for party if:

(A-0)u(g5) -y > Xiy +u(g3) +Au(g5)
utility capturedby r utility capturedby |

or,



@-20)u(gf)-u(gy)-a> X (1b)

Expressions (1a) and (1b) suggest that grants fatigned upper layers of
government have a much bigger impact on the incatigeote (in absolute value) than

grants coming from unaligned governments.

Vote share equatioNow we can combine these two expressions to whige t
vote-share for the incumbent party at, for instante regional government in a

municipality, as:
vy =F;(uy(93) - A-26)u(g3) -9 ) (2)

where g5 and g} are the grants that a local government receivas faligned and
unaligned upper layers of government, respectivadys assume that utility is linear in
grants (i.e.,u(g;)=/£49d;) and define the dummy variablea%? and ag, which are
equal to 1 if the regional and upper-local govemiseare politically aligned with the
municipality J. Now, from expressions (1a) and (1b) we can wtht utility derived

from grants in a municipality aligned and unalignéth the regional government as:
af(9f -@-26)gy ) and (-aj)(@-20)g5-g7 ) (3)

Adding these two expressions and grouping the bkasaaccording to the alignment
status, the grants received from aligned and umatigupper layers of government can
be expressed as:

gd=afgR--ay)gy and gy =@-a})g}-aRg} (4)

Now, using a particular vote distribution functior F;(X;)we can obtain an
estimable equation for (2). For example, assunfiggX; ON(y; ,02), being 11; a
municipal-specific mean of the distribution amdf its variance, which for simplicity

we assume constant across municipalities, theagutation would look like:

Vy =895 + .05 + B30, (5a)

where p; = y; +J; andV; =®Y(v; ), ®7}(.) standing for the standard nor-

mal distribution, and whergs, = flo, [, =-(f/0)(1-26) and B3 =-1/0. We



could use an even simpler approach, assunkip@X; is Uniform with meanx; on

the support— W+ u;, W+ ,uJ| . In this case the vote equation is:

Vy =B+ Bi95 + 295 + Bap; (5b)

wherefy, =1/ 2 5, = 12W¥, G, =—(L12W)(1-26) and B3 =-1/2¥. Note that the
specification obtained is practically the samehwiite exception that in this case it is no
longer necessary to apply any transformation tostite share. We have estimated both
specifications (5a and 5b) using a set of variatdgsoxy for o5 (i.e., for 4; andd;),

but since the results are qualitatively similare(sext section for discussion) we will
only present those corresponding to the simplercguh (5b).

It is important to stress, however, that the rasoftboth equations have the same
interpretation and allow us to test the hypothesesmade regarding the effect of
partisan alignment on voter behavior. Note thabath cases iff; >0 and §<0.5
then we expeciB, >0 and|B,| >|5,|, if 6>0.5, then g, <0 and|B)| >|B,|; and if
0 =0.5 then g, =0 . That is, in any case, grants to aligned munidipal buy votes,
but grants to unaligned municipalities might briogdetract votes depending on the
distribution of credit between layers of governmehinore credit is attributed to the
higher layer of government than to the lower laymse grants should also bring more
votes (although less than grants to co-partisainsjore credit is attributed to the lower
layer these grants will detract votes (although ithpact will be on absolute value
lower than the one of grants to co-partisans); iiededit is more or less equally split
between layers, grants to unaligned municipalitr/dlsnot bring nor detract any vote.

Note that the results of the upper level governtaegiections do not only depend
on the grants distributed by the level of governmanalyzed, but of the grants
distributed by all levels of government. For ins@nthe vote-share obtained by the
incumbent at the regional government in a munidipalepends on the grants assigned

by the regional and upper local governments.

3. Econometrics



The main problem in estimating equation (5a) of) (Skkhe possible endogeneity
of grants. The issue can be described in termsnabraitted variable problem, since
both the average ideological attachment of the |adjom and the popularity shock of
the government will be very difficult to measureithVp; omitted from (5a) the model

estimated will be simply:
Vi = Yo+ 105 +1e05 +ny  with 75 = p; +&; (7)

where we added thg i.i.d. term to the equation. Note that, whenegdrand g are
correlated withp;, the coefficients j; and y, will be biased (i.e., will differ fromg;
and £,). In our case this correlation is not just an eimpl possibility, but can be a
result of the theory. The paper by Solé-Ollé andiBas-Navarro (2007), for example,
departs from the vote behavior as described ing2)erive a prediction regar-ding the
effect of alignment on the amount of grants reagiviehey assume that the objective of
each party is to maximize the expected number tdsvtaking the decision of the other
party as fixed (i.e., Nash behavior) and subjed fixed budget constraint. The details
of the analysis are referred to that paper; hesaffices to note that after analyzing the
F.O.C. they suggest that a specification like th#8oWong linear one might be
appropriate:

03 = A, f5(03)+ A, T +&, (8a)

93 =4, f3(03)+4, 3" -Q+w, (8b)

where f; (0; )is the equilibrium cut-point density (i.e., a measof the proportion of
‘swing voters’), which depends on the shape ofdéesity function and on the value of
the popularity shockg?® and g are average per capita grants allocated to aligneld
unaligned local government€? is a constant picking up the effect of alignment
(unalignment), A, and A, are positive coefficients, and; and w; are i.i.d. error
terms. So, theory seems to suggest that populdnitgks do have some effects on
grants allocated, implying that there could be ssgie omitted variable bias problem.

The formulas for the bias of the estimatgdand y, coefficients can be expressed as:



A, (0F519py).05

A (0F300py)° 05 +A50%, +0f

E(h) =56+ (9a)

E(7,) =06, +

A (0fy 10py).05
5 (9b)

A (0F1/0py)2 05 +A505, + 05,
where af,,aéa,aéu, ag and JZ, are the variances of the popularity shock,
average grants distributed from aligned and unatiggovernments, and error terms of
equations (8a) and (8b), respectively. Note thatdinection of the bias depends on the
sign of df ; /0p; . Suppose for a moment that this derivative isatigg (i.e., the shock
decreases the proportion of ‘swing voters’, sonmgththat happens on the right-wing
side of the density function, which we assumed sgtnicrand single-peaked); in this
case, both coefficients are downward biased, gipde positive ands, is expected to
be negative or zero. Note also that the bias d¥®lin both cases of a very similar
magnitude, since there are no a priori reasonxpect thataga and a§ in (9a) are
very different than its counterparts in (9b) (i€5, and o). This means than iB, is
higher (in absolute value) th#, the OLS estimates of equation (7) also shoul@ giv
1>y, . Note that ifdg; /0p; is positive (i.e., the ‘shock’ increases the mion of
‘swing voters’, something that happens on the weftg side of the density function)
then the coefficients are upward biased; howe\sg, ia this case the OLS coefficients
should say thaty; >y, when grants to aligned governments bring more vthes
grants to unaligned ones.

But although this is an interesting property to Wwna only allow us to guess if
our main hypothesis is valid (i.e., grants to caipan buy more support than grants to
the opposition), without allowing to obtain a mq@reecise estimate of the degree in
which credit for grants is transferred from thergoa to the grantee; for this we need to
gauge the magnitude of ti#e parameter, an impossible task given the biag,oflt will
also be of some help to know something about thextion of the bias, but this depends
on the sign ofdf; /dp;. Recall that we assumed in section 2 that thesitlenvas
symmetric and single peaked. In this case, ancesie are analyzing the vote for the

incumbent and we know that there is some incumbadewntage (see, e.g., Bosch and

Solé-Ollé, 2007, and the results in this paper), me@ht assume that most



municipalities are on the right-hand-side bf, meaning thadf ; /9,05 <0. This would
mean that there are some arguments to expecfshit biased downwards.

Of course, it would be much better to solve theogedeity problem. Here we
propose to use an Instrumental Variables procedote that expressions (8a) and (8b)
already propose one instrument for each of our @adlous variables; these are simply
the average per capita amount of grants distribbiecligned and unaligned higher
layers of government (i.e.g® andg"). The intuition here is quite clear: municipaliie
belonging to regions wherBRegional and Upper-Local governments distribute huge
amounts of grants will receive in general more rasrihan municipalities belonging to
regions where few grants are allocated to localegawents. It can be argued
convincingly that these two variables do not beltmghe vote-share equation. Note
that it is difficult to imagine that the effects gfrants could spill over to other
municipalities belonging to the same geographicaa di.e., receiving grants from the
same upper-layer governments) and controlled bgdinge party. Therefore, being quite
plausible that these instruments are not correlatigidl the error termy;, its use will
allow us to obtain unbiased estimates of the pat@mef interest. Moreover, as will be
checked in the next section these instruments has@nsiderable explanatory capacity
in the first-stage regression, allowing us to geff the problem of weak instruments.
This procedure is similar to the one used by Lenii Snyder (1997) for the U.S. case.
The only drawback faced by these authors is theilihato use over-identification tests
to check the validity of the instruments. Althoublky acknowledge the presence of this
problem, they believe that the theoretical jusdifion of the instrument is enough to
defend its validity. In our case, we will not redyclusively on intuition in order to jus-
tify the instruments used. Note from (4) that bgthnts coming from aligned and una-
ligned grantors could be split in two different qoonents. In a similar vein, we can
decompose each of our instrumengs (and g') in two; for example, in the case of
g% we now haveg®R =aRgR and g¥ = @1-aY) gy . Having two instruments for
each endogenous variable, the model is over-idedtitllowing us to use the Sargan

test to check the validity of instruments.

10



4. Institutional background of Spain
4.1.Layers of governmemind transfers

Spain is a fiscally decentralized country with thtayers of governmententral
Regiona] and Local. There are seventeen regional governments, thealtewd
Autonomous Communities (AC), which have very impattspending responsibilities
as, for example, the provision of health care, adon and welfare. Each AC is
composed by one or several provinces. In the AQuposed by more than one
province, there exists an upper-tier of local goweent, callediputacién which we
have named in this papélpper-Local Although this upper-tier of local government
has fewer spending responsibilities than the mpalities, which are the mayor players
of the local public sector, allocation of grants éapital infrastructure to municipalities
is one of their more relevant tadks

Spain has over eight thousand municipalities ajhomost are quite small.
Municipalities are multi-purpose governments, witajor expenditure categories
corresponding to the traditional responsibilitiessigned to the local public sector
(environmental services, urban planning, publicngport, welfare, etc.) with the
exception of education, which is a responsibilifytiee regional government. Current
spending is financed out of own revenues (2/3 aprard unconditional grants (1/3
aprox.) which are allocated by a formula that ma#tgBcult its use for pork-barrel
politics. However, the funding of capital spendohgpends heavily on grants: in 2003,
capital grants represented the 13% of non-finan@aénues and the 44% of capital
spending. These grants came from the three uppersla of government
aforementionedCentral (15%), Regional(45%) andUpper-Local(21%). Most of the
grants take the form of ‘project grants’: theramsopen call at regular periods (usually
yearly) and the municipality must apply by submitiseveral infrastructure projects,
which are evaluated following some criteria whicivé been previously established

(probably published in the call), but that are sgbto the interpretation of the grantor.

% In ACs with only one province (there are six AGgtos kind), there is ndDiputacion and its
responsibilities are assumed by the regional gowent.
“ The remaining 18% correspond to other sources, tegEU) or to unclassified grants.
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Therefore, the degree of political discretionanlythese grants should be qualified as

high.
4.2.Elections and parties

In Spain, central elections use to be held at eequeriods of four years, although
they can be called before the end of the term-fiéafMunicipal and regional elections
are held regularly every four years and on the saayen twelve out of seventeen ACs.
In the period analyzed, they have been called cemr wr two before the general
election. In the other ACs, elections have beeteddefore the end of the term and,
therefore, are held on a different day.

In the elections to the central and regional |legigt the electoral districts are the
provinces, a different number of representativeslested in each province depending
on its population size, candidates are includepairiies’ closed lists, and the D’Hondt
formula with a threshold is used to translate vatesepresentatives (Colomer, 1995).
Therefore, the system is not entirely proporticaad, in fact, it is much easier to win a
representative in some provinces (the rural orte) tn others. Due to the closed-list
system, the parties are highly disciplined, botsida the legislatures and (to a minor
extent) across layers of government. Since they s a great influence on the future
prospects of politicians (through the allocatiorposts and places in the lists), they use
to be loyal to the party rather than to the coustity.

In municipal elections there are also closed ligte,number of city’s councillors
depend on population size, and also the D’Hond imilused, but in this case there is a
single district. As Colomer (1995) states: “thes&es provide incentives for sincere
voting and promote a high degree of pluralism ity ciouncils”. As a result of this,
there is a high proportion of coalition governmerfits example, in the 1996-99 term
43.3% of the municipalities where governed by d¢mals (Solé-Ollé, 2006). Most
municipal candidates are aligned along nationalrewional party lines. The local
political system is seen as a first step in the@ss of recruitment into the regional and
national political elite (Magre, 1999). There arespecific elections to the assembly of

the upper-tiers of local governments; the repredemis ofDiputacionesare elected as

12



a product of the results of municipal electionse Motes for each party are aggregated
across municipalities and are translated to reptasees using again the D’Hondt
formula. These upper-tiers of government have he#itized on the grounds of the
reduced level of electoral accountability: with felear responsibilities and no need to
go to the polls, politicians controlling this layef government can use grants to foster
the parties’ prospects at the next municipal ebecti

The traits of the Spanish electoral and party systescribed above mean that the
elections held at each layer of government areenttely independent of the national
or regional political situation. In fact, partieseareally interested in the results of
regional and municipal elections. Since these @gtase to happen one year or two
before the central elections, they provide an danebccasion to test the real prospects
of the party. Therefore, although most efforts are local, thetips do design a
centralized (national and/or regional) strategytfase contests. This strategy includes
statements regarding which regions and/or munitigsl deserve disproportionate
campaign effors either because the perceived electoral margiawisor because the
region or the city is seen as having special sicgmiice in the eyes of voters (e.g., big
cities). In the Spanish context, it is therefordura to believe that just before an
election, the parties use the various posts theyralbat different layers of government
to allocate grants to pursue its electoral objestivihe high degree of partisan control
exercised both inside and across layers of govanhimaeilitates the use of resources

coming from different posts for the fulfilment o&pies’ interests.

5. Empirical analysis

5.1.Vote equations

® This is due to the fact that national and/or regigpolitical shocks do affect the results of
these lower tier elections (see, e.g., Bosch anéd-Sié, 2005, and Roddest al, 2005, for
evidence of this effect in Spain and other cousfrniespectively). In fact, local electoral results
are seen as predictors of the parties’ prospecthéonext general election.

® One year before the future May 2007 municipal tddes the newspapdtl Paispublished a
report on the prospects for this contest with ftie:t‘PSOE and PP open the battle town by
town” which identified the regions and municipadi where each party will concentrate its
efforts (source: El Pais, 23th April 2006, p. 2BSOE y PP abren la batalla pueblo a pueblo”
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The specification of our vote equation is built opgbe results of the theoretical
section. Although the Spanish case described apowades us with three upper-tier
grantor governmentsCentral Regional andUpper-Loca), we will only analyze how
the vote results of the incumbent party/partiethatUpper-Localand Regionallevels
are affected by the grants allocated by these pputiers of government. We decided
not to analyze the effects of central grants onréiselts of the general elections because
these grants distribute much less money than tier®and because the improvement of
municipal infrastructure plays only a minor roleshaping the electoral agenda of the
Spanish general legislative elections. This is thet case of the regional and local
elections, since the AC’s, tliziputacionesand the municipalities are all responsible for
the delivery of these services. So we are impjicgissuming that the parties use the
grants they control at thepper-Localand Regionallayers to influence the results of
both the local and the regional elections.

Thus, we will estimate the following two equations:

v = BRaIR + BRGSE + Bep TR + €] (10a)
VE]Jt = ,31U gjltu "'lgg gfljtu +,33,05?U +£5Jt (10Db)

where vﬁ and vljt are the votes shares of the incumbent party/jgamigheRegional
(R) and Upper-Local (U) governments in the regional and local electioekl hatt,
respectively. The grant variables labeled with ssgrépt a in expressions (10a) and
(10b) indicate the per capita amount of money kexkeby municipalityd the two years
previous to electiom from the incumbent at the upper-local and regigmmlernments
with whom it is aligned, less —when it is not akghwith the incumbent at the level of
government that we are analyzing— the per capitauamof money received by
municipality J from the layers of government with which it isgaed. For example,

g3l is computed as:

g3 =aR (g +ayg%) - a-af)(@-a5) g% (11)

where aﬁi and aﬁ’t are equal to 1 if the regional and upper-localegoment are aligned

with the municipal government, respectively. Theargr variables labeled with
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superscriptu in expressions (10a) and (10b) indicate the pert@aamount of grants
received by municipality] the two years previous to electiorirom the upper level

incumbent governments with whom it is unaligned. §x1ample,g‘jtR is computed as:

g5t = @-aR) (g5 +angy) —ax(@1-a5)g5) (12)

Note that although it might seem rather complerséhcalculations are nothing
more than the transposition of expression (4) taase realistic setting. The intuition
behind the specification in (11) is that the elemitprospects of the incumbent at some
high layer of government increases the more gréanits able to channel to aligned
municipalities (coming directly from its budget foom the budgets of other layers of
government also controlled by the same party) dmlléss grants other layers of
government controlled by the opposition are ablehannel to municipalities which are
not aligned with it.

It can be said, of course, that this computatiolo@smuch complex, since voters
are able to disentangle the purpose of the diftezkattoral contests and, therefore, only
take into account grants coming from the incumiagritis corresponding election. That
is, contrary to what expressions (11) and (12) sagdregional/Upper-Locabgrants
only have some impact on the vote at regional/mpaicelections but not on the
elections held at the other layer of governments Tieans that politicians would not be
able to foster the ‘general interests of the pafas we assumed in the theoretical
section), using grants at his disposal to influeatections at any layer, but will be
forced to compete only in one election. To chedk possibility we will decompose

(11) and (12) into two different variables:

95 (Regiona) = af g’} (13a)

g9 (Regbnal) = 1-af)gR (13b)
gﬁ‘tR(U pper— Local) = (aJ'-‘iaSJt -@- aﬁ)(l— aﬁ’t ))gljt (13c)
947 (Upper- Local) = (1-af)ay, —af @-a5))g; (13d)

The fourth variables will be included in the eqgaatiln the event that only (13a)

and (13b) are statistically significant, we shocdehclude that grants only have effect on
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the elections were the grantor is the incumberd,raot on elections held at other layer
where the incumbent in not the grantor but onei®tth-partisans. Obviously, the same
treatment will be given to the grants variableduded in the vote equation for the
Upper-Localincumbent (10b).

Note finally that the vote in (10a) and (10b) equa also include a term
measuring the ideological attachment of the popaiaand/or the popularity shock
experienced by the government, which differs frame equation to the othepE?R and
pjrt‘u. Them superscript means that these popularity effee@ansidered measurable.
To account for them we include a set of proxiebeéodescribed below. Finally, the
equations in (10a) and (10b) include an error teomposed by and immeasurable
shock and a i.i.d disturbance (e.g} = pR+71R). As this popularity shock can be
correlated with the amount of grants received éeitinom aligned or from unaligned
grantors), we face a potential problem of endodgnghich recommends the use of

instrumental variables, as we have argued in se8tib.
5.2.Data description

Selecting the sample. We estimate the effects of grants on the voteesbhrained
by the incumbent party/parties at higher layerg@iernment at the municipal level.
We use a rich database, which provides informationthe vote share of parties at
different types of elections and on grants receifredn different grantors for 758
municipalities during the period 1993-2003. Thelgsia is performed for two different
upper-tier governmentfegionaland Upper-local The data on votes come from the
information provided by the Spanish Ministry of theerior, in the case of the local
elections, and directly from each of tiRegional governments, in the case of the
regional elections. The data on grants come fr@uraey on budget outlays conducted
yearly by the Ministry of Economics and Financee Btarting number of municipalities
was much higher (2,799), but we lose municipalitias to the lack of data on transfers
by grantor. In the case of grants coming fromUlpper-Localgovernment, the number
of municipalities is further reduced to 617, dughe already mentioned fact that there

are noDiputacionesn ACs with only one province.
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Measuring votes: The vote variables are calculated as the shavetes obtained
by the incumbent party/parties at tRegionaland Upper-Local government in each
municipality in regional and municipal electionsgspectively. To construct these
variables we use the electoral results of the regiand municipal elections of 1991,
1995, 1999 and 2003. Thus, the vote share obtdigetthe incumbent at thEpper-
Local government is identified with the electoral resattthe municipal elections.
Recall that there are no direct elections to tpper-Localgovernments and that its

representatives are elected as a product of thised the municipal elections.

Measuring grants. Our grants variables are capital grants (chaptef The
budget) coming from each upper layer of governniBrdndU). Grants are added up
for the last two years of each term-of-office ahdrt divided by the population of the
municipality at the beginning of these two-yearipeés, using data from the National
Institute of Statistics (INE). We have considerealt tgrants received during the election
year benefit the incumbent government and notribeming one. We believe that this
assumption is reasonable, given that municipaltieles are generally held in the
middle of the year (May or June) and that grantwvegnments usually exhaust their
yearly grants budget early, just before the nexttedn. Thus, we set out to explain the
effect of grants on the electoral reward the oVeralount of grants received in 1994-95
for the term 1991-95, in 1998-99 for the term 1936-and in 2002-03 for the term
2000-03. There are three reasons that justifydbsion. The first one is the fact that
in some AC’s it is quite difficult to identify alignent between layers of government
given the different timing of regional and localeeions. Thus, the alternative
procedure of aggregating grants over an entirel loean of office would have
encountered the problem of changing alignmentenntiddle of the period (since some
regional elections are held at some time betweeam ltweal elections). The second
reason is that by aggregating the grants varialse tovo years, we reduce the volatility
of this variable. The third reason is that, asghbktical cycle literature has emphasised,

the temptation to use public funds to buy votesrdases as the next election
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approaches, something that suggest that the edécéwvard will be higher during those
years.

Measuring alignment. As discussed in Solé-Ollé and Sorribas-Navarrd120
the concept of alignment is straightforward in tase of single-party governments. In
this case, a municipality is said to be alignechwvaib upper-layer grantor government if
the party controlling the government at both layiershe same. However, in Spain a
large number of governments (at all layers) arelittmas. Coalitions make the
definition of alignment between layers more difficuA party at a given layer of
government may play at least three different ralethe single party in government, ii)
the main partner or leader of a coalition, andaiinere partner of the leading party in a
coalition.

As it has been explained in the theoretical sectioem amount of grants transferred
to municipalities belonging to each of these tydepends on the credit lost by the
grantor government. If both layers are controllgdtlie same single party, there is no
credit loss, but if this party is the leader of ameipal coalition, part of the credit will
flow to its local partner(s). If this party is ondypartner at the municipal level, the party
leading the municipal coalition may get a largershat the credit. These considerations
do not seem to depend on the status of the upper. [Bor this reason, we have decided
to use a dummy variable to identify the alignmeatus that is equal to one when the
either the single-party or the leader of the cmaditat the municipal government is the
same as the one in the upper layer of governmemgl¢sparty, coalition leader or
formateu). Otherwise, this alignment dummy variable is éqoaero.

To compute these measures of alignment, we usetadat® provided by the
Spanish Ministry of Public Administration, whichvgis information about the party of
the mayoralty and (in the case of coalitions) thitbep parties in the municipal
governments, following the local elections of 199995, 1999 and 2003. For the upper
tier of local government, this database providésrmation regarding the party of the

president and the composition of the assembly. Datdne party of the president of the

" See, e.g., Castells and Solé-Ollé (2005) for exddeindicating that pork-barrel politics in
Spain intensifies as the next election approaches.
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AC and the other parties in the regional governsientme from www.eleweb.com. In
all cases, minority governments have been congidasecoalitions. The party of the
president or the mayor has been considered ¢laelerand the other parties belonging
to the coalition, th&artners

Control variables. We include in both vote equation variables actiogrfor the
ideological attachment of the voting population af@ the popularity shock
experienced by the incumbent previously to eacttiele (i.e., termedoi" and pJ'" in
equations (10a) and (10b)). First, we in both equnatthe lagged vote-share of the
incumbent party/ parties in order to account foe tphersistence of ideological
attachments and popularity shocks. Second, to até¢ounational popularity shifts that
affect differ-rently each of the parties in diffateslections, we include a set of election
x party dummies; we also tried with electismegionx party dummies, but adding the
regional dimension did not improve significantlyetlit of the equations. Third, to
account for structural ideological attachment toneoparties by voters in some
municipalities we include the average voter of plaety/parties in all the elections held
since 1979.

Fourth, we also include some traits of the govemtréhich might be rewarded
or punished by the voters. Concretely, in the case=gional elections, we include a
dummy for coalition governments, a dummy pickingwipether it is the first term that
this party is in the government or not. A governmisnconsidered a coalition if the
incumbent party had less than 50% of the seatovemment is classified as being in
its first term of office if the party of the incumbt had changed between one four —year
period and the next. We expect a negative signtHerfirst variable, indicating that
voters dislike coalitions because of its inabititytake decisions, and a positive one for
the second one, suggesting that voters tend to giveecond chance to new
governments. Our expectations bear on previousltsefor the Spanish municipal
elections (see, e.g., Bosch and Solé-Ollé, 200d22807b). We also experimented with
a more detailed breakdown of both variables, indgadalso dummies for minority

governments and for governments in its second &ird terms-of-office, but we
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exclude these variables from the final regressioesause they were not statistically
significant.

In the case of local elections we should includeaides measuring both the traits
of the Upper-Localand of the municipal governments. Recall thatllebections serve
not only to select politicians for thépper-Localgovernment but also for the municipal
one. So we tried with dummies indicating if theseai coalition or a first-term govern-
ment at each of both layers of government. In #memf municipal governments these
variables were interacted with a municipal incundyewvariable, equal to 1 if the main
party or the leader of the coalition at tbgper-Locallayer is also a member of the
municipal government and — 1 if this is not theecakhis transformation is needed in
the Upper-Local equation because the variable we are analyzingots for the
incumbent at thé&Jpper-Locallevel, which may or may not coincide with incumbgn
at the municipal level. Preliminary results (nobwsin in the paper) suggest that the
traits of theUpper-Localincumbent do not have any impact on the %;ate we decided

to include only in the equation the traits of themeipal government.

6. Results

PENDING

7. Conclusion

PENDING

® The results are not surprising, since the indinattre of the selection procedure atlthmper-
Local layer and the smaller size of its budget (withpees$ to municipalities) means that voters
are really unaware of the additional utility of itheote and tend to vote only taking into account
purely local considerations
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Table 1:

Definition of the variables, descriptive statistarsd data sources

Variable Description Mean Source
(S.D)
VR Vote share of th®egional 0,502 Ministry of Interior
Jt incumbent party/parties at the (0,277)
regional elections in municipality
VU Vote share of théJpper-Local 0,468 Ministry of Interior
Jat incumbent party at the local (0,184)
elections in municipality
gaR Capital grants from aligned upper- 36.798  Ministry of Economics
Jt layers of government to (71.662) and Finance
municipalities aligned with the
Regionalgovernment, per capita
guR Capital grants from unaligned 17.979  Ministry of Economics
Jt upper-layers of government to (49.803) and Finance
municipalities unaligned with the
Regionalgovernment per capita
gau Capital grants from aligned upper- 29.243  Ministry of Economics
Jt layers of government to (75.959) and Finance
municipalities aligned with the
Upper localgovernment, per capita
guU Capital grants to municipalities from 12.120  Ministry of Economics
Jt unaligned upper-layers of (57.374) and Finance
government unaligned with the
Upper localgovernment, per capita
Coalition 1 if coalition inMunicipal gov 0,532 Ministry of Public
(Municipal gov) 0 otherwise (0,234)  Administrations
First term-of-office 1 if Municipal gov in its first term, 0 0,245  Ministry of Public
(Municipal gov) otherwise (0,127)  Administrations
Coalition 1 if coalition inRegionalgov 0,267 Ministry of Public
(Regional gov. 0 otherwise (0,442)  Administrations

First term-of-office
(Regional gov.

1 if Regionalgov in its first term, 0 0,709
otherwise (0,454)

Ministry of Public
Administrations
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Table 2:

Effects of grants on the vote share of Regional@pper-Local grantors
(1995, 1999 & 200Regional and local elections, respectiyeBasic results.

Upper-Local incumbent
(local election}

Regional incumbent
(regional electiony

OoLS v oLS \Y;
Grants(x100¢),
from aligned grantorgg®) 0'023 0'03*5** O'OO*?* 0'02*%
(4.84) (3.71) (2.97) (4.00)
from unaligned grantorég") 7.3.10° 0.005 4210 0.002
gnedg (0.10) (0.33) (0.13) (0.16)
Lagged vote share 0.608 0.606 0.657 0.642
(22.63)*** (22.40) (27.30)" (23.45)"
First term 0.040 0.041 0.034 0.038
(4.50§" (4.53)" (6.24)" (6.42)"
Coalition -0.047 -0.048 -0.045 -0.046
(-5.52) (-5.60) (-7.56) (7.37)
Incumbent -municipality 0.004 0.001 . .
(1.88) (1.69)* '
First term — municipality 0.016 0.016 . L
(1.97) (1.92) '
Coalition — municipality -0.015 -0.018 . .
(-1.68) (-1.97) '
Party x Election effects YES YES YES
Adj R 0.924 0.928 0.969 0.971
F-est(zero slopes 1196.15" 1189.57" 5002.4" 4745.07"
F-est(zero t-J dummi@s 30.86" 30.81" 7.98" 7.29”
No obs. 1795 1795 2109 2109

Notes: (1)t statistics are shown in brackets; *, ** & ***; sifficantly different from zero at the 90%,
95% and 99% levels; (2) Robust standard errorsD@)endent variable is the (untransformed) vote
share of the party/parties in thdpper-Local and Regional government in the local and regional

elections, respectively.
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Table 3:

Effects of grants on the vote share of Upper-Lacal Regional grantors
(1995, 1999 & 2003 ocal and Regional elections, respectiyeBreakdown by layer.

Upper-Local incumbent
(local election¥

Regional incumbent
(regional electionk

oLS \Y, oLS \Y,
Grants(x100¢),
from aligned grantorg® ):
_ Ubper-Local arantor 0.046 0.058 0.015 0.014
PP 9 (3.21) (1.99) (1.76) (1.89)
_ Redgional arantor 0.020 0.022 0.006 0.029
glonal g (3.48) (1.74) (1.89) (2.67)
from unaligned granto(g"):
_ Upper-Local arantor 0.013 -0.020 0.005 0.001
PP 9 (1.02) (-0.65) (0.87) (0.10)
_ Redgional arantor -0.002 0.024 -0.001 0.002
gionalg (-0.27) (0.80) (-0.28) (1.31)
Lagged vote share 0.606 0.607 0.657 0.641
(22.52)"  (22.40)" | (27.28)"  (21.98§"
First term 0.039 0.041 0.035 0.038
(4.41)" (4.48)™ (6.25)™ (6.35)"
Coalition -0.046 -0.048 -0.046 -0.048
(-5.44)"  (-5.57)" (-7.61)" (7.47)"
Incumbent -municipality 0.004 0.002 . .
(1.72) (1.73)
First term — municipality 0.016 0.016 . .
(1.89) (1.95)
Coalition — municipality -0.015 -0.017 . .
(-1.68)" (-1.86)
Party x Election effects YES YES YES YES
Adj R 0.924 0.925 0.969 0.970
F-est(zero slopes 1092.86"  1078.54" | 4490.75° 4282.1%"
F-est(zero t-J dummigs 31.01" 30.15" 8.08" 7.83"7
No obs. 1795 1795 2109 2109

Notes: See Table 1.
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