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Abstract

What are the effects of Brazilian Participatory Beting? Most studies answer this question
using selected case studies. This paper proposengirical analysis of the political and fiscal
effect of participatory budgeting. Focusing ontak cities that have a population greater than
50000 inhabitants between the years 1996 and 20@&ténds significantly the scope and
understanding of previous empirical work. The ressghow that Participatory Budgeting has a
significant effect on the composition of public sdang. The percentage of resources devoted to
health care is higher in cities adopting partiaypatbudgeting. To the contrary of previous
findings participatory budgeting in this sample has significant effects on revenues. Most
importantly Participatory Budgeting increases thmebpbility of reelection of the party of the
mayor significantly. The latter result could explaihe motivation behind the widespread
adoption of Participatory Budgeting.



1. Motivation

There are a number of arguments to support a maieedative and participatory form of
democracy. The World Bahlkclaims that many of the key components of parimipy and
deliberativé democracy are capable of inducing better localegmance; deliberative and
participatory procedures, they argue, can imprawe revenue and economic development,
reduce corruption and in the long run may induogoae equitable distribution of income.

From an empirical standpoint there are many diffeexperiences in local institutions, some
along participatory lines, some deliberative, saumbining both. Most of these experiments,
like the Neighborhoods Councils in Italy or the Ndémgland town meeting, seem to be
incapable of maintaining a high level of participatin the long run. However, in the 1990s
some Brazilian cities began to implement a new fofnbudgeting based on participation and
deliberation that in some instances has been aamdhihducing and sustaining high levels of
participation. Over 350 Brazilian municipalitiestiated a PB process between 1989 and 2008,
some of these processes failed in one or two ysarse other are still implemented (e.g, Porto
Allegre). In 2008 201 cities were implementing soimen of participatory budgetirigand more
than half of the Brazilian population (around 90liom of people) was living in a municipality
that was implementing some form of participatoryd adeliberative democracy through
Participatory Budgeting. This characterizes thezBien experience as the most successful
experiment of participatory and deliberative deracgryet developed.

The literature on Participatory Budgeting is mosthmposed by case studies. The majority
of these case studies have been conducted in Ribetyre, a city of 1.4 million of inhabitants in
the southern state of Rio Grande do Sul. To my kedge there are only two large N studies
(Marquetti 2007, World Bank report 2008) that enwally investigate the effects of
participatory budgeting. While Marquetti focuses ttve effect of participatory budgeting on

fiscal performance and redistribution in all themuipalities of the southern state of Rio Grande

! See the Empowerment project and the ParticipatimhCivic Engagement Projects at http://web.wonhdoarg.

2 The most recent experiments of participatory intins have some form of deliberative assembipéam;
nonetheless it is important to maintain the digtorcbetween these two types of institutions beeaah of them
can exists in isolation. Pure participatory inditins are adopted in Italy and Switzerland (i.e. teferendum and
the popular initiative law), pure experiments ofiloeration are more common (e.g. Deliberation D&gy. a very
interesting discussion on the differences betwediberation and participation see Cohen and Fu64p

3 Wampler, Brian and Leonardo Avritzer (2008).



Do Sul, the World Bank report investigates the @feof Participatory Budgeting on poverty
indicators and tax revenues on all Brazilian mypalbties.

In this paper | propose a comprehensive analysteeokffects of Participatory Budgeting. |
investigate both the economic and the politicaé&® of Participatory Budgeting. The analysis is
based on a novel panel dataset covering all theil2na cities with a population larger than
50000 inhabitants from 1996 to 2008 he statiscal analysis shows that Participatargiggting
alters the structure of public expenditures, insirg@the share of expenditures devoted to health
care. However Participatory Budgeting doesn't sdemhave any effect on the revenues
contradicting some of the theoretical and anecdatalence proposed by many researchers (e.g.,
Rhodes 2000, Shah and Wagle 200Binally the analysis shows some evidence that
Participatory Budgeting has a positive effect oa pinobability of reelection of the party of the
mayor. This last novel result is particularly irgsting because it could explain the widespread

adoption of various form of Participatory Budgetohgring the nineties (Wampler 2007b).

2. What is Participatory Budgeting?®

According to World Bank, Participatory Budgeting asprocess through which citizens
present their demands and priorities for civic ioy@ment, and influence the budget allocations
made by their municipalities through discussiond aegotiations This mechanism has the
peculiar characteristic of establishing a link begw the technical formulation of the budget and
the participatory process. It complements repregimet institutions rather than substituting for
them. Usually the municipal budget is decided byamdful of bureaucrats, Participatory
budgeting is an attempt to open this process taitleenship.

Porto Alegre, as | mentioned before, is considetieel most successful example of
participatory budgeting. The participatory procedim Porto Alegre has been refined over the
past 20 yeardDuring these years the process has experiencebinmstaconstant increase in the
number of participants; from the initial 900 to mahan 18000 in 2001. In Porto Alegre the

budget plan is developed over a period of 11 motithgaugh a series of meetings in three

“With regard the investigation of the political effe of PB | am still collecting the data for 199@rh each region

and thus the dataset starts in 1996.

® This section is based on my field visit of Portite4re in 2009.

¢ World Bank’'sEmpowerment Case Studies: Participatory Budgetingrazil available at
http://siteresources.worldbank.org/INTEMPOWERMEN®@&#Rurces/14657_Partic-Budg-Brazil-web.pdf



different levels: the micro-local, the district (1&gions in which the city is divided) and city-
wide levels.

Meetings are self-organized at the micro-level leg street, the apartment block, and the
neighborhood throughout the year. On the one haayhdescribe these meetings as similar to
the ones that are promoted in U.S. cities by comkrcitizens, neighborhood association and
NGOs to organize a community around a specificasetl interest (beautification projects,
revitalization projects, crime prevention etc.). @ other hand the Participatory Budgeting
process transforms the effectiveness of these ng=seéind their potential impact. The proposals
that are generated at the micro-level have a fealae to be implemented, and this, according to
many observefsconstitutes a powerful incentive to participation

At the district level the process begins in Mardiew the plenary assemblies are held. There
are thematic and regional assemblies. In thesendi®s each participants registers himself and
declares to which neighborhood group he belongs.aBsemblies range from 100 participants to
more than a 1000 depending on the thematic or tbteiot The meetings are managed by
municipal civil servants that enforce strict rules discussion (e.g. each speaker can talk a
maximum of 3 minutes). Usually the speakers repteagesidents’ groups or associations. The
number of people that participates in the plenasembly dictates the number of delegates that
can be elected to the District Forum. Each resglagoup will elect separately in a specific
meeting a number of delegates that is proportitmahe number of people that are registered
under the group’s name. Therefore, it is very inguarfor the success of a group’s objective that
the highest number of people shows up at thedisstict/thematic plenary meeting. The plenary
assemblies have two additional main functions:teglgahe representatives in the Participatory
Budgeting Council (two representatives and two sultes); and ranking the neighborhood
priorities. Both the delegates to the district farand the councilors are in charge only for one
year.

At the city level the main organ is the ParticipgtBudget Council (Conselho do Orgamento
Participativo - COP), consisting of delegates elédiy the 17 districts and by the six thematic
assemblies. Moreover, there are representatividgedilunicipal Employees Union, and of some
other historical associations and NGOs. This iastih is the site of the dialogue between the

popular movement and the city administration. Iteteseonce or twice a week during the PB

” Among others see the description made by Gregnd.Sintomer, Y. (2005).
8 Among others see the description made by Grefirid.Sintomer, Y. (2005).



process. It defines the criteria for resource allimn, defends the priorities of regions and
themes, discusses revenues and expenditures, thaftetailed Investment Plan, and votes on
the budget proposal presented by the executivé2oiio Alegre three criteria determine the
budget allocation for each of the 17 regions ofdtye — the priorities decided by the COP, the
existing levels of provision in terms of infrasttue and services, and the population. To them
are applied three logics: a majority-democratiadpg technical logic, and a redistributive logic.
Thus, each regional popular assembly selects itacsepriorities. The executive assesses the
technical viability of projects. The municipalityrqrduces an index of the existing levels of
provisions of services and infrastructures in eesfion. The assembly of the Participatory
Budgeting then decides on the relative weight efvlrious criteria to ensure that service needs
in less provided areas of the city receive propadtely more funding. During this process the
GPO (Gabinete de Programacdo Orcamentaria, formerbyvn as GAPLAN, Gabinete de
Planejamento), a technical office specifically ¢e€a is in charge of translating the citizens'
demands into technically and economically viablenimipal projects. This participatory
procedure has been refined over 20 years of opardiiach year the COP councilors evaluate
the performance of the procedure and vote changgsgrovements.

A classic World Bank case study of Porto Alégreints out that between 1989 and 1996, the
number of households with access to water servasesfrom 80% to 98%; the percentage of the
population served by the municipal sewage systese foom 46% to 85%; the number of
children enrolled in public schools doubled; in gaorer neighborhoods, 30 kilometers of roads
were paved annually since 1989. According to th#h@as since transparency improves the
motivation to pay taxes, revenue increased by né&f (budget resources for investment only
went up from US$ 54m in 1992 to US$ 70m in 1996)edo these and other similar results PB
has been declared one of the international locakmgunent’s “best practice¥” at the UN
Habitat conference in 1996.

The incredible success of participatory budgetm@orto Allegre seems to be limited to the
first 13 years of its implementation. In 2002 aféechange in the rules governing the protess

participation has for the first time begun to deeli Additionally according to some researchers

®Shah, P. & Wagle, S. (2003).

10 http://www.bestpractices.org

“The two rounds of discussions have been substibyexsingle plenary assembly. The change has assiehe
amount of time dedicated to the general discusditmst assemblies now only focus on the electionthi®f
representatives of the Counsel of Participatorydeticg.




(Baierle 2002, 2007, Chavez 2006) the process e lexperiencing a structural crisis
exacerbated by the loss of the leftish coalition2004. The new government of the city,
confirmed in 2008 election, has been supportingptioeess only on paper.

Delays, and lack of information are plaguing thegadure. The participants often receive
the investments plan a few days before the disonssiiminating the possibility of real
deliberation. Recent changes in the organizatiomales are leading toward the
professionalization of the representatives of thai€lpatory Budgeting Council. In order to be a
candidate a citizen is now required to have paaid various years, and council members can
now be reelected with no limitation.

The power of the council members has been additjoimecreased by the introduction of
new discretionary funds (in 2009 around 2500008} tre allocated directly by the council
bypassing the procedures of the participatory m®tépada 2009).

The most recent World Bank case study on Portoghdl€World Bank 2008) shows, among
many other problematic symptoms, how the sharexetwed investments has dropped from
90% to less than 10% in the last 7 years. Accordmghe ONG Cidade, that has been
monitoring the process since its beginning, theegoment of the city utilizes this chronic delay
in the implementation of the investments to altex priorities decided by the population. On
paper the citizens decide 100% of the investmehtthe city, but in reality it's difficult to
understand the amount of investments that willnjglémented.

These recent developments are highlighting thelinagf the participatory process, how it
strongly depends on the support of the governiragdittan and the constant risk that the process

becomes a large and well organize form of cliesteli

2.1 Other Brazilian PB experiences
In the past 20 years more than 350 Brazilian chiege implemented some form of PB. The
current literature has a number of definitionshd participatory process that are vague, like the

one from the World Bank | presented in the intrdoug and cannot really used to draw lines

2This procedure, called “Emenda” to the Partipa®uygigeting, was introduced in 2006. During the PT
administration changes to the Participatory budgetiould be implemented only by distracting funasf one
project to fund another one after the process wasladed. With the new procedure the governmenbvances the
amount of discretionary funds before the parti@paprocess begins. Usually the funds end up ddvai@ong the
projects sponsored by the council menembers arse thoonsored by the representative of the munitipleach
region.



between types of PB due to the lack of city levatad The literature doesn’t have a detailed map
of the differences among the various institutiotesigns for all Brazil. Currently the PB cases
are identified through self-reporting and surveybhe variance of the institutional design is
unexplored and the effects of different designuarienown.

In a recent paper Wampler (Wampler 2009) suggébststihere could be three main different
types of Participatory Budgeting. Those that arplamented by policy entrepreneur, those that
are implemented by policy advocates and thoseatgatmplemented by pro-forma adopters. In
general the case studies of the last 20 yearshoagsthat a number of the PB processes adopted
in Brazil are ‘para inglés ver®® a common Portuguese phrase that signifies moressr a
window dressing process, a facade (e.g. Wamplei7)20@ these cases the percentage of
investment really decided of the population is g@itall, effective participation is restricted to
an elite of community leaders that are often cabptethe government of the city and the whole
process is highly controlled by the executive @f ¢ity.

The theoretical literature describing the posi@ffects of Participatory Budgeting has been
developed mainly analyzing the case of Porto Alatpat, as many have pointed out (e.g. Abers
1999, Baierle 2007), is a very peculiar city thaaymbe not very representative of other

situations.

2.2 TheEmpirical Literature on Participatory Budgeting
As | mentioned before there are only an handfidrapirical papers on PB. The majority

of researches are based on anecdotal evidence tasmte or few more case studies. The first
notable exception is Torres Ribeiro and Grazia 8@Bat have provided a detailed census of all
the experiences of PB in Brazil during the peri@®7 and 2002. Teixeira (2002), using the
dataset collected by Ribeiro and De Grazia, analyhe outcomes of PB among small rural
municipalities. She identifies a substantial numdiecases in which PB has been a failure and
has been abandoned. She points out three mainrdatttat sustain PB: the importance of a
strong network of civil society organizations, fhelitical will of the ruling party, and, finally,

the human and economic resources available to timecipality.

%30 that the English can see”. The origin of thipression is potentially related to a law agaifestery passed by
the Brazilian Regency Government in 1831 undeiptiessure of the English Crown. The law was notiedgdbr
twenty years.



More recently Avritzer and Wampler (2005), buildingon the research of Torres
Ribeiro and Grazia (2003) have constructed a ceabadl the PB experiences from 1989 till
2008. They use this dataset to explain the adomifoRB in Brazil. They identify five main
factors: the presence of a Mayor affiliated to Wierker Party (Partido dos Trabalhadores), the
size of the municipality, its location, the levéldevelopment measured through the HDI index,
and finally the civil society-political society eglonships. They don’'t provide a statistical
analysis, but they show a number of very intergstielationships using tables and simple
descriptive statistics. Wampler (2007), expandimg pprevious analysis, proposes a static probit
model on all the 200 cities that have a populagoeater than 100,000 individuals. The model
points out that the emergence of PB is signifigamtrrelated with the presence of the PT
majority. More interestingly, excluding from thenggle the cases in which PT had a majority,
the analysis leads to the surprising result thatnRB adopted more often in cities in which the
left was weak and conservative forces held poweaniyer concludes that these conservative
municipal governments “were seeking to gain govegnand elections benefits from their
association with a program that is known for itsplasis on social justice, transparency, and
direct participation”.

Marquetti and Bérni (2006) propose the first systeenstudy of the fiscal effects of
participatory budgeting. Again building upon thesearch of Ribeiro Torres and Grazia they
investigate all the 60 cities of the southern stdt®io Grande Do Sul with a population larger
than 30000 inhabitants. They present two separats-sections, one for the period 1997-2000
the other for the period 2000-2004. They find tbéies adopting PB tend to spend more in
education, “culture, sport and leisure” (this i @f the aggregate entry of the Brazilian balance
sheet) and housing. They also find an interestitgyaction between the availability of resources
and the effects of PB on overall public spendingorcities that adopt PB tend to spend less
than those not adopting it. While among the citith more resources, those that adopt PB
spend more resources than those that do not. Hpgie this phenomenon by claiming that PB
forces the government to provide an optimal amod@ipublic goods. In poor cities, they assume,
that citizens prefer to pay lower taxes and recaigenaller amount of public goods than what is
usually offered. In larger cities, citizens predeiarger amount. Given the size of the sample their

results have to be considered with care.



The most recent and sophisticated empirical arsatysiBrazilian PB has been conducted
by the world bank (WB 2008). Using a differencealifierence matching model the equipe of the
World Bank investigate the effect of Participat@ydgeting on poverty measure and fiscal
revenues. The matching process construct a syatbetitrol group that is most similar to the
city adopting Participatory Budgeting. Additionallye effect of the share of votes obtained by
the Worker Party, traditionally linked to the des@nent of Participatory Budgeting is
considered. Both propensity score and kernel magchechnique are compared. The results
show that Participatory Budgeting has no effecfiscal performance, while it has an effect on

various poverty reduction indexes.

3. Thedata

This project builds on existing datasets (Ministdeo Fazenda, Ipead#taand IBGE®
recurring publications, Tribunal Superior Electdrahat contain detailed information on
economic, social, political and demographic vaealdbr every municipality in Brazil.

With regard the main explanatory variable, the @nes of Participatory Budgeting,
using the data collected by Ribeiro Torres and @rgz003), Avritzer and Wampler (2006) and
a novel telephonic and internet research thantlaoted in 2008, | have constructed a dummy
variable that identifies all the cases of Partitbpa Budgeting for the cities with a population
larger than 50000 inhabitafftsThe decision of limiting the study to cities withpopulation
larger of 50000 is due to the fact that the infaroracontained in smaller cities' balances is
highly unreliablé’. The number of cities in the sample is 562.

Brazilian elections at the municipal level are helery 4 years. In 1989 the first
municipal elections were held after the dictatgrshiut there is no data available for the period
1989-1992. Additionally The data on the municipahr® of the national GDP, and the data on
elections is available from 1996. Thus the sampk-un the empirical analysis of the economic

and political effects of Participatory Budgetingrecs the period 1996-2008.

“This is a panel containing detailed informationpablic finance and in particular information on tigpology of
municipal investments. Part of the data goes b@ad®85. The dataset is available online at httpuli.ipea.gov.br/
default.jsp

BInstituto Brasileiro de Geografia e Estatistica.

®As a reference year to identify the size of thg titse 2004.

The Brazilian law requires the public balance shedie certified only when a city has a populatanger than
20000 inhabitants. But the quality of the data wébards cities with a population below 50000 &lyelow.



Given that the main explanatory variable (presesfdearticipatory Budgeting) does not
vary much within each periétl the econometric model uses averages of the edon@rables
within each for year electoral period. Table ladé®s the dynamic of adoption of participatory
budgeting from 1989 to 2008.

Table 1: The diffusion of Participatory Budgeting@ng the cities with more than 50000 inhabitants
1989-1992| 1992-1996 1996-2000 2000-2004 2004-2008

Number of cities implementing PB 11 33 68 138 132
Cities that initiated PB for the first time 11 26 51 99 65
Cities with 4 years of PB experience 7 11 27 41
Cities with 8 years of PB experience 6 8 16

Cities with 12 years of PB experience

Cities with 16 years of PB experience

Cities that abandoned PB 4 16 29 71

Cities with a population larger than 50000 562 562 562 562 562
inhabitants in 2004

The table shows a peak in the rate of adoptionndutthe period 2000-2004 and a peak in the
number of cities abandoning the process duringpéned 2004-2008. During the last period the
number of cities adopting participatory budgetingthe first time is smaller than the number of
cities abandoning the process. This result is @alid among the cities with more than 50000
inhabitants, when considering all Brazilian citibe trend is still positive (Avritzer and Wampler
2008).

3.1 Theempirical analysis

In this section | will present two basic family wfodels. The first group will study the
effect of Participatory Budgeting on public expdadeés and revenues. The second one will
analyze the effect of participatory budgeting oe fimobability that the party of the mayor wins
the election at the end of the manadate. Whilefitts¢ family of models has a continuous
dependent variable the second one has a discrepémdent variable assuming value 1 when the

party controlling the city doesn't change acrossogs.

8Most cities adopt Participatory Budgeting in thestfior second year of each period, and almosttyabiandons
the procedure before the end of the period.
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When analyzing the economic effects of PB | wilimgmare three different specifications,
a random effects regression, a fixed effects ragrago control for selection bias and a GMM
regression that will investigate the effect of thgged dependent variable. The three models are
fairly common in the analysis of panel data, andgi@@onometric textbooks analyze extensively
the strength and weaknesses of each of thawhile the random and fixed effect models are
static, the GMM model is dynamic. The GMM contréds individual heterogeneity by taking
differences and uses lagged instrumental variadflédse dependent variable and the regressor to
overcome potential endogeneity problems (Arelland Bond 1991). All the specifications will
use time dummies to control for time effects.

When analyzing the political effects of PB, duethe discrete nature of the dependent
variable, continuity of the Mayor's party in po#et will compare two specifications, a random

effect logit and a fixed effect logit.

3.2 The economic effects

I will begin by analyzing the effects of participag budgeting on public expenditures.
As table 2 shows Participatory Budgeting doesghificantly total public expenditures when
controlling for individual city effects. The resulémains similar even when considering per-
capita expenditurés

The model regress the average public expenditweseaach four years time period on a
dummy indicating the presence of participatory laiohg procedures during such period. As
controls | included the average population to cagtlifference in size, the average revenues
during the period to capture difference in wealtll éinally a measure of the power of the PT,

Partido dos Trabalhadores (Worker's Party).

¥See Wooldridge 2002 or Cameron, Trivedi 2005 fdetailed explanation.
A dummy that assumes value one when the partyeofityor remains in power in the next elections.
“These results are available upon request.
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Table 2: The effect of participatory budgeting arblic expenditures

Random Effects Fixed effects Arellano and Bond
Implementing Participatory Budgeting -16.4%** 0.28 -1.3
(-3.14) (0.07) (-0.34)
Revenues 0.15%** .06*+* .047*
(15.26) (4.03) (3.82)
Population 496.8*** 48.2 =241 4
(44.95) (0.57) (-2.81)
Worker's Party (PT) share of seats 22.07 -31.9 -61.8**
(0.412) (-1.16) (-2.33)
Time dummies included included included
Lagged public expenditures 2%
(6.01)
Constant -15.2%* T74.4%** 128.8***
(-3.43) (4.87) (8.28)
N 1534 1534 959
Number of groups 558 558 539
*** gignificant at the 0.01 percent level. ** sidgidant at the 0.05 percent level. * significantfze 0.10 percent level.
T-statistic showed in parenthesis

The latter control is included to disentangle tbétjgal effect linked with the presence of
the party that first introduced Participatory Butiigg and that is still controlling more than 37%
of the cities adopting it. Table 3 shows the evolutof the percentage of cities in the sample
controlled by the PT and adopting Participatory gatthg.

Table 3: The PT and the cities with more than 50@6@bitants adopting Participatory Budgeting
1996-2000 2000-2004 2004-2008

Percentage of cities adopting PB

controlled by the PT 40% 40% 37%

Many other specifications (e.g., using per capéhes, controlling for GDP, controlling

for the presence of Surplus) have been tested wtithtering the results. When in the regression

12



| do not include the effect of the worker partyntiease the size of the santfji¢he standard
errors improve notably, but the results do not gean

Overall the effect of Participatory Budgeting disaprs when individual heterogeneity is
controlled for. The result is not surprising givémat in the majority of cities participatory
budgeting affects only a small part of the invesitaeand that in 1999 the Fiscal Responsibility
Law was passed introducing a number of limits tonitipal spending. Even if Participatory
Budgeting has no effect on total public spending fiossible that it has an effect on the share of
current expenditures over total expenditures duéhéincreased cost in term of personnel,
consumables and organization. When we considerettezt of PB on the share of current

expenditures over total expenditures we obtainlamnesults (Table 4).

Table 4: The effect of participatory budgeting ba share of current expenditures

Random Effects Fixed effects Arellano and Bond
Implementing Participatory Budgeting 0.009* 0.007 0.004
(2.35) (1.50) (0.98)
Revenues -0.000002 -0.00002* -0.00002*
(-0.26) (-1.93) (-1.72)
Population -.0007 0.24** 0.20**
(-0.09) (2.55) (2)
Worker's Party (PT) share of seats -.006 -0.19 -0.01
(-0.30) (-0.63) (0.7)
Time dummies Included Included Included
Lagged share of current expenditures 0.12%*
(3.43)
Constant 0.84%+* 0.81*+* 0.71%
(221.5) (47.84) (20.4)
N 1534 1534 959
Number of groups 558 558 539
*** significant at the 0.01 percent level. ** sidgidant at the 0.05 percent level. * significantfze 0.10 percent level.
T-statistic showed in parenthesis for the first twodels, Z-statistics showed for the GMM

While random effects show a significant positiveretation, fixed effects and the GMM
estimation display non significant results. Agdie effect of Participatory Budgeting disappears

when individual heterogeneity is controlled for.

22The political variables are only available from 69@hen | do not include them the regression cansidlso the
period 1992-1996, these results are available upguest.
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Considering other specifications does not alterdsailts. If we drop the political control
(Worker's Party share of seats) the effect of padtory budgeting becomes significant when
considering fixed effect, but it cease to be sigaiit in the dynamic GMM estimation that not
only considers the individual effects, but also toois for the endogeneity of the dependent
variable using lagged instruments.

Overall there is no evidence that Participatory gatthg has an expansionary effect of
public spending. When we consider different typdserpenditures the results are more
interesting. The effect of participatory budgetomgthe share of expenditures dedicated to health

care is positive and strongly significant as Tabkhows.

Table 5: The effect of participatory budgeting ba share of health care expenditures

Random Effects Fixed effects Arellano and Bond
Participatory Budgeting 0.033*** 0.02%** 0.018***
(5.47) (3.2) (2.87)
Revenues 0.000003 0.00001 0.00002
(0.27) (0.69) (1.13)
Population 0.009 0.002 -0.6
(0.65) (0.98) (-0.45)
Worker's Party (PT) share of seats .047 -0.01 0.02
(1.36) (-0.42) (0.43)
Time dummies included included included
Lagged share health care expenditures 0.013
(0.87)
Constant 0.36*** 0.37*** 0.38***
(61.1) (14.59) (14.52)
N 1533 1533 959
Number of groups 558 558 539
*** significant at the 0.01 percent level. ** sigigant at the 0.05 percent level. * significantte 0.10 percent level.
Z-statistic showed in parenthesis for the first &mctl model, t-statistics showed for the fixedeetf

When considering different specifications (e.gingsper capita values, controlling for
GDP, controlling for the presence of Surplus, caollitrg for total expenditures) the results do

not change.
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Table 6 investigates the effects of participatonddeting on education expenditures.
Again we observe that controlling for individual tkegeneity eliminates the effect of
participatory budgeting. Considering different dpeations (e.g., using per capita values,
controlling for GDP, controlling for the presenceSurplus, controlling for total expenditures)

do not alters the results.

Table 6: The effect of participatory budgeting ba share of education expenditures

Random Effects Fixed effects Arellano and Bond
Participatory Budgeting -0.014*** -0.006 -0.003
(-3.40) (-1.312) (0.410)
Revenues 0.00002*** 0.000001 0.00000002
(3.38) (0.2) (0.0017)
Population -0.05%** 0.12 0.14
(-4.58) (1.33) (1.45)
Worker's Party (PT) share of seats -0.05* 0.003 -0.007
(-1.92) (1.33) (-0.23)
Time dummies included included included
Lagged share health care expenditures 0.022**
(2.04)
Constant 0.41%** 0.37*** 0.36***
(45.79) (20.36) (18.33)
N 1533 1533 955
Number of groups 558 558 539
*** gignificant at the 0.01 percent level. ** sidgidant at the 0.05 percent level. * significantfz 0.10 percent level.
Z-statistic showed in parenthesis for the first #mdl model, t-statistics showed for the fixedeetf

When investigating the share of expenditures delvtiighe personnel the results remain
similar, i.e. the random effect model shows sonfecéd, while the fixed effect and the GMM
model do not. When investigating the share of gubkpenditure devoted to housing, pension
funds, and transportion all the three models doremct the null that Participatory Budgeting
has no effect.

Overall there is a weak evidence that participatmuggeting has any significant effect

not only on total public spending, but also on teeposition of spending. Only the share of
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spending devoted to health care is significantfgaéd by the implementation of participatory
budgeting.

When investigating the revenue's side the resuétsnat much different. Table 7 shows
no significant effects of Participatory Budgeting the share of tax revenues on the overall
revenues. Similar results are obtained when consgléhe overall tax revenues, or the balance

sheet net resufts

Table 7: The effect of participatory budgeting ba share of tax revenues

Random Effects Fixed effects Arellano and Bond
Participatory Budgeting 0.001 -0.001 -0.002
(0.08) (-0.58) (-0.9)
GDP 0.0002 0.004*** 0.0018
(-0.53) (3.53) (1.44)
Population 0.04*** -0.13%** -0.043
(3.57) (-3.38) (-0.94)
Worker's Party (PT) share of seats -0.007 -0.03** -0.004
(-0.53) (-2.02) (-0.27)
Time dummies Included Included Included
Lagged share of tax revenues 0.45%**
(8.82)
Constant 0.12%** 0.16*** 0.07**
(33.47) (25.33) (6.35)
N 1534 1534 955
Number of groups 558 558 539
*** gignificant at the 0.01 percent level. ** sidgidant at the 0.05 percent level. * significantfz 0.10 percent level.
Z-statistic showed in parenthesis for the first #mdl model, t-statistics showed for the fixedeetf

Overall there is no evidence that Participatory ggtthg has any effects on the revenues.

The previous results are very important, not onlythe substance, but also as a
methodological reference for future studies. Thesence of individual heterogeneity, time
effects and potential endogeneity in public spegdare clearly elements that must be

considered.

#The results are available upon request.
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3.3 Thepolitical effects

The current empirical literature does not invesggdne political effect of participatory
budgeting. The example of Porto Allegre, in whitte tparty (PT) introducing participatory
budgeting in 1989 held power for four mandates| @@04, is contrasted with the 1996 election
when many cities adopting PB changed the coalitmmirolling them. This anecdotal evidence
is often used to support the idea that particigaburdgeting does not have a significant impact
on the probability that the party of the mayor wihe election again. What the anecdotal
evidence does not consider is the relative numb&hanges with respect cities not adopting
participatory budgeting and the other factors iflcing such changes.

When considering all these factors the effect afigipatory budgeting is quite large as

table 8 shows.

Table 8: The effect of participatory budgeting ba probability of reelection, panel logit

Dep. variable assumes value 1 when the party afénor wins the elections again
Random Effects Fixed effects
Participatory Budgeting 0.47%** 0.57***
(3.27) (2.89)
Public expenditures -0.001 -0.01%*
(-1.05) (-2.58)
Population 0.54 2.7
(1.27) (0.68)
Worker's Party (PT) share of seats 2.9%** 2.4*
(4.25) (2.93)
GDP -0.006 -0.06
(-0.15) (-0.32)
Time dummies included included
Constant -0.89** 0.15
(-8.67) (0.83)
N 1534 981
Number of groups 558 343
*** significant at the 0.01 percent level. ** sidgidant at the 0.05 percent level. * significantfze 0.10 percent level.
Z-statistic showed in parenthesis
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The table displays the result of regressing thégdodity that the party of the mayor wins
the elections at the end of term on a dummy thantifles the adoption of participatory
budgeting during the term. The models include gsessors public expenditure, to control for
fiscal policies, population, to capture the effettsize, a measure of the Worker's Party (PT)
power to control for the expansion of the PT inAirand a measure of the GDP produced by the
city to control for the effect of wealth and dev@ioent. As usual | include period dummies to
control for heterogeneity over time.

The effect of Participatory Budgeting is positivedasignificant in both specifications.
Table 8 display the coefficients in logit units, ¢alculate the marginal effects we need to
transform the result and select a baseline level.

When applying such transformation to a dummy véaeidbconsider a discrete change
from zero to 1. Given the panel structure of thenga | further calculate the marginal effect
given that the random or the fixed effect is z&kthen applying such transformation | obtain that
the adoption of participatory budgeting increades pirobability of victory of the party of the
mayor by 10% in the random effect model and by 16%he fixed effect model. Such result is
robust to various changes in specification (e.ging per capita values, controlling for the
presence of Surplus, controlling for tax expendisuand any other type of expenditure).

This novel result is quite interesting and couldphexplaining the widespread adoption
of participatory budgeting during the nineties.

Conclusions

Apart few exceptions the current literature on éfieects of participatory budgeting is
based on case studies, most of which on the eadysyof Porto Allegre. When empirical
analysis are conducted they are based on statss-sextions that do not consider individual
heterogeneity or endogeneity problems. This paperfirst attempt to analyze more rigorously
the effect of participatory budgeting. Using a ségf all the Brazilian cities with a population
larger than 50000 inhabitants between 1996 and 206 individual heterogeneity and
endogeneity problems are controlled for.

The analysis points out that participatory budggthras a significant effects on the

allocation of public spending. The share of pukpending devoted to health care is positively
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associated with participatory budgeting. To thetiay of previous findings participatory
budgeting in this sample has no significant effectsevenues.

However a strong and significant political effeétparticipatory budgeting is found. A
party implementing participatory budgeting increasis probability of winning the mayoral
election in the next period by more than 10%. T$tisking result can help explaining the
widespread adoption of Participatory Budgetindhatend of the nineties.

It is important to remark that the definition ugeddentify the presence of participatory
budgeting is quite rough and does not distinguistwben effective and window dressing
participatory budgeting (Wampler 2009). Secondlgréhis the possibility that participatory
budgeting does not affect the amount of publicdp®, but instead it affects the distribution of
spending, transferring more resources to speaifisat of the population (Marquetti 2003).

Therefore the next step in the agenda should beotstruct a better census of the
participatory budgeting cases that would encompas®nly the various institutional rules, but
also the amount of investment that each city devimte¢he process.
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