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ABSTRACT

Public policies are the outcomes of complex intertemporal exchanges among politicians. The basic
institutional characteristics of a country constitute the framework within which those transactions are
accomplished. We develop a transactions theory to understand the ways in which palitical institutions
affect the transactions that political actors are able to undertake, and hence the policies that emerge.

We argue that Argentinais a case in which the functioning of political institutions has been such that it
prevented the capacity to undertake efficient intertemporal political exchanges. We use positive political
theory and transaction cost economics to explain the workings of Argentine political institutions, and to
show how that maps into low-quality policies.



1. INTRODUCT ION

Politi cd ingtitutions are the rules of the pdliticd game and, thus, are aucial in the
determination d pubic pdlicies. Expedations abou future palicies are key determinants
of econamic behavior and outcomes. Thus, to understand a society’ s econamic
performance, it is necessary to develop an understanding of its policymaking process In
this paper we present a transadions approach to study the impad of pdliti cd institutions
on pubic palicy determination. We use this approac to explain key fedures of
policymaking and pdiciesin Argentina.

The main thrust of (of what we might cdl) a “transadion approach to public pdicy” is
that pulic padlicy isthe result of aseries of intertemporal padliti cd transadions. As sich,
understanding pulic pdlicy requires understanding the determinants of the underlying
pdliti cd transadions. We borrow from Transadion Cost Econamics the dual emphasis on
the importance of intertempora considerationsin (paliti ca) exchanges, and a micro-
anaytic goproadc to the study of transadions. Efficient intertemporal transadions require
the gpropriate dignment of the padliticd adors temporal incentives. These incentives, in
turn, are determined by the nature of the wuntry’singtitutions. In analyzing the workings
of pdliti cd institutions, we adopt a “general equili brium” approad, looking at the overall
set of incentives and constraints facel by key pdliti cd adors.

Sincethe way these transadions are implemented is aff eded by the need to safeguard the
interests at stake, a ourtry’sinstitutional charaderistics impad on the substance, nature
and feasibility of pdliti cd transadions. The redized transadions and their nature
charaderize, in turn, the amerging pulic padlicies. Environmentsthat do nd provide for
the adequate enforcement of pdliti cd exchanges, will generate high transadion costs, as
pdliticd adorswill haveto design complex mechanismsto proted their rent all ocaion.
The asciated high implementation costs imply that many pdliti cd transadions will not
be implemented, and thaose that may be implemented will t end to generate relatively high-
cost (inefficient) puldic pdlicies. These may turn ou to betoorigid (i.e., na cagpable of
adjusting to changing econamic drcumstances) and also too urstable (i.e., too dependent
on pditi cd outcomes). Societies with such environments will tend to generate poar-
quality pulic pdlicies, with the cnsequent impad on eanamic and societal
performance

Our framework draws from insights in the literature on transadion cost econamics, in
particular the work of Oliver Willi amson and foll owers, and onits applications to

paliti cs, suggested by North (1990 and Dixit (1996. While North and Dixit emphasize
transadions among citi zens (or presaure groups) and pditi cians, we anphasize

! Given itswell known economic, padliti ca and social underperformance, Argentinais an interesting case
study for thistype of exercise. It isalso a cae whereit isamost universally agreed that it would be very
hard to explain performancewithout referenceto its padliticad economy and to some particular feaures of its
palicymaking process Seefor instance Dominguez (1998, Erro (1993, and Waisman (1987).
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transadions among paliti cians.? In that sense, our work is closer to the pioneaing papers
by Weingast and Marshall (1988 and Moe (19908, and Moe and Caldwell (19943

Transadion cost ecnamics, as developed by Willi amson (1979, 198%nd 199) and
others, attempts to uncerstand eanamic organization, taking economic transadions as
the unit of analysis. In most of that work, charaderistics of the institutional environment
are taken as given (such as the workings of the Judiciary), and a deg analysis of the
fedures of different econamic transadions is undertaken. This micro-analyticd approac
to transadions, endogenizes (explains) the governance structures that suppat those
transadions (distribution o ownership, contrads, etc.).

In our transadions approach to pubic pdlicy, the focusis onthe institutional
charaderistics of agiven courtry. Thisrequires amicro-analytic gpproach to pditi cd
ingtitutions, and for that we draw from, and contribute to, the literature on pasitive

pdliti cd theory.®> The feaures of particular pditi cd transadions are very diff erent from
oneto the other (it is not the same to grant a one-time cah transfer to victims of some
natural disaster, than to privatize a omplex network industry plagued by cross sibsidies).
In this framework, the governance structure for ead political transadion, is endogenized,
and it depends onits charaderistics and onthe dharaderistics of the institutional
environment. These endagenously derived feaures of pdliti cd transadions are, indeed,
the feaures or charaderistics of pulic pdlicies.

Along the way, we suggest away to charaderize features of pullic pdlicies, that athough
shares aresemblance with thase enphasized by pdliti cd scientists (for instance, Cox and
McCubhins 1999, and by some eonamists (Rodrik 1989, 199%nd 1997, it is different
from the standard focus on the content of econamic pdiciesin econamics. Normally the
paliticd econamy literature concernsitself with the substance— namely, the inner
features of palicies (i.e. will agriculture be subsidized or taxed, will exports be subsidized
or taxed, which sedorswill get protedion from international competition, etc.).® In this
paper we focus on the outer features of padlicies, like their predictability, their

adaptabilit y to changing circumstances, their consistency aaosspalicy areas, and some

2 RougHy, we ae asaming that agency problems among citi zens (or groups) and pditi cians are
“orthogonal” to the analysis. Althoughclealy not the cae, thisisaueisleft for future work. SeePersson,
Roland and Tabellini (1997 and Careaga and Weingast (2000 for some interesting interadions with that
dimension.

3 See 4so Epstein and O’ Hall oran (1999 for arecent appli cation and generali zation.

*In Levy and Spill er (1996, the institutional charaderistics of countries vary, and the feaures of the (now
political) transadion, the regulation of utiliti es, are held constant. 1n those caes, the governance structure
of that particular pdliti cd transadion is endogenized to the feaures of ead ingtitutional environment.

® Seefor instance Cohwey and McCubbins (1995, Moe and Caldwell (1994), Palmer (1995, Shugart and
Carey (1992, McCubbins, Noll and Weingast (1987, Weingast and Marshall (1988.

® For an exception, seeRodrik (1995, who analyzes $x countries that implemented “the same palicy,”
export subsidization, but with widely varying degrees of success Rodrik relates siccessto feaures such as
the consistency with which the palicy was implemented, which officewasin charge, how this was bundled
or not with other padlicy objedives, and how predictable the future of the policy was.



related “qualities.” Some of these padlicy feaures can, at least for analyticd purpases, be
discussed independently of their substance ’

We dosetheintroduction with a cavea. We do nd attempt aformal empiricd test of our
theory here. In this gudy, we provide some evidence of genera properties of pdiciesin
Argentina and a few more detail ed examples of spedfic palicies. Much more structured
comparisons of properties of palicies acossisaues and pditi esis, though, badly needed.
Some work in this diredion has been dore by students of “State Capadty” (most notably
Evans, 1995. We hope this paper will help in providing some alditional theoreticd focus
for such studies.

2. THE THEQORY:
PCLICY DETERM NATION AS ATRANSACT |ON GAVE

A Cenerdities

< Figure 1: The Framework>

Figure 1 presents our analyticd framework in a schematic form. Wetake a exogenous,
for the purposes of this analysis ome basic institutional feaures of a cnstitutional
nature (including the dedoral regime), aswell astheir (past) tempora stability or
instability.® Taking those feaures as given, we use dements of positi ve pditi cd theory
to describe and undrstand the adua functioning of pdliti cd institutions (legislatures,
exeautives, judiciaries, bureaucraaes, intergovernmental relations). The transadions
approad cdl s attention to the incentives that those basic institutional feaures generate
for the key adorsin eat of these “institutions.”®

Theinstitutional performance and the organization resulting from those “exogenous’
charaderistics of the ingtitutional environment, in turn provide the governance structure
for pdliti ca exchanges, that isthe pdliti cd set of rules that condtion and enforcethem, if

" Recantly, Cox and McCubbins (1999 have presented arelated approach to public policy. Drasticaly
simplifying their argument, they suggest that the determinants of public pdlicy come to atrade-off between
the ability to change pdlicy (“dedsiveness’ -D) and the ability to commit to pdicy (“resoluteness’ -R).
Adding an intertemporal perspedive, however, could substantially change the analysis. At agiven point in
time, an extra player with the institutional cagpadty to block moves, and possbly different preferences,
increases R. But, when seen from an intertemporal perspedive, the gopearance of such a player might
increase rather than deaease D. The very fad that the other paliti cd adors know that thereisalongterm
player who will be likely to enforce arrrent transadions, increases the cgadty to enter into agreaments
(i.e., produce necessary palicy changes) today, hence dso increasing, rather than deaeasing, D.

8 For instance, we take @ exogenous the duration of democratic and dictatorial spellsin any given
country’s past.

® For instance, we will argue that the particular incentives of the key pdliti cd playersin Argentina, are the
combined result of itseledoral rules, some feaures of its federal structure and federal arrangements, some
“congtitutional” capabiliti es of the presidency, as well asthe history of milit ary interruptions. The
interrelation among these fadors (often not considered in crossnational empirica work) is crucia to
understand the performance of Argentina’ s pality.
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at all. This, in turn, determines the derived governance of spedfic pdliti cd transadions
and, hence, the feaures of the resulting palicies.

The functioning of pdliti cd institutions also impads, more diredly, onthe qualiti es of
pulic pdicies, viatheincentivesit provides for key adors (e.g. legislators, bureaucrats)
to invest in the development of individual or colledive cgadtiesin substantive palicy
aress.

In this dionwe try to investigate the way in which feaures of the padliti cd environment
determine the nature of palicies. We dothat in the mntext of a heuristic model. Some
aspeds of the model are formalized in Spill er and Tommasi (2000.

B. Bosic Mool

Imagine agroup d pdliticd adors playing an infinite game, in which they have to make
colledive dedsions, dedsions that have distributive amnsequences. These dedsions will
have diff erent charaderistics, such as duration, cegreeof reversibility, temporality of
payoffs, fungibility, and so on1°

The game mntains elements of conflict of interest (different players have diff erent
payoffs as function d padlicies), bu also some mwmmonality of interests, which can be
captured as shocks (i.e., ecnamic uncertainty) that cdl for policy adjustments.** Asan
example, imagine that we ae dedading a palicy which consists of propartional income
taxes to be used to finance apulic good. If people have the same preferences but

diff erent incomes, richer people will want lower taxes (conflict of interest), bu
everybody would want for the palicy to be resporsive to things such as the st of
providing pulic goods.

Thereisaso pditi cd uncertainty abou which pditi cd adorswill be particularly
powerful to affed padlicy at any point intime. Thiscan be catured by some form of
randam “recognitionrule” alaBaron and Ferggohn (1989, Alesina (1988, or Dixit et a
(2000. For smplicity, let usfocus on an example with two players, in which every
period eat o the players has a probability %2 o being the one who getsto dedde

(pubic) pdicy.

Definefirst best pdlicies as those that would be agreed uponin a cmplete mntrad
before the world starts running. It is easy to show that these optimal palicies will not
depend uponthe redization d pdliti cd uncertainty (i.e., the identity of thisperiod' s
agenda setter in the world of Baron-Fergjohn). It isaso easy to show that if these adors
wereinfinitely lived and had discourt rates low enough, they would be aleto (self)

19Below we will extend to the cae in which these adors not only participate in the lledive dedsion
making process but also have the caadty to undertake some “individual” actions/ investments -- asin the
case of provincial governors who have pdlicy jurisdiction at home, or of legislators who could invest in
being well informed about complex technicd aspedsin some policy area These adions will aso have
temporal properties as described in the previous paragraph.

! These shocks may come from international markets, policy dedsions in other courtries, technologica
changes, diseases, social and demographic changes, etc.



enforcefirst-best pdlicies as a Nash equili brium.** The highest discourt rate that would
sustain cooperation—i.e., the likelihood d observing cooperative outcomes --

will depend onsevera other fedures of the game. Among them, we would emphasize
the number of adors, the distribution d their preferences, their ability for unil ateral
adions, aswell as the detail s of the poli cymaking procedure.*®

If the discourt rate is high enough, cooperation will not be sustainable, and the
equili brium will be non-cooperative. In such equili brium, pdicies will depend onwho
wins the padliti cd lottery, and welfare will be lower than in the coperative cae.

We can add to thisinfinite game aprior stage in which (by unanimity) players can make
some greanents (sign some ontrads). If complete enforcedle mntrads were feasible,
they will contrad onfirst best palicies. Restrictions onthe set of feasible (i.e.
enforcedle) contrads will be interpreted as determined by the institutional environment
aswell as by the nature of theisauesin question (for instance, whether thereis an
independent Judiciary or not, whether the e@namic shocks are observable and werifiable
or nat, etc.). Suppase, for instance, that agreements can be enforced, bu that the
redization d econamic shocksisnat verifiable. In that case, it will not be possbleto
sign contrads that prescribe (ecnamic) state — contingent adions. Thus, only simple
“rules’ can be agreed upon. Under some @ndtions, thase simple rules (such as “fixing”
a onstant palicy forever) will deliver welfare levels larger than those obtained in the
discretionary noncooperative Nash equili brium (Spill er and Tommasi, 2000.

We can conclude from this very simple exercise that, when self-enforcement isfeasible,
pdicieswill be dficient: they will be flexible enough to acoommodate dhanging
eoonamic and social rediti es, bu not subjed to pditicd oppatunism . On the other
hand, when the transadions environment does not foster cooperation, we will have excess
palicy volatility (in resporse to pditi cd shocks), aswell as sosme palicy rigidities built as
protedion from pdliti ca oppatunism.

The reasoning can be extended by enlarging both the set of explanatory variables (the Xs)

aswell asthe spaceof feasible adions (i.e., pdicy charaderistics, the Ys), which we do
next.

C Addng exponatory variddes

In the discusson above we focused on \eriables such as the discourt rate in explaining
paliti cd cooperation. We can modify the description d the gamein severa dimensions

2 For brevity, in what follows we mncentrate on comparing one equili brium in the Pareto frontier with the
infinite repetition of the one-shot (non-cooperative) equili brium, even thoughthe game has many

equilibria. More predsely, the statements about the likelihood d achieving one or the other equili bria
should be interpreted as claims about how the set of equili bria depends on feaures of the game. See Spill er
and Tommasi (2000.

13 The number of adors with veto pawer over adedsion isausual concern in pasitive padliti cd theory --
seefor instance Tsebelis (1995 and Cox and McCubbins (1999. Here we eanbed those mnsiderationsin
an intertemporal framework, in which there ae things other than the number of effedive veto players that
matter for the nature and qualiti es of policy outcomes.
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relevant for the mapping to institutional environments. We can groupthose extensions
as: (1) expanding the set of passble commitment techndogies, and (2) enlarging the set
of “cheaing oppatunities’.

Regarding enforcement techndogies, we drealy mentioned the posshbility of
instrumenting palicy rules, via an ex-ante contrad. An aternative medianism which, if
avail able, might mitigate the impada of pdliti cd corflict, is*delegation’, asin the
literature on central bank independenceor regulatory agencies. Under some @nditions,
padliti cd adors can delegate the implementation o their pdliti cd agreamentsto an
“independent bureaucracy” with certain feaures. Of course this “tedhnccratic panacea”
iscomplicaed by many pradicd problems, bu if those problems are nat too severe,
some amourt of delegation can improve uponthe non-cooperative discretionary outcome.
Addtionaly, if there was an impartial umpire cgable of enforcing some agreaments
(i.e., andindependent Court with certain charaderistics), cooperation would be more
likely.

The posshility of pdliticd cooperation and, hence, of efficient puldic palicies will be
increased by the avail ability of some such enforcement techndogies. Predsely the
oppasite result would oktain if the gameis “complicated” by introducing cheding
oppatunities. Those would include: asymmetric information abou the e@namic shocks,
or the posshility of some adors undertaking unobservable ex-post adions that “undd
some of the distribution agreed uponin the centralized bargain. (For instance, the
national exeautive having discretion over the detail s of the geographicd all ocation o
funds for given programs).** The more feasible these adions are, the higher the
probability of abreak upin cooperation, and the higher the probabilit y of “short-sighted”
palicies.

Governance structures (such asthe internal organization of Congress the design of
administrative agencies, or spedalized dedasion making arenas) might evolve to minimize
the transadion costs associated with pditi cd transadions, and henceto enforcethe rights
arising from them. But the esolution d thase structures to minimize transadion costs,
i.e., ingtitutional induced enforcement, will i n turn depend onthe overall set of incentives
and capaditi es of the same paliti cd actors.”® The capagty to knit the cmmplex
intertempora exchanges necessary to dedde and implement eff edive puldic pali cies will
be dfeded by the “arena” or institutional umbrellafor thaose exchanges. Legidlatures are
organizations pedficdly designed to carry out such transadions, but whether the
legidature isthe aenain which these transadions take placedepends crucially on the
legislators’ incentives. In cases like Argentina or Mexico, Presidential systems where
individual legidlators property rights have traditionally been we&k, the legislature will

not tendto be a cucia arena. Thus, important paliticad exchanges either do nd take
place or they take placein aher lessinstitutionalized (more uncertain, and herder to

“Thisisindeed the caein Argentina, aswe will describe later (see 4so Radics et al 1999and Strasser
1999.

5 In the Argentine cae, since Congressis not the aena where the most crucial intertemporal politi ca
exchanges are made, and sinceindividual legislators do not have powerful padlicy-related incentives, such
ingtitutions designed to proted paliti ca property rights a la Weingast-Marshall have not emerged. See
more below.



monitor, observe and enforce) settings, such as medings of the President or of cabinet
ministers with some key players (governors, interest-group representatives, and the like).

In afedera courtry it will also be necessary to identify the interplay between the game of
national palicymaking, and the game of nationally fundng provincia spending. The
exad nature of that interadion will depend onisales such as the degreeof verticd fiscd
imbalance, the provincial or national centered-nessof eledions (at the national and
provincial level), etc.

D. Enriching the adtion space

To summarize, the set of explanatory variables, the Xs could be enlarged to include many
determinants of the quality of the transadions environment, beyondthe discourt rate.
The adion space(the Ys) can also be enlarged and made more wmplex, in order to
capture other relevant feaures of padlicies and d the palicymaking process One such
extensionwould be to enrich the intertemporal properties of pdlicies; which rather than
being chosen anew every period, could be linked intertemporally by technicd reasons
(buil ding a bridge today provides utility over several periods), legal reasons (alaw isin
placeuntil changed by another law), or econamic reasons (present fiscd adions have
future dfeds through intertemporal budget constraints). In such richer palicy space
other implicaions will emerge. One that comes naturally andis of uttermost relevancein
some discussonsisthat: welfare improving padlicy reforms might not be undertakenin a
“bad transadion environment.”*

Ancther extension would be to include nat only coll edive dedsions but also individual
policy adions (asin the governors example, or acossministers, etc.). Those adions
could be charaderized by their impad on present and future payoff s of the ador
undertaking them and d other players. From there, further implications from the
transadion environment to properties of puldic palicies could be obtained. For brevity,
let us sImmarize some of thase implications as the foll owing propasition (see Spill er and
Tommeasi, 2000,for detail s): Bad transadion environments will foster (1) non
cooperative individual adions, (2) under-investment in “goodthings,” and (3) inefficient
adions.

3. APPLYINGTHE THEORY

The &ove model can be utili zed in several types of applications. We can imagine atable
which has: (1) asrows, sets of pdliti cd-institutional variables charaderizing a wurtry
(the X’ s); (2) as columns, diff erent palicy issues charaderized by a number of properties
(temporality of exchanges, valatility of the underlying ecmnamic environment,
observahility of the shocks, nature of interestsinvaved, etc); and (3) inside the cdls, the
feaures of the resulting equili brium padlicies.

18 For a mlledion and review of some such results, see Sturzenegger and Tommesi (1998.
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Levy and Spill er (1996 have provided ore exercise in which the “isaue” (privatization o
telecoms”) is kept constant, and the dfeds of aternative padliti cd environmentsis
analyzed. One can take the pdliti cd-ingtitutional environment as given, andlook at the
variety of palicy feaures aaossisales (the pdliti cd version d the Willi amsonian
exercise). Inthereseach agendarefleded in this paper, we ae concentrating on
understanding in detail the set of X”s charaderizing one wurtry, Argentina, and the
resulting “generic” charaderistics of “all” the resulting padlicies.

Before we dip into the description d the Argentine cae, let us provide afew hints of the

variables one shoud belooking for in performing these exercises more generally. First,

with regard to the explanatory (padliticd) variables. The variablesthat arise from the

model are:

- Institutional veto pants

- Variables determining who hdds those institutional veto pants at ead pant intime
(related to the parameters of the stochastic pdliti ca shock)*’

- Length of horizons and their determinants

- Institutional fedures (constitution, kudget procedures, informal pradices, etc) that
permit unchedked moves by some acors

- Independence and “ strength” of Supreme Court or equivalent

- Charaderistics of the bureaucragy™®

- Politi cd instability

Our approad also suggests looking at the interadions, extent of substitution and
complementariti es, acossall these determinants -- i.e., to the institutional general
equili brium --, aswe will try to argue in the gplicaionto Argentina.

The institutional environment could provide better or worse protedion d paliti cd
property rights. In courtries where institutions are organized in such away that paliti ca
aaors property rights are well proteded (asin Weingast and Marshall, 1988 many
palicies/ pdliti cd transadions can be implemented fairly efficiently, that is withou need
to resort to awkward safeguards.'® In courtries with lesser protedion o padliticd actors
property rights, even the posshility of implementation will depend onthe feaures of the
pdliti cd transadions necessary to implement any given pdicy.

Public pdlicy, as atransadion, invalves multiple parties, bah at the design and
implementation stages. Poli cies normally imply a stream of benefits and costs. The
potential for oppatunistic behavior during the transadion induces padliti cians to develop
“ingtitutions’ to safeguard their side to those transadions.

" Seede Figueiredo (1997) and Dixit et al (2000 for models with interesting insights in this dimension.
18 Many of these things are themselves endogenous to ather more fundamental constitutional and historica
fadors (an extended notion of the “genetic code” in Moe and Caldwell, 1994). Part of our agendaisto
understand those determinants, but, as explanation of current fegures of palicies, some of those
charaderistics can be taken as exogenous.

¥ Thisis, of course, a cmparative statement (in the spirit of Willi amson 1991). We ae avare that

paliti cd bargainsin the US pdliti cd system are safeguarded by a variety of “bureaucratic monstrositi es’
(Moe 1990and 1997. But, we will argue, these palicies may have to be implemented with even bigger
monstrositi es in other ingtitutional environments, like the Argentine one.



Relevant feaures of the transadions that are important in determining its implementation
difficulties are:

- number (and cohesivenesy of relevant pdliti cd adorsinvolved

- degreeof irreversibility: can the as<ets asciated with the transadion ke withdrawn
before they have any value? (for instance, it is more difficult to “control” dam
buil ding than road maintenance)

- tempordity: long lasting versus repeaed versus one-shat (dam buil ding versus road
maintenance versus disaster reli ef; thase benefiting from dam building can be
expeded to renege on ceds)

- measurability: can parties observe what’s going on? (puldic educaion vs. road
mai ntenance)

- universality: widevs. narrow interests (pensions/pullic educaion vs. subsidies to
cotton growers)

The dharaderistics of the required pditi cd transadions will | ead the adorsto buld
alternative governance structures to enforce those transadions.

Transadions with low implementation costs will generate palicies with few safeguards.
Transadions with higher implementation costs will be implemented with costly
safeguards. For instance, privatizing a malfunctioning seador with substantial cross
subsidies. In this case, safeguards will have to be developed to proted the widespread
rents arising from crosssubsidies.?° Other instances of transadions requiring safeguards
are related to federal fiscd arrangements, whereto prevent ex-post oppatunistic palicies,
programs are moved ou of the aanual budyet discussons via eamarked taxation.

Finally, we have caes in which the implementation costs are so high, that potentialy
welfare-improving palicies or institutional changes do nd take place Thefailureto
implement badly needed provincial tax reforms is explained in Saiegh and Tommasi
(2000 as a mnsequenceof the incgpadty of the federal government not to bail out those
provinces that fail ed to implement those reforms. The required reforms had the nature of
along term investment, with costs up front and kenefits which would orly acaue
gradualy, creaing ample room for oppatunistic behavior by provincial and rational
authorities.

4. CHARACTERISTICS OF PUBLICPCLIAES N ARGENT INA

Coming badk to ou spedfic goplication,in what foll ows we will argue that the padliti cd-
ingtitutional environment in Argentina has prevented the development of efficient
intertempora pdliti cd transadions, and this has generated bad pulic pdicies. Let us
start by summarizing some of the impli caions of the theory, in the foll owing propasition.

Proposition 1:

2 This type of safeguards is behind the difficult regulatory problemsin both the telecommunications and
water sedorsin Argentina. SeeAbdala and Spill er (2000.
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If the ingtitutiond environment (the features of the game) is auch that condtions are nat
given for the agreement and enforcement of efficient intertemporal padliti cal exdhanges,
then inefficient, awkward and oppatunistic palicieswould be prevalent. To prevent
oppatunistic behavior it islikdy that a large portion d the rents would be distributed
ahead d time, making them insensitiveto shocks (i.e., these will be inefficient, rigid
padlicies). The part that isleft to be sensitiveto shocks will tend to be manipulated by the
player with the ahility to move“ expaost” (oppatunistic palicies). Thus, pdicieswill be
characterized hy:

1. Pursuarceof short term benefits for the enacting coaliti ons, as well as non
cooperativeindividud actions (* Shat termism”)

2. Inflexiblerules, procedures andstructures for “longterm” pdlicies. (Sraight-jackds
to prevent oppatunism)

3. Samedesirable pdicyreforms neve take place (Sanetrades are not made at all;
leadingto “ indeasiveness’ in the languag of Cox and McCubhins, 1999

4. Underinvestment in capaciti es, leading to lower qudity pdlicies.?*

Point 2 could beinterpreted as excessve defensive investment, whil e points 3 and 4refer
to insufficient productiveinvestment.

In the rest of the paper we ague that Argentinais a cae in which a generalized
incgpadty to strike dficient intertemporal paliticd exchanges has induced very defedive
pulic pdlicies, and we explain the reasons behind that incgpadty to instrument
intertemporal agreaments. In this sdionwe briefly describe the dependent variable, the
charaderistics of pullic pdlicies.

As gated in the introduction, we ae focusing on outer properties of palices. Those
include their flexibility to adjust to changing underlying circumstances, their volatility in
resporse to pditi cd changes, aswell as other feaures sich as “coherence” and aher
dimensions of “quality.” Coherencerelates to the degreeof consistency with ather
related pdicies, that is, the degreethat diff erent pali cies operating over the same rediti es
have alogic and operational consistency. %> Quality is, of course, afuzzy concept, but
areaspedalists can dften judge and agreeon some qualiti es of palicies.

Thereis enough circumstantial evidenceto charaderize Argentina s pulic policies as
being of low and heterogeneous quality, incoherent, sometimes unstable, and aher times
toorigid. The sudden pdicy changes and erratic applicaion d statutes, has generated a
widesprea feding of judicia inseaurity (the oppdasite of the rule of law, Weingast 1993,

L |_egislators and their staff with littl e or no pdicy expertise would be one example. Governors that do
not invest in building up their locd tax administrations would be another.
% This dimension is related to the notion of “Balkanization” in Cox and McCubbins (1999.
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with important disincentives for investment, and thus damaging the eonamic
performance of the curtry.

These properties of pdlicies are difficult to measure, and even more difficult to compare
aaosscourtries. In this dionwe atempt to provide some suggestive evidence Figure
2 presents avery rough measure of volatility of ecnamic padlicy from Freedom House,
where Argentinais the 7" most volatile cae in a sample of 106 courtries.

< Figure2: Volatility of Policies>

More generally, few observers will disagreethat Argentina produces public palicies of
lower quality than many other courtries. Consider monetary palicy. During the high-
inflationtimes of the late 198G, it was obviously of lower quality than that of the
Bundesbank o the US Federal Reserve, aswell as many other courtries. Current
monetary padlicy in Argentina (the conwertibility padlicy, a straitjadket introduced in 1991
that prevents the undertaking of monetary or exchange-rate adion) isaso alow quality
pdlicy, athough probably the best feasible pdlicy given history and aher charaderistics
of the institutional environment.

Argentina’ s maao pdlicy instability is awell-known fad. But padlicy instability has also
operated at the micro level. Acuiia (1991), for example, has documented the

unwilli ngnessof industridiststo invest in bulding export capadty, at timesin which they
were off ered rather generous export promotion pdicies. That unwilli ngness gems to
have been dwe to their uncertainty abou the stability of thase pdlicies.

Public pdlicy isalso incoherent. Rodriguez Larreta and Robredo (1999 and Abdala and
Spill er (2000 describein detail the incoherences in anti-poverty and regulatory palicies.
Both show substantial “balkanization.” Regulatory padlicy is made in an ad-hoc, and
decentralized, fashion. The regulatory processis condicted by a bureaucracy with
substantial exeautive interference, and with orly partial congressonal involvement.?®
Contrasting to the cmmmonalties aaoss €aors in regulatory paliciesin the UK or Chile,
in Argentina eat sedor has had its own way of being regulated, refleding the discretion
of, and ladk of coordination among, the sedoral seaetaries. Policies also show large
changes withou changes in congressonal mandates.?* Saiegh and Tommasi (1999 show
that Argentina’ sversion d fiscd federalism shows excessrigidity (more on this below).
Publi c pdlicy, whil e being incoherent, shows bath instability in some dimensions and
excessrigidity in athers. To understand the reason for this amingly contradictory set of
palicy feaures, an understanding of paliti cd institutionsisin order.

% That is not to say that Congresswas not relevant for the privatization process Contrary to some
simplistic acounts of the Argentine processof market oriented reforms, Congresswas aubstantially
involved (Llanos, 1998 Bambad et a, 1999 Abdala and Spill er, 2000. AlthoughCongressmay try, and
even succeal, in blocking privatizations, it cannot control them oncethey are under way.

|t is not uncommon to okserve that the paliti cd appdntees (Minister or Seaetary) make use of this
discretion orienting the resources to their provinces of origin. Thisis espedally pervasive (in terms of
stabilit y) when the rotation of the padliti cal appanteesis high, asit can be seen in the National Seaetariat
for Social Development, where in the last 6 yeas four diff erent Seaetaries have been appanted.
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5. ABRIEF INTRODUCT ION TO ARGENTINA"S PCOLITICAL
INSTITUTIONS

We will argue that someinstitutional charaderistics of Argentina, aswell asits history of
paliti cd instability, have been important determinants of the ad¢ual workings of
government, and hence of the nature of pullic pdicies. In this sdionwe provide avery
brief introduction to Argentina s constitutional structure, eledoral system and pditi cd
history.

Asthe US, Argentina's padliti cd system tends to generate arelatively fragmented pdity.
It isafedera repulic, with a presidential form of government and a bicameral
legislature. >> A main dfferencewith the US, andindeed a aucial one, is the way
legislators are deded. Differing from the US, the members of the Chamber of Deputies
(currently 257) are deded from multi-member districts (the 23 provinces and the federa
cgpital) for four yea terms. The deputies are deded from closed party lists using the

d Hond divisor form of propational representation. Ondnalf of the Chamber is renewed
every two yeas, with every district renewing one-half of its legislators (or the dosest
equivaent).

Asinthe US, the 24 “provinces’ receve anumber of deputiesin propationto their
respedive popuations. The Argentine system, howvever, tends to over-represent the
small er provinces much more than in the US. There ae two restrictionsto propartional
representation: (1) no dstrict (province) can recave fewer than five deputies, and (2) no
district can recave fewer deputies than it possessed duing the 197376 democratic
period. Asaresult of these rulesthe least popuous provinces are highly over-
represented in the Chamber.

Senators have dso been eleded in avery different way than in the US. Asinthe US,
prior to the 1994 congtitutional reform, al of the wurtry' s provinces, andits federal
capital, were represented by two senators.?® Differing from the US, however, senators
were deded indiredly for nine yea terms by the provincial legislatures using the
plurality formula, except in the Federal Capital where they were seleded via an eledora
college.

A mgjor differencewith the USisthat (intra-party and general) eledoral rules have made
provincial governors (as party leaders) individually and colledively, very powerful

adors. They control large budgets, and exercise influence on important public policy
aress, like educaion, redth and pubic safety. (Jones, 2000, pp. 31). Furthermore, aswe

% Argentina s original constitution dates from 1853and it became fully “operational” (being ratified by all
the provinces of thetime) in 1862 Argentina consists today of 23 provinces and the federal capital city of
Buenos Aires — which after the Constitutional reform of 1994 kecane autonomous.

% Sincethe mngtitutional reform of 1994 the Senate is composed of 72 members, with every province
(and the federal capital) represented by threesenators which will be deded dredly, with the stipulation
that no one party can occupy more than two of aprovince s easin the Senate. Until 200fhese senators
will continueto be deded indiredly by the provincial legislatures
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explain below, federal fiscd finances are charaderized by large fiscad imbalances:
provinces have large spending resporsibiliti es, but most of their fundng comes from a
common pod of resources colleded by the National government on kehalf of itself and
the provinces. These two feaures together — (1) governors are important adors in
national padlicy, and (2) the national government is an important ador in provincia puldic
finances — are the badkbore of avery particular palicymaking game, which we describe
later.

For many yeas (except during military dictatorships and proscriptions) the two daminant
paliti cd partiesin Argentina have been the Partido Justiciali sta (PJ, also known asthe
Peronist Party) and the Union CivicaRadicd (UCR). In additionto the PJand UCR,
other important adors in the Chamber are small center-right provincial parties that tend
to compete in oy one province (where they are often the dominant, or main oppgaition,

party).

Argentina sfirst constitutional president took dficein 1862.The forma madhinery of
democragy, eledions and chedks and kalances operated in Argentina until 1930,the first
time that amilitary coupsuccealed in removing a anstitutionally eleded president.
Between 1930and 1982twelve presidents (both de jure and de facto) were taken out of
officeby force with notwo dfferent democraticdly eleded presidents foll owing ead
other in anorma manner until the acceson d President de la Ruain December 1999.
The sources of Argentina sinstitutional instability have been explored by numerous
scholars with dfferent interpretations (seeWaisman (1987 and (1999). Wetrea
ingtitutional instability as exogenous for the purpases of this paper, in which we atempt
to explain the aurrent (i.e., sincethe return to democracy in 1983 fedures of puldic
palicies.

6. THE WORKINGS OF POLITICAL INSTITUTIONS AND THE
PCLICY PROCESS N ARGENT I NA

A Cenerd Pidure

The purpose of this dionisto provide a ©ncise presentation o our theory of
Argentina’ s pdlity. The main thrust of the transadions approach is that pulic pdlicies
are the outcomes of complex intertemporal exchanges among padliti cians. The framework
presented in sedion 2suggests that efficient intertemporal pdliti cd transadions require
either self enforcement or institutional arrangements that fadlit ate enforcement. In the
absenceof either type of enforcement, intertemporal palitica exchanges will be
charaderized by short-termism, inflexible rules, indedsiveness and undrinvestment in
cgpadties, lealing to low quality pdicies. We daim that Argentinais such a cae, and
that its historicd pdliti cd instability, basic constitutional fedures, eledoral rulesand
federal fiscd fedures, are key determinants of such inability to develop efficient long-
term pubic pdlicies.

In the theoreticd discussonwe identified a series of elements which affed the cgadty
to knit efficient intertemporal palitica exchanges. They include: the number of pdliti cd
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adors with paver over agiven dedsion; their intertemporal li nkages, including the
length of their horizon (conversely, their impatience); the dharaderistics of the aenasin
which they undertake key pdliti cd exchanges; the avail abilit y of enforcement
tecdhndogies guch asthe possbility of delegating the intertemporal implementation d
padliti cd dedsions to independent and capable bureaucrades, or the presenceof an
independent enforcer such as a strong and unbased Supreme Court; and aher feaures
such as whether some key adors can undertake unolservable moves which affed the
payoffs of other players.

We ague below that many of thase feaures “took the wrong values’ in the Argentine
case. Key pdliticd adors have tended to ad with short horizons. Historicdly, thiswas a
consequenceof pdliticd instability. But the past instability left an imprint through peth
dependent behavior in Congress Courts, the Bureaucracy, as well asthe adions and
expedations of non-governmental adors. Ontop d that, feaures of the dedoral regime
conspire against astrong, long-lived and powerful national Congress wedening what
could constitute a cucia arenafor intertemporal paliti ca exchanges.

Eledoral rulesthat transfer palitica power away from legislators and retional parties
towards provincia party organizations, generate short horizons for legislators. Week
(constitutional, judicial, and budyetary) restraintsto urilateral adions by the exeautive
tend aso to undermine padliti cd players' ability to enter into efficient intertemporal

paliti cd exchanges. Weégk restraints on moves by the National government on issues that
affed the provinces had the same dfed in intergovernmental relations; the importance of
this was magnified by the fad that provinces have aheavy financial dependencefrom the
center.

The historicdly extreme pdliti cd instability of the nation contributed to the ladk of
judicial, and thus constitutional, restraints to exeautive adion. A professonal
bureaucracy, well supervised by Congress could be an aternative dhannel for the
intertempora enforcement of padliti cd agreements, bu Argentinadoes not have such a
bureaucracy either.

The combination d lad of legidative incentives, the aility for unilateral moves by the
exeautive, and the power of provincial leaders, al have moved crucial pdliticd bargains
away from the national legislature andinto ather arenas.?’ Often these bargains take
placein Exeautive quarters, in medings of the President with governors, or occasionaly
in medings of national padliti cd party leaders. Sincethose aenas do nd have particular
ingtitutional stickiness they do nd allow key pdliti cd adors to enforce bargains
intertemporaly.

2" This problem relates to the intermixing of national and provincial policies. Paradoxicaly, the President
depends “too much” on provincial paliti cd leaders, at the same time that the provinces are heavily
dependent financially from the ceantral government. There ae some general-equili brium interadions at
play here, since some avkward fedures of the federal fiscd regime ae maintained due to the inability to
carry out reforms, which in turn is due to the paliti cd transadion costs we ae enphasizing.
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In the foll owing subsedions we bring the focus to some of the “comporents’ of the
general picture briefly sketched abowve.

B. Congess: Professiond Pditidans, Amateur Legslarors

A crucial comporent for self enforcement is missng in Argentina. Legidators, key
administration dficials, bureaucrats, and justices all have short term horizons. The short
horizons of legislators can be seen by the very high rate of turnover in the legidlature.
Figure 3 shows that tenure in Congressfor the aerage legislator is very short.® The
figure shows that legislative tenure was increasing until the first Peron administration.
Sincethen tenure has been very short. Table 1 showsthat the probability of rededion
for the average deputy islessthan 20%.%° Table 1, shows, aso, the workings of electoral
medhanisms. The Table showsthat legislators’ turnover is nat the result of voters
rgedion, bu rather of the fad that most legislators sSmply do nd show upinthe
provincial party list.% Indeed, those who show up have areasonable chanceof being
rededed. It isthe fad that so few of them seek rededion that brings about such alow
probability of rededion.

<Figure 3: Tenure of legislators>
<Table 1. Redlection probability in Argentina and elsewhere>

Thus Table 1 shows that legislators caree objedives canna be based onmaintaining
and improving their positionin Congress Instead Table 2 showsthat legislators find
Congressonly a stepping stonein their padlitica careas, where they spend at most one or
two terms, moving then to more pdliti cdly lucrative adivitiesin the provinces, party or at
the federal government.>* While they may be professonal pditi cians, as legislators they
are amateurs. As professona paliti cians in an environment in which their futureis
disconreded from dired eledoral success Argentine legislators' incentives are digned
with the interests of their provincia party, unlessthey have gained substantia provincial
visibility at which time they adually can chall enge the provincial party bassas well.
Thus, the incentives of provincia party bosses are to manage the caeeas of their back-
benchers o asto promote them whil e maintaining their own control over the provincial
party. Thus, their incentives to move them from pdliti cd job to pditicd job.

<Table 2: Career path of legislators>

The mohility generated by the dedora rules limitslegisators incentivesto invest in
palicy making expertise and, in general, to undertake adions with long term implicaions.

B Thisisaso the cae for legidative lealers, defined as the 15 legislators in the Chamber of Deputies with
the longest tenure & ead point in time. While until the Peron Administration, their average tenure has
been 13yeas, sincethenit hasfallen to just about 7 yeas.

29 A similar figure can be obtained for senators. SeeJones, Saiegh, Spill er and Tommasi (2000).

%0 Since provincial parties do not normally hold primariesto dedde on their roster for the national
congressonal eledions, it isnot voters who rejed the legidlators.

31 The Table shows that Peronist deputies tend to return to provincial administrations more than Radica
deputies, who tend to return to the National Party. The reason isthat during the time, the Radicas held
very few governorships, limiting the potential for carea development at the provincial administrations.
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Legidatorsin genera have littl e incentive to undertake any type of legislative adion,
unlessthe legidlative adionis motivated by dired provincial interests. The lad of dired
voters' scrutiny impliesthat legislators have very littl e incentive to spedalize. Table 3
shows that legislators tend to belong to alarge number of committees, thus edali zation
isnot taking place Table 4 shows that legislators tend to last lessthan awhadle legislative
period in ead committeg even in asimportant committees as Labor, Regional
Econamies, and Budget and Finance

<Table 3: Number of committees by deputy>
<Table 4. Length of service by committee>

C Federdism: AFisad Pact With The Deuvil

The history of Argentinag, asthat of the US, isinextricably intertwined with the issue of
Federalism.®? In spite of the fad that modern Argentinais alarge fradion o a Spanish
viceroyalty, at the time of independencein 1810,military and fiscd techndogies were
such that fairly strong independent provinces were what was | eft after the Spaniards were
gone. After several decades of violent struggle and paverful ideologicd debates, the
“United Provinces of the South” became one federal nation and adopted a Constitution
similar to the American ore.

Unlike the US, though, ower time the federal fiscd regime alopted some dharaderistics
that we aould describe (foll owing Careaga and Weingast 2000 as a “Fiscd Pad with the
Devil "3 Argentine fisca federalism over the last several decales has been charaderized
by avery high degreeof fiscd imbalance, arepeaed tendency of the federal government
to beil out provinces that runinto financia problems, and a tax-sharing agreement full of
rigidities and loophdes which is the source of poa incentives for provincial and retiona
governments.>*

In the last decale, the Federal Tax Sharing Agreement (FTSA) and aher transfer
mechanisms financed more than 75% of total spending for the average province® There
arelarge variations aroundthat average, with 11 ou of 23 provinces financing lessthan
20% of their spending with their own taxes, whil e threeprovinces financed more than
45% of their spending with own revenues (seeFigure 4). These shares have evolved owver

32 For amore detail ed discusson of Federalismin Argentina, seelaryczower, Saiegh and Tommeasi (1999.
33 |aryczower, Saiegh and Tommasi (1999 attempt to endogeneizethat evolution. The 1853Constitution
established that the federal government would use taxes on foreign trade to financeits expenditure, while
provinces will have property, income and salestaxes. Over time, for both economic and pditi cd reasons,
the national government increased its role in the tax coll edion process and currently coll eds taxes on
foreigntrade, personal and corporate income, sales, property, etc. The processby which these taxes are
subsequently “devolved” to the provinces has been regulated by the FTSA.

34 See Saiegh and Tommasi (2000, Nicolini et al (1999, Jones et al (2000, World Bank (1996, Schwartz
and Liuksila (1997).

% Total subnational spending oscill ates around 2/3 of consoli dated government spending (excluding
pensions), i.e., it istwice & large & gending by the national government.
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timein adistributive fashion, from the ealier times of hard budyet constraints and richer
provinces gending more, to a airrent situation where public spending in the poarer and
small provinces being twice &large ain the most advanced ores. This, inturn, hes
been the result of the “centralization” of federal fiscd dedsion making, and d the
overrepresentation d small provincesin the national Congress

<Figure4: Vertical Fiscal Imbalances >

Thisfiscd situationimplies that athough, as described ealier, the President hasto get
together with provincial governorsto negotiate national palicies, most provinces are
heavily dependent upon aasions made in the Capital city, increasing the paliti cd
bargaining power of the President in what constitutes a perverse fiscd-padliticd game.

The discretionary budget powers of the President and, even, o lower level national
officials, have contributed to generate irresponsible fiscd behavior at the provincial level,
which is even today considered to be one of the main threds to the maaoeconamic
stability painfull y gained over the last few yeas.*® Those problems were heavily
compound duing the times of high inflation, when it was virtually impossble to tradk
down the red value of any nominal flow.?’

Even thowgh individual provinces have & times been beneficiaries of the discretion d the
national government, it is clea to everyone that the net gameiis highly inefficient.®® In an
attempt to curtail that discretion, they have tended to increase the rigidity of the FTSA,
and henceitsincgpadty to adjust to changed econamic drcumstances.

These feaures, aswell asthe pradiceof eamarking some taxes for spedfic programs
with clea regiona distributional effeds (subsidiesto speda adivities), haslead to avery
rigid, yet very convduted system of federal tax colledionand dstribution, which has
been christened the “Argentine fiscd labyrinth,” ill ustrated in figure 5.

<Insert Figure5: Fiscal Labyrinth >

It isimportant to emphasize again the reinforcing (or general equilibrium) interadions
between the feaures of Argentina sfiscd federalism, and the overall i ncgpadty to
implement efficient intertemporal pdliti cd exchanges. On the one hand, as emphasized
in this edion, the peauliar feaures of the federal fiscd system (such as the high degree
of verticd fiscd imbalance) are afador that impinges uponthe cgadties to instrument
effedive paliciesin the national arena. At the same time, the high transadion-costs that

% SeeJones, Sanguinetti and Tommasi (2000, World Bank (1996, First Boston Report (May 2000).

3" The provincesinsisted and eventually succeeled in claimingto recéve daily transfers from the nationally
colleded taxes.

38 Saiegh and Tommasi (1999 report evidence of provincial governors explicitly reagnizing this stuation
in discusgons about posshble reformsto the FTSA.
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have dharaderized the Argentine paliticd econamy, have contributed to the evolution
and maintenance of this peauliar system of fiscd federalism.*

D. ABureauaacy without aLong-Term Prindpd

One posgble medhanism for the intertempora enforcement of paliti cd agreementsis
through delegation to arelatively independent, yet acmurtable, bureaucracy. Argentina,
however, has not developed such abureaucracy. Theladk of any long term principal, can
be seen, foll owing Spill er and Urbiztondo(1994), as akey fador behind the ladk of a
professonal bureaucracy. By definition, Exeautives are transient in (almost) all
presidential systems; and as aready explained, Congressis nat along-term principal in
Argentinasincelegisiators are not that interested in controlli ng the Administration.*°

The bureaucragy, as a mnsequence, faces nolong term incentives, fadlit ating shirking
and requiring intrusive administrative mntrolsto avoid corruption, further reducing its
ability to generate timely and effedive padlicies. Each new Exeautive, urable to motivate
the permanent bureaucracy, has nominated large numbers of pdliti cad appantees, often
under much more flexible labor agreaments (creaing indeed a parall el abeit transient
bureaucracy). This hasincreased bureaucratic rotation, multi plying the dfed of the
historicaly high rotation d Presidents, and impeding the development of norms of
cooperation among diff erent branches of the bureaucragy. Thishas, inturn, deaeased
the quality and coherence of the bureaucracy and d the resulting pdlicies. SeeFigure 6.

<Figure 6: Bureaucratic quality>

The incgpadty to motivate the permanent bureaucracy has been reinforced by the
presenceof a mnstitutional clause (art. 14 hs) that establi shes “ stability of puldic
employment”, which imposes large difficulties to fire pulic employees. This has been
circumvented by the development of a “parall el bureaucracy.” The paralel bureaucracy
undertakes the same adions as the normal bureaucracy is designed to, bu unableto,
undertake. Therotation at the ministerial and seaetarial levelsimplies rotation at the
“pardl el bureaucracy” as well, limiti ng the extent of institutional knowledge, and the
development of cooperation aaossministries and seaetariats, degpening the
heterogeneity in pdicy quality, and the ladk of padlicy coherence

E. AFriendy Supreme Court

39 This point isill ustrated in Saiegh and Tommesi (2000, where transadion-cost reasoning is used to
explain the fail ure of the atempts to substitute highly distorting taxes, and of the d@temptsto “decentralize”
taxation power to the provinces.

40 AsKrehbiel (1997) argues, legislators tend to undersupply that kind of public good, an effed that is
magnified in Argentina since legislators only tend to provincial party leaders who, in turn, are not
interested in this.

*1 The parall el bureaucragy is widespread, but difficult to measure. Bambad, Spill er and Tommeasi (2000
report information for asinge agency. In that case, the parall el bureaucracy, which consists of al those
under spedal “contrads’ represent well above 50% of total employment, and alarger fradion of the wage
bill, as these tend to be better paid (but shorter lived) employees. .
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The workings of judicia institutions have dired implicaions for the feasibility of private
contrading. Judicia ingtitutions impad as well onthe nature and feasibility of
arrangements among private parties and governments, and for the isaue that interests us
here, for arrangements among paliti cd agents.

The aili ty of the judiciary to restrain pditi cd agents from undertaking oppatunistic
adionsvis-a-vis eat ather depends on the relative padliti cd power of the various players.
In particular, ajudiciary whose reviews of the onstitutionality of alegislative or
administrative ac¢ can be eaily dismantled, whether by legidative adion, a by fiat,
would seldom develop adoctrine of judicial review of such adions. Judicia review of
such adionswould orly result in legislative or administrative reversals of their dedsions
and may even trigger paliti cd retaliation. In such restraining scenarios, Justices, then,
will | ean to foll ow their pdliti ca masters.

On the other hand, ajudiciary fadng afragmented pdity, ore that will facedifficultiesin
overturning judicial dedsions, will over time develop dactrines favoring judicial review
of administrative and legislative ads. ** This theory would suggest that courts will not
tend to reverse government ads in the presence of unified governments, like strong
parliamentary systems, whil e they will tendto be more aggressve in the presence of
divided government, like presidential systems.*®

Judicial adivism, however, measured by the extent of reversal of government ads,
depends not only onthe oppatunities faced by the court (i.e., how fragmented are its
palicy competitors), and henceonits doctrines, bu also onits current paliti cd alignment.
Politi cd alignment, in turn, depends onthe nomination processand onits turnover.
Courts whose tenure ae very short will naturally tend to be pdliti caly aligned, while
Courts whose tenure isindefinite or very long, may alternate between pditi cd ali gnment
and pditi cd oppdasitionto the sitting government.

Differing from most other courtries, the Argentine judiciary, at least sincethe mid 194G,
has exhibited avery high level of rotation. During that same period, and becaise of
eledora results and de-facto administrations, governments have had an unwsual level of
control over the Federal legidlature. Asa @nsequence, it ispassbleto say that over the
last half of the last century, the Argentine court was not independent. Thislad of
independencefadlit ated the aility of the exeautive to exceal its constitutional powers,
and henceto limit the credibility needed for long term contrads, whether among private
or pubic agents.** Asaresult, thislad of independencelimited bah private
investments, and efficient long term palicies.

Table 5 shows that the Argentine Supreme Court in the seaond Half of the last Century
was one of the courts with the shortest average tenure in the world. Indeed, since 1960

“2 For a“Pavlovian” theory of judicial independence, see Spill er (1996).

“3 For evidenceon judicial restrain and promotion in strong parliamentary systems seRamseyer and
Rasmusen (1997 who provide evidencethat in Japan, justices promotion depends on their suppart of the
government, and Salzberg (forthcoming), who provides smilar evidencefor the United Kingdom.

**In the language of O’ Donnell 1993 1367, it did not provide “horizontal acmuntability.”
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until the mid 199G, the arerage Argentine justice lasted lessthan four yeasin its post.
The average tenure of argentine justicesis smilar to that of Pakistan, Peru, Sri Lanka, the
Dominican Repulic, and Zambia, courtries not associated with long term stability and
the predominance of the rule of law.

<Table5: Tenureof the Court, comparative >

Figure 7, shows, however, that thisis afedure of the last 50 yeas. The Figure shows
that after WWI, the Argentine Court was onits way to beaome not too dstinct from its
US courterpart. Indeed, sinceits creaionin 1863and urtil the mid 192G, the average
tenure of the Argentine Court systematicdly increased, when the average tenure of its
members reated the same level asthat in the US. The later pdliti cd instability
drasticdly reduced the tenure of justices onthe bench. Only recently has tenure started to
climb bad to prior levels.

<Figure7: Judicial tenure Argentina/US >

Figure 8 shows that the impeadments brought abou against the sitting Court members
during the first Peron administration hed alasting impad. Sincethen, the norm of not
mani pul ating the membership in Court has been lost. New military presidents had no
qualmsin removing civili an appanted justices, and simil arly, civilian presidents had no
qualmsin removing justices appanted by prior military regimes. At the return to
democracy, newly eleded presidents picked their own Justices. Thefirst time since 1946
in which a President might have faced an oppaition Court, President Menem expanded
the court from five to nine members all owing himself a “working” judicial majority.
Figure 8 shows that a substantial number of Presidents snce 1946were &leto name &
least two thirds of the Court justices. Indeed, the control over the @urt was such that
since Peron urtil the alministration d De la Ruawhich started in 1999, ndPresident
faced a Court with amgjority appanted by a pdliti cd adversary.

<Figure 8: Percentage of Justices named by friendly administration >

Thus, the ladk of independence of the Court during the second Helf of the last century is
related to its unusually close pdliti cd alignment with the exeautive, which refleds the
paliti cd instability of Argentina during the period. Indead, as democracy setsin, justices
are going to last longer, and judicial independencewill reass<ert itself, with the paotential
for further limiti ng of exeautive discretion.*®

F. Interadions

The ladk of legidative spedalization described above, implies that Congresscanna
delegate an adionto the Exeautive and exped to supervise or monitor it closely. Thus,
aaionsthat are delegated to the exeautive ae those that do nd have drastic regional

*5 For an empiricd analysis of Supreme Court dedsion makingin Argentina, seelaryczower, Spill er and
Tommasi (200Q)
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impads, or whose delegation are unavoidable, including budget preparation and
exeaution. Theinability to monitor and control budgetary exeaution, implies that the
administration hes substantial discretionin the exeaution d the budget. Thus, littl e
attentionis placel in the legislature to budyetary detail s, and most budgets, once
presented, are goproved with relatively minimal amendments.*®

Indeed, sincethe beginning of the XX th Century, and apart from the administrations ofr
President Perén and Ménem, Congresshas rarely approved in time the Budget sent by the
Exeautive*” In pradice then, the Exeautive has operated with large anourts of
budgetary discretion. Even in the post-stabili zation 1990s, where ex ante budgets garted
being approved in time, expost control has not been exercised. Table 6 shows this last
point. The so-cdled Cuenta de Inversion, the expost budget verificaion, hes not been
dedt with promptly enough to be an operational instrument for Congressto verify the
fulfillment of the budget contrad by the Exeautive.

<Table6: Budgets executionsapproved in time (ex post control) 1984-1999>

We have referred aready to several sources behind the Exeautive' s ability to make
unchedked unlateral moves (which can undo pevious agreements): the fad that the
Supreme Court has tended to be pdliti cdly aligned to the president, the lac of a strong
and independent bureaucracy, and budjet pradices. Additionally, this power has been
based onsome “constitutional” capadti es and pgradices, amourting to legislative powers
of the president. These pradices have evolved partly out of the history of pdliti cd
instability, which has tended to focdize in the Exeautive processs that, in amore stable
environment, would have naturally drifted towards the legislature.*® They are dso dwe, in
part, to some explicit constitutional cgpadties and to some wnstitutional lacunae ad
their interpretation*® Weincludein this caegory the fad that the Constitution remes the
President as the Chief of the Public Administration, the fad that the President is endowed
with the capagty to “regulate” the laws from Congress™® and more recently, the pradice
of issiing Deaetos de Necasidady Urgencia (Deaees of Nead and Urgency, DNU’s).>!

“® The budget preparation processis conducted mostly in the Cabinet, which is the entry point for most
presaure group adivity. It isnot uncommon for provincial governorsto visit the Minister of the Economy,
his eaetaries, or other ministers, trying to get favorable treament for their provincesin National
alocaions and dedsions. (Jones 20008.

*" Furthermore, there were times in which the President did not even bother to send the Budget Propasal to
Congress(Molinelli et al, 1999. Thiswas common during the high-inflation periods.

“8 Acufia (1995, De Riz (1986.

“9 These lacunaein constitutional interpretation are, of course, not independent of the relative weaknessof
the Supreme Court we have referred to.

**The expresson in Spanish is “reglamentar lasleyes,” what we would cdl completing the legislative
contrad. SeeCarey and Shugart (1998, Ferreira Rubio and Goretti (1998 and Molinelli at al (1999.

*L The first two attributions were assgned by former article 86 d the Constitution, whil e the latter was a
pradice of Exeautive legidation, whose anstitutionality has been vividly debated in Argentina. The 1994
Congtitution includes the first two and attempts to regulate (yet, givingto it constitutional status) the
DNU’sin article 94. DNU swererare in the past, President Alfonsin (1983 1989) increased their use,

whil e President M enem tended to abuse them, leading to the atempt at regulating them in the nstitutional
reform. SeeFerreira Rubio and Goretti (1998, Molinelli at al (1999, Bidart Campos (1995.

22



THE INSTITUTIONAL FOUNDATIONS OF PUBLIC POLICY: ARGENTINA

Asamatter of fad, ore of the reasons why the Exeautive has tended to issuie a many
DNUSs, is, curiously, the fad that the President does not control Congresseither. Even
though Congressdoes not have strong cgpadties for fine tuning palicy formulation o
controlli ng itsimplementation, it is gill i n charge of passng laws, and as such, it has the
ability to act asablunt veto player.>® Theinability of the Argentine Congressto fine tune
the control of the alministration, is paralleled by the inability of the administration to
manage the Congress Eledoral rules make it difficult for the administrationto control
the legislature, even when the government party controls one or both chambers.>® Since
eledora rules generate anaturally fragmented legislature (seeTable 7) presidents need
develop workable aoaliti ons by adding to their own party members, legislators from
independent regional parties. As Table 7 shows, sincethe return to democracy in 1983,
all administrations had an own-party contingent of around 5@%6. But this suppat was
only nominal.

<Table 7: Partiesin thelegisature over time>

Given the fragmented nature of party discipline, Presidents have needed to buy the
suppat of their own congressmen through “provincia” pdliti cs.>* Sincegovernors
control, in the chamber, narmally more than ore legislator,>® popuar governors from the
government party are pivotal players, and garnering their suppat for presidential

initi atives beacomes not only crucial, but more important, expensive. Sincelegislators
respondto their provincia party bosses, attempting to get suppat from individual party
legislators against his or her governor would be very hard to achieve.®®

The combination d block-buying votes with the fad that legislative contingents have
been of around 5@%6 sincethe return to democragy, helps to understand the very sali ent
role of governorsin national pdliti cs (Jones, Saiegh, Spill er and Tommasi, 2000Q.

G Imgications
The ladk of long-term horizons and d institutionall y-induced enforcement (via Courts or

bureaucratic implementation), implies that many pdliti cd transadions are not going to be
implemented, and that those that are will have higher transadion costs than in

*2 SeeJones, Saiegh, Spill er and Tommasi (2000).

*3|n pradtice, these difficulti es were superseded only in exceptional paliti cdl times, like the first
Administration of President Perdn.

>4 Bambad, Saront and Tommasi (2000, foll owing Gibson and Calvo (1997 and Corrales (1999, describe
the exchanges that President Menem had to dowith Peronist provinces in order to get his market-oriented
reforms through Congress

%> As mentioned, the minimal number of chamber members per provinceis five.

%% On the other hand, gathering suppart from legisiators whose provincial party does not control the
provincial government is easier, asthe provincial party bosscannot offer as much advancement to his or
her own legidlators as can the President via the federal government. Provincia party basses who are not in
government have poar currency with which to compensate their legislators. They cannot offer jobs in the
provincial Administration or judicial systems, and hence must rely on the national party for party or
patronage gpadntments at the national level. The Administration, however, can offer promises of such
jobs at the federal level, countering the power of the provincia party boss
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environments where padliticians have longer horizons and where ingtitutionall y-induced
enforcement isfeasible.

Congressond protedion d regiona interests requires very rigid, and even awkward
looking pdlicies, like eamarking some taxes for spedfic programs (i.e., subsidiesto
spedal adivities) or adivities with clea regiona distributional effeds.

Public pdiciesin Argentina ae dharaderized by two seaningly contradictory feaures:
they are ather extremely volatile and short term, being modified with changesin the
composition d the alministration,”” or they are extremely inflexible, limiti ng their
adjustment to changing econamic drcumstances. *® Thefirst type of pdlicies limits
incentives of the private sedor to uncdertake long term investments, whil e the secondtype
asaures that ineffedive palicies will tendto have longer than necessary shelf lives.>

Simil ar reasons bring abou bureaucratic dedsion making which isincoherent, ladking
cohesivenessand nd built on consensus-buil ding. Hence, bah the design and
implementation d padlicy generate an environment which isnot propitious for long term
growth and stability.

7. GONCLUDING GOMVENT S

Rather than re-cgpping the main themes of the paper, we @nclude with observations on
two isaues: implicaions for comparative analysis and considerations abou Argentina’ s
present and future.

As Oliver Willi amson emphasized for econamic transadions, pditi cd institutions and
the associated pditi cd transadions, have a @mplex texture. Hence, in order to urncover
the red determinants of a padlity’s performance it is necessary to perform detail ed micro
analysis of theincentives of key pdliti cd players, which goes beyondthe level of
aggregation wsually considered in crosscourtry comparative analysis. Argentinahas, in
pradice, some behavioral feduresthat are doser to what is generally percaved as arising
in the block-category “parliamentary systems’: wedk legislators' incentivesto owersee
the bureaucracgy, andin general to perform legidative duties; the dependence of
legislators on party fadion basses; and the dominance of the cdinet in the budgetary
process among others. Laver and Shepsle (1994 emphasized developing “a richer and
more systematic theoretica treament of cabinet government in parliamentary
democracies;” asif “cabinet government” were antithetic with presidential democrades.
Our study of the Argentine cae suggests otherwise. Also, Persson, Roland and Tabelli ni
(1998 in their work onsize and composition d government as afunction d padliti cd

" This does not require a dange in the President. Enoughthat thereisa change of Minister of Seaetary.
Such changes may bring drastic expenditure changes, redistributing their avail able funds to their provinces
or other “constituencies.” (Seebox on Social Policies).

%8 As examples, consider the rigiditi es asociated with the Tax-Sharing Agreement, or with the Trade
Unions “owning’ the Hedth System.

%9 As an example, consider the lad of reform of the provincial tax systems described in the sedion on
Federalism.
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regimes, tend to assgn Argentina and aher Latin American courtries to the block
caegory of “presidential systems’, while acording to the budyet procedure they model,
Argentina shoud fall i n the other group.

Also, it isimportant to uncerstand the interadions aaossdiff erent inherited pditi cd
charaderistics, what we might cdl general equili brium effeds. For example, it isclea
that all presidential systems (or al parliamentary systems for that matter) do nd generate
the same type of incentivesin legislators. Eledoral rules are key fadors, but may not
easily be generali zed into two o three céegories (i.e., simultaneity of eledions may be
important in ore situation, and asecnd ader effed in another). Presidents have vast
differing powers (seeShugart and Carey, 1992, bu their power depends aso on
legislators incentives and those of other pdliti cd players, and even onisales such asthe
nature of financial arrangements in multi-layered government. As ancther example, a
formal reading of Argentine cnstitution would suggest that the Argentine Courts shoud
be quite independent, bu that turns out not to have been the cae. Just courting veto
points does nat sufficeto provide insights oninstitutional performance.

What does our analysis suggest abou possble institutional reforms that would improve
the environment for paolicymaking in Argentina? We focus ontwo areas. First, we noted
that Congressis the wegk link in the padlicy determination process Even though part of
the wed&nessis correding itself with the uninterrupted democratic spell, there ae & least
two ather important fadors: First, reformsto eledora rules, spedaly (intra-party
seledion procesy to reducethe role of regiona party bosses; and second,aregulation o
the legidative instruments of Exeautive, construing them as narrowly as the Constitution
permits. The combined effeds of these two sets of institutional changes, together with
the disappeaance of the threa of military coups, could producelegislators with longer
horizons and with stronger incentives to adively participatein National policy making.®°
Neither reform, though, is pdliti cdly feasible under normal circumstances, suggesting
that the aurrent situationis indeed an equili brium.®*

%t isworth pointing out that the recent virtuous circle has been supparted by the fad that, with the
disappeaance of inflation, budgets have started to have some meaning as an instrument of intertemporal
compromise.

1 We ae skepticd of current propasals to improve the workings of the Argentina public administration
(and Judiciary), which do not take these degper pdliti cd determinantsinto consideration.

25



Bibliography

Abdala, Manuel and Pablo Spill er (2000 Instituciones, Contratosy Reguladén en Argentina. Fundadén
Gobierno y Sociedad, Buenos Aires. Editorial Temas.

Acufia, C.H. (1995 "Introduccién. La nueva matriz palitica agentina', en Acufia C.H. (comp.) Lanueva
matriz palitica agentina. Ed, Nueva Vision, Bs.As.

Acufig, Carlos (1991) “Larelativa ausenciade exportadonesindustriales en la Argentina. Determinantes
paliticos y sus conseauencias ©bre la estabilidad y €l tipo de democrada esperables’ Redidad Econdémica
N° 100, Buenos Aires.

Alesina, Alberto (1988 “Credibility and Policy Convergencein a Two-Party System with Rational Voters’
American Economic Review 78 (4), 796-805.

Bambad, J., T. Saront and M. Tommasi (1999) “The Politi cd Economy of Economic Reformsin
Argentina,” Working Paper n° 28, CEDI.

Bambad, J., P. Spiller and M. Tommeasi (2000 “Bureaucracy and Public Policy in Argentina” Mimeo,
CEDI.

Baron, David and John Fergjohn (1989 “Bargainingin Legislatures’” American Politi cd Science Review
83 11811206

Bidart Campas, G. (1995 Tratado Elemental de Derecho Constitucional Argentino. Tomo 1V: Lareforma
constitucional de 1994 EDIAR, Buenos Aires.

Careaga, Maite and Barry Weingast (2000 “The Fiscd Pad with the Devil: A Positive Approach to Fiscd
Federalism, Revenue Sharing, and Good Governance” Mimeo, Stanford.

Carey, John and Matthew Shugart (1998 Exeadtive DeaeeAuthority Cambridge University Press

Cortes, Rosalia and Adriana Marshall (1998 "Growth Strategy Requirements and Ingtitutional Barriersin
the Restructuring of Social Policy - The Case of Argentina’, Paper prepared for delivery at the 1998
meding of the Latin American Studies Association, Chicago, Illi nois, September 24-26

Cowhey, Peter and Matthew McCubbins (1995 Structure and Policy in Japan and the United States.
Cambridge University Press

Cox, G. and M. McCubbins (1999 “Paliti cd Structure and Economic Policy : The Institutional
Determinants of Policy Outcomes’ Ch. 2 in Politi cd Institutions and the Determinants of Public Policy
Mimeographed. UCSD.

de Figueiredo, Rui (1997 “Eledoral Competitions, Politica Uncertainty and Policy Insulation” Mimeo,
Berkeley.

DeRiz, L. (1986 "Dilemas del parlamento adual”, en De Riz & a. El Parlamento Hoy, Estudios CEDES,
BsAs.

Dixit, Avinash (1996 The Making of Economic Policy: A Transadion-Cost Politi cs Perspedive,
Cambridge, MIT Press

Dixit, Avinash, Gene Grossman and Faruk Gul (2000 “The Dynamics of Politicd Compromise” Journal of
Politi cd Economy 108(3): 531-68.

26



THE INSTITUTIONAL FOUNDATIONS OF PUBLIC POLICY: ARGENTINA

Dominguez, Jorge (1998 “FreePoaliti cs and FreeMarkets in Latin America” Journal of Democracy,
October, 9(1), 70-84.

Epstein, L. y S. O'Halloran (1999 Delegating Powers : A Transadion Cost Politi cs Approach to Policy
Making Under Separate Powers (Politicd Economy of Institutions and Dedsions), Cambridge University
Press

Erro, D.G. (1993 Resolving the Argentine paradox: pdlitics and development, 19661992 Boulder- CO,
Lynne Rienrer.

Evans, Peter (1995 Embedded Autonomy: States and Industrial Transformation. Princeton University
Press

FerreiraRubio, D. and M. Goretti (1998 “When the President Governs Alone. The Deaetazo in
Argentina, 198993’ in J. Carey and M. Shugart (1998 Exeautive DeaeeAuthority Cambridge University
Press

Gibson, Edward, and Ernesto Calvo (1997 “Eledoral Coaliti ons and Market Reforms: Evidencefor
Argentina” Paper presented at the seminar Democracy, Economic Reforms and Ingtitutional Design, CEDI,
Fundadon Gobierno y Sociedad, Buenos Aires, June.

laryczower, M., P. Spill er and M. Tommasi (2000 “Judicial Dedsion Making in Unstable Environments:
The Argentine Supreme Court, 19361998” Mimeo, CEDI.

laryczower, M., S. Saiegh and M. Tommasi (1999 “Coming Together: The Industrial Organizaion of
Federalism.” Documento de Trabajo No 30 CEDI.

laryczower, M. y M. Tommas (1999 “Nueva Institucionalidad Fiscd Federal. Propuestas de Reforma
Ingtitucional a Federalismo Fiscd”, en M.A. Broda y M. Tommas (comps) Hada uma nueva
institucionalidad del federalismo fiscd en Argentina. Cémo reducir |a variabilidad del credmiento y del
empleo, Buenos Aires, CEA.

laryczower, M., S. Saiegh y M. Tommas (1998 “Algures consideradones hre disefio opimo de
instituciones fiscdes federales’” en Economica, XL1V, 3: 145183 LaPlata

Jones, M., S. Saiegh, P. Spill er and M. Tommasi (2000 *“Professonal Politi cians, Amateur Legislators.
The Argentine Congressduring the XXth Century” Mimeo, CEDI.

Jones, Mark (20008 "Politi cd Institutions and Public Policy in Argentina: An Overview of the Formation
and Exeaution of the National Budget," in Stephan Haggard and Mathew D. McCubbins, eds., Presidents,
Parliaments and Policy. New Y ork: Cambridge University Press

Jones, Mark P. (2000. "Explaining the High Level of Party Discipline in the Argentine Congress" in Scott
Morgenstern and Benito Nadf, eds., Legidative Politicsin Latin America New Y ork: Cambridge
University Press

Jones, M. P. Sanguinetti and M. Tommasi (2000 “Politi cs, ingtitutions, and fiscd performancein afederal
system: an analysis of the Argentine provinces.” Journal of Development Economics, Vol. 61, 305333

Krehbiel, Keith (1997 Information and L egislative Organizaion. AnnArbor: University of Michigan
Press

Laver, Michad and Kenneth Shepsle (1994 Cabinet Ministers and Parliamentary Government. Cambridge
University Press

27



Levitsky, Steven (2000 “The ‘Normalization’ of Argentine Politics’ Journal of Democracy, Volume 11,
Number 2, April.

Levy, B.and P.T. Spill er (1996 “The Ingtitutional Foundations of Regulatory Commitment: A
Comparative Analysis of Telecomunications Regulation”, Journal of Law, Economics and Organization,
Vol. 10, No 2

Llanos, Mariana (1998) “El presidente, €l congreso y la paliticade privatizadones en la Argentina,”
Desarroll o Econémico, Vol. 38, N° 151

McCubbins M, R. Noll and B. Weingast (1987 “Administrative Procedures as | nstruments of Politi cd
Control” Journal of L aw, Economics and Organization 3: 243-77.

Moe, Terry (1990 “The Paliti cs of Structural Choice Toward a Theory of Public Bureaucracy” in O.
Willi amson Organization Theory: From Chester Barnard to the Present and Beyond. New York: Oxford
University Press

Moe, Terry (19900 “Politi cd Ingtitutions: The Negleded Side of the Story” Journal of Law, Economics
and Organizdion 6: 21353,

Moe, Terry (1997 “The Positive Theory of Public Bureaucracy” in D. Mueller Perspedives on Public
Choice Cambridge University Press

Moe, Terry and Michad Caldwell (1994 “The Institutional Foundations of Democratic Government: A
Comparison of Presidential and Parliamentary Systems’ Journal of Institutional and Theoreticd
Economics 1501, 171-195

Molinelli, Guill ermo, Valeria Palanza and Gisela Sin (1999 Congreso, Presidenciay Justicia en Argentina.
Materiales para su estudio, Buenos Aires, CEDI/Fundadon Gobierno y Sociedad, Editorial Temas.

Nicolini, J.P., J. Posadas, J. Sanguinetti, P. Sanguinetti and M. Tommas (199) “Decentrali zation, Fiscd
Discipline in Sub-National Governments, and the Bail out Problem: The Argentine Case.” , mimeo, CEDI.

North, Douglass(1990 “A Transadion Cost Theory of Politics’ Journal of Theoreticd Politi cs 2(4): 355
367.

O'Donnell, Guill ermo (1993 “On the State, Democratization and Some Conceptual Problems: A Latin
American View with Glances at Some Postcommunist Courtries’ World Development Vol 21 (8): 1355
1369

Palmer, Matthew (1995 “Toward an Economics of Comparative Politi cal Organizaion : Examining
Ministerial Responsibility” Journal of Law, Economics and Organizaion 11 (1)

Personn, T., G. Roland and G. Tabelli ni (1997) “ Separation of Powers and Politi cd Accourtability”
Quarterly Journal of Economics 112 11631202

Personn, T., G. Roland and G. Tabelli ni (1998 “Comparative Politi cs and Public Finance” forthcoming,
Journal of Politi cad Economy.

Porto, Alberto. (1990. Federalismo Fiscd: El Caso Argentino. Buenos Aires, Ingtituto Torcuato Di Tella,
Editorial Tesis.

Radics, Stein, Blgjer and Sallustro (1999 “Procesos Prespuestarios: Reglas de Procedimiento y
Transparencia” Documento de Trabagjo n° 32, CEDI.

28



THE INSTITUTIONAL FOUNDATIONS OF PUBLIC POLICY: ARGENTINA

Ramseyer, Mark and Eric Rasmusen (1997 “Judicia independencein a dvil law regime: the evidence
from Japan”, Journal of Law, Economics and Organizaion, Volume 13 (2) October, pp. 259-286.

Rodriguez Larreta, H. and G. Robredo (1999 El desefio delaigualdad. Ed. Temas, Buenos Aires

Rodrik, Dani (1989 Credibility of Trade Reform: A Policy Maker's Guide," The World Economy 12(1),
March.

Rodrik, Dani (1999 "Taking Trade Policy Seriously: Export Subsidization as a Case Study in Policy
Effediveness” in A. Deadorff, J. Levinson, and R. Stern (eds.), New Diredionsin Trade Theory, Ann
Arbor, University of Michigan Press

Rodrik, Dani (1997 “The ‘Paradoxes of the Succesful State," European Economic Review (Alfred
Marshall Ledure), April .

Sadgh, Sebastian and Mariano Tommasi (2000 “An Incomplete-Contrads Approach to Intergovernmental
Transfer Systemsin Latin America” In World Bank, Decentrali zation and Acoountability of the Public
Sedor.

Saiegh, Sebastian and Mariano Tommasi (1998 “Federal Fiscd Ingtitutionsin Argentina: A Case Study
in the Transadion-Cost Theory of Politics’ Documento de Trabajo 11, CEDI, Fundadén Gobierno y
Sociedad, Buenos Aires.

Saiegh, Sebastian and Mariano Tommasi (1999 “Why is Argentina’ s Fiscd Federalism so Inefficient?
Enterying the Labyrinth” Journal of Applied Economics, Buenos Aires, May, Volume Il (1), 169209

Sazberg, E. (forthcoming) "The English Court of Aped: dedsion-making charaderist and promotion to
the House of Lords', Research in Law and Policy Studies.

Schwartz, G. and C. Liuksila (1997 “Argentina” in T. Ter-Minasdan (ed.) Fiscd Federalism in Theory and
Pradice Washington : International Monetary Fund.

Shugart, Matthew and John Carey (1992 Presidents and Asemblies: Constitutional Design and Eledoral
Dynamics. Cambridge, England: Cambridge University Press

Spill er, Pablo (1996) “A Positive Politi cd Theory of Regulatory Instruments: Contrads, Administrative
Law or Regulatory Spedficity?' USC Law Review.

Spill er, Pablo and Mariano Tommasi (2000 “Ingtitutions, Intertemporal Politi cd Agreements, and Public
Policies.” Mimeo, Universidad de San Andrés.

Spiller, Pablo and Santiago Urbiztondo (1994, “Politicd Appdntees vs. Careg Civil Servants. A
Multi ple-Principals Theory of Politicd Institutions,” European Journal of Politi cd Economy.

Straseer, Carlos (1999 Democraday desigualdad. Sobre |a “democradared afines del siglo XX, Buenos
Aires, CLACSO.

Sturzenegger, Federico and Mariano Tommasi (1998 The Politi cd Economy of Reform. MIT Press

Tsebelis, George (1995 “Dedsion Makingin Politicd Systems. Veto Playersin Presidentialism,
Parli amentarism, Multicameralism and Multypartism” British Journal of Politi ca Science 25.

Vigpo, A. (1999 Los entes de reguiadén. Problemas de disefio y contexto. Aportes paraun wgente
debate en la Argentina. Buenos Aires, Norma.

29



Waisman, Carlos (1999 in Democracy in Developing Countries : Latin Americal arry Diamond, Jonathan
Hartlyn, Juan J. Linz (Editors). Lynne Rienner Publishers

Waisman, Carlos H. 1987. Reversal of development in Argentina: postwar counterrevolutionary palicies
and their structural consequences. Princeton, N.J.: Princeton University Press

Weingast, Barry (1993 “ Congtitutions as Governance Structures: The Politi cd Foundations of Seaure
Markets” Journa of Ingtitutional and Theoreticd Economics 149(1): 286311

Weingast, B.W. y W. Marshall (1988 “The Industrial Organizaion of Congress or, Why Legidatures, like
Firms, Are Not Organized as Markets?’, en Journal of Political Economy, 96 (11).

Willi amson, Oliver (1979 “Transadion Cost Economics. The Governance of Contradual Relations’
Journal of Law and Economics 22 (October): 23361

Willi amson, Oliver (1985 The Economic I nstitutions of Capitalism. New York: FreePress

Willi amson, Oliver (1991 “Comparative Economic Organizaion: The analysis of discrete structural
aternatives” Administrative Science Quarterly 36: 269-296.

30



Figure1l. TheFramework

Inherited I nstitutional

Features
o Governance of
Constitution iti
_ Poalitical
Electoral Regime Transactions
Federal Arrangements \ /
Functioning
of
Political

I nstitutions

| nstitutional Features

(In)stability of Policies




Variatio

%0
%0T
%0¢

n Coeffic

%0€

%01

%05

%09

RUSSIa

| I
— chile <Y

amailci
Ena?a}ac?esh
V(i
Iceland.
Tanzania
D
% ritius
Sri [.anka
Domjinican Rep.
Mexjco

or
ew Zealand
otswana

qjl““““
52§ﬂ>mcn
285 S o5
3
2

<Th
D i
D

)

W I|||‘|“
022305 S
f=3ps
== [ek=}
] Pyl
@ 3
Q

arpal

POZC
gé
2
o
wn

e
53
©

= Siiend

Peru
P e
L Ai\;gentma

()
=

Nicaragua
ana

/66T-0.6T ‘S8111UN0Y Pa198|as GOT Ul ,Xapul WOPaal) J1WOU099, 8Y] Ul UoIRIIEBA

S812110d 21W 0U093 JO AlI|ITR|OA Z 3inbi4



Figure 3:
Average Tenurein the Deputies Chamber during Democratic
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Saurce: Created by the authors using data from tHeéearetariaParlamentaria, HCD (1991)
and Molinelli,Palanza and Sn (199) tables 2.83




Figure 4. Vertical Fiscal Imbalances, 1999
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igure5: TheFiscal Labyrinth
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Fgure6: "Weberianess S €' (Bureaucr atic Coherence and Competence) in 35 Developing
Countries
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Figure 7. Average Tenure of Supreme Court Justicesin Argentina and the US
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Figure 8: Maximum Per centage of Supreme Court Justices Appointments by I ncumbent
President, 1862-1999
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Tablel

Reelection of Legislators
in Selected Countriesin America and Europe

Country % seek_ing % elected | % reelected
reelection (from
candidates)
Argentina (1997) 26 67 17
Brazil (1995) 70 62 43
Chile (1993) 76 78 59
Mexico (1997) 0 0
U.S. (1996) 88 9 83
Italy (1953-72) gd gd 82
Great Britain (1950-74) s/d s/d 81
West Germany (1957-76) s/d s/d 70-75
Panama (1999) gd gd 49
Colombia (1990) s/d s/d 48

Source: Morgenstern (1998); Archer and Shugart (1997); Molinelli,
Palanza and Sn (1999)




Table2

Carreer Path of Deputies (1991-1995), in mid-1998

Position

Total
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Table3

Number of Committees by Deputy, 1983-97

Minimum, Maximum and Actual Committee Slots per Capita

L Difference Difference
Minimum between Actual between | Maximum
No. of . No. of .
minimum maximum |No. of Slots
Years Slotsto be Slots )
. and actual | ,. and actual | to befilled
filled per per capita filled per per capita | per capita
capita Jots capita Jots
19831985 1.65 0.9 2.55 0.44 3
19851987 1.65 1.03 2.68 0.31 3
19871989 1.83 0.94 2.77 0.51 3.29
19891991 1.83 1.02 2.85 0.43 3.29
19911993 1.92 1.19 3.12 0.32 3.45
19931995 2.15 1.49 3.64 0.19 3.84
19951997 2.21 1.2 3.42 0.51 3.93

Source Dataonthe Deputies Chamber, CEDI




Table4

Length of Service by Committee

Committee Average Length of Service*
Agriculture and Livestock 16
Budget and Finance 16
Commerce 15
Communications 15
Congtitutional Affairs 1.7
Criminal Legidation 14
Education 16
Energy and Fuel 16
Family, Women and Minority 15
Finance 16
General Legidation 15
Housing 14
Impeadiment 14
Industry 15
International Affairsand Cult 15
Justice 16
Labor Legidation 1.8
Locd Affairs 15
National Defense 1.7
Natural Resources 14
Public Works 15
Regional Economies 14
Requests, Powers and Rules 13
Science and Technology 14
Social Seaurity 15
Social Services and Public Hedth 16
Transport 17

* Legidative periods.

Source Data set ‘ Camara de Diputados', CEDI



Table5

Tenure of Supreme Court Justicesin Several Countries*

Country Years
Italy 478
Colombia 443
Nigeria 4.35
Malawi 421
Ghana 3.87
Kenya 3.85
Zimbabwe 3.84
Peru 3.81
Pakistan 3.73
Argentina 371
Sri Lanka 3.65
RepublicaDominicana 3.62
Cameriin 3.61
Zambia 351
Sudan 3.14
India 3.04
Lesotho 2.84
Botswana 2.20
Rwanda 213
Guatemala 2.08
México 2.02
Honduras 2.01
Paraguay 145
Ecuador 1.39

Country Years
uU.s. 1251
Australia 9.58
Chile 9.19
Norway 9.15
Holland 841
Israd 8.35
Canada 8.24
Belgium 7.95
Ireland 7.82
Germany 7.52
Guyana 7.16
Singapur 7.10
New Zeland 7.08
Malasia 6.70
Trinidad & Tobago 6.50
France 6.48
South Africa 6.29
Average Sample 6.15
Gred Britain 6.08
Jamaica 5.95
Brazl 5.65
Bangladesh 5.15
Phili pines 5.09
Mauricio 5.01
Nicaragua 4.98

(*) Averagetenure of Supreme Court Justicesin eat yea
Source: Elaborated by the authors based on data from the Henisz (1998) data

set.




Table6

Ex Post Control of the Budget Process by Congress

Y ears Elapsed Before Approval of "Cuenta de Inversion”

Date of
Budget Committee Approva Date | Tota Delay
Y ear Introduction |(Delay in Years) (years)
(delay, inyears)
1984 March 88 (4) Sept 90 (2) 6
1985 June 88 (3) Sept 90 (2) 5
1986 August 88 (2) May 92 (3) 5
1987 June 89 (2) June 93 (3) 5
1988 Nov 91 (30) June 93 (1) 4
1989 Dec 91 (2) July 93 (2) 4
1990 Feb 91 (2) June 94 (2) 4
1991 Nov 93 (3) Feb 95 (1) 3
1992 May 94 (2) June 96 (20) 4
1993 Sept 94 (1) May 98 (3) 4
1994 July 95 (1) Pending -
1995 August 88 (2) Pending -
1996 Sept 97 (1) Pending -
1997 Sept 98 (1) Pending -




Table7.a Number of Partiesin the Senate, 1916- 98

Y ear Number of Effedive Number | % of seatsfrom | % seatsof the
Parties of Parties (1) thelarger party |President’ s party

1916 4 1.3 85.7 7.1
1917 4 1.5 80.0 13.3
1918 4 1.5 82.1 10.7
1919 4 2.2 60.9 26.1
192021 4 2.4 56.0 32.0
1922(2) 4 2.3 55.6 55.6
1922(2) 4 2.3 56.5 56.5
1923 6 2.7 50.0 50.0
1924 7 4.3 29.6(4) 29.6
1925 7 4.2 34.6 23.1
1926(2) 7 4.2 32.1 25.0
1926(2) 7 4.0 30.7 26.9
1927 6 3.9 33.3 25.9
1928 5 3.3 385 385
192930 5 3.3 385 385
193234 (2) 7 2.9 53.3 73.3(5)
193234 (2) 7 3.1 50.0 73.3(5)
193537(2) 8 3.6 43.3 73.3(5)
193537(2) 8 34 43.3 76.7(5)
193840(2) 8 3.9 41.4 62.1(5)
193840(2) 8 3.9 40.7 63.0(5)
1941-43 6 3.9 34.6 57.7(5)
1946 1 1.0 100.0 100.0
1952 1 1.0 100.0 100.0
195354 1 1.0 100.0 100.0
1955 1 1.0 100.0 100.0
195860 1 1.0 100.0 100.0
196162 4 1.1 93.5 93.5
196365 14 3.1 54.3 54.3
1973 7 2.2 63.8 63.8
1974y 75 10 2.3 63.8 63.8
198386 (3) 7 2.7 457 39.1
198689 (3) 7 2.7 457 39.1
198992 (3) 6 2.5 56.3 56.3(6)
199295 (3) 9 2.3 62.5 62.5
199598 (3) 13 2.7 55.1 55.1

(1) Based onthe La&kso — Taagepera (1979 index, using proportions based on total rather than ideal proportions.

(2) Theyear isrepeated to indicate changes during the year.

(3) DatatoMay 1 of the year following the senatorial period (until 1993, and since 1996to March 1in thelast period of the
table.

(4) In 1924there were 2 parties/bloques with equal number of senators, being this number the greatest (Conservadores and
UCR).

(5) The data refer to the percentages of the “Concordancia”, formal aliance of the following parties: Demdcrata Nadonal,
UCR Antipersonalistay Socialista Independiente (the latter only for the period 193537).

(6) Thisrefersto the Menem administration.

Source: Moalinelli, Palanza and Sin (1999) Table 2.120




Table7b

Number of Partiesin the Deputies Chamber, 1916- 99

Y ear Number of  |Effedive Number| % of seatsfrom | % seatsof the
Parties of Parties(1) | thelarger party | President’ s party
1916 16 4.6 37.9 37.9(2)
1918 10 3.5 48.7 48.7
1920 15 3.0 55.3 55.3
1922 14 2.5 60.7 60.7
1924 15 3.9 47.1 47.1
1926 14 4.9 39.7 39.7
1928 14 2.7 59.0 59.0
1930 14 2.4 63.6 63.6
1932 10 4.4 35.7 53.5(3)
1934 14 4.0 38.7 52.9(3)
1936 14 4.5 35.3 43.6(3)
1938 10 3.2 40.8 40.7(3)
1940 9 3.0 48.1 35.4(3)
1942 10 3.5 40.6 43.2(3)
1943 10 3.5 40.6 432 (3)
194647 12 3.7 39.2 69.0
194849 4 1.7 70.7 70.7
195051 4 1.4 84.8 84.8
195253 2 1.2 90.6 90.6
1955 2 1.2 92.0 92.0
1958 3 1.7 71.1 71.1
1960 5 2.1 57.7 57.7
1961 7 2.3 53.0 53.0
1963 23 4.9 37.5 37.5
1964 13 54 37.6 37.6
1965 14 4.7 35.6 35.6
197376 21 2.5 59.7 59.7
198385 (4) 11 2.2 50.8 50.8
198587 (4) 19 3.0 51.6 51.6
198789 (4) 23 2.8 45.4 454
198991 (4) 24 2.9 47.2 47.2(5)
199193 (4) 26 3.2 45.1 45.1
199395 (4) 22 2.8 49.4 49.4
199597 (4) 26 3.0 51.0 51.0
1997-99 (4) 23 3.3 46.3 46.3
(1) Based onthe Lagkso — Taagepera (1979 index, using propartions based on total rather than ided
propartions.

(2) Theyea isrepeded to indicae changes during the yea.

(3) The number refersto the UCR, the party of President Yrigoyen, who took officein Ocober 1916

(4) The data refer to the percentages of the “Concordancia”, formal alli ance of the foll owing parties:
Demdcrata Nadonal, UCR Antipersonalista y Socialista Independiente (the latter only for the
period 193537).

(5) Thisrefersto the Menem administration.

Source: Molinelli, Palanza and Sin (1999) Table 2.121




