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| guess you're right on the economics, but those taxes were never a problem of economics. They
are politics all the way through. We put those payroll contributions there so as to give the
contributors a legal, moral, and political right to collect their pensions and their unemployment
benefits. With those taxes in there, no damn politician can ever scrap my social security program.
Franklin Delano Roosevelt
1. Introduction

Most Latin American and Caribbean countries tend to face greater macro-economic risk
than countries a Smilar levels of development in most other regions of the world. Per-capita
income, unemployment, and inflation fluctuate dramaticdly (e.g., Hausmann and Gavin, 1996;
I nter- American Development Bank, 1997). Most LAC countries aso seem to face greater political
ingtability than most other countries a amilar levels of development. They are more prone to
switch between democratic and nondemocratic rule® Many are characterized by highly
persondigtic politica parties that tend to be short-lived and factiondized, and/or codition
governments with frequent turnover (e.g., Huntington, 1968; McDonad, 1971; Ames, 1987,
Kaufman and Stallings, 1991; Coppedge, 1994; Mainwaring and Scully, 1995). In such
circumgtances, parties may have little incentive or ability to build long-term reputations or establish
continuity in their policy programs.

It would not be surprising if this economic and political ingtability aso led LAC countries
to exhibit grester ingtability in government budgets and policies (Sloan, 1984). Spending on socia
protection programs may be especidly volatile. For example, such programs may face epecialy
large budget cuts as a government tightens its belt during arecesson. Or, after achangein
government contral, the new regime may dash spending on existing socid protection programs that

do not benefit its main supporters.

! Cited in Arthur M. Schlesinger, J., The Coming of the New Deal, Boston: Houghton Mifflin Company,
1958.



Socid protection programs with highly varigble benefit levels or digibility requirements
may do little to help buffer the poor from large or moderate economic shocks. They may even
compound the amount of risk, by adding “policy risk” to the underlying economic risk. Thisis
epecidly trueif the programs are highly pro-cydlic. If we prefer socid protection programs that
provide a steady, reliable stream of benefits, or that help protect the poor againgt the full effects of
adverse economic shocks, then we would like to know what can be done to design programs that
are more insulated from economic and political shocks.

This paper therefore addresses the following question: What factors or palitica
circumstances make different types of socia protection programs more or less vulnerable to being
dismantled, gutted, or dashed during economic crises or changesin the politica regime or climate?
Can we identify any characteristics that gppear to make programs less vulnerable when recessions
or other economic crises occur? Can we identify any characteristics that appear to make programs
less vulnerable to shifting politica circumstances — e.g., when more conservative governments take
power, or the political winds shift to the right?

The paper is organized in three parts. Firgt, we present severd of the main argumentsthe
previous theoretica and empirical literature has offered that bear on our question. Second, we
conduct a detailed andlysis of spending patternsin the U.S. over the post-war period. Third, we
conduct parale analyses of spending patternsin a broad set of LAC countries and in two specific
countries, Brazil and Colombia

Although our focusis on Latin America and the Caribbean, the U.S. analysisis ussful
because the U.S. datais much more extensive and detailed, covering alonger time period, many

more spending programs, and alarger set of variables. 1t therefore provides a more powerful

% Thus, many empirical analyses relating economic outcomes and political ingtability include a Latin
American dummy variable. See, for example, Londregan and Poole (1990) and Alesina and Perotti (1993).



laboratory in which to try to identify which of the many theoretica possihilities receive the
strongest empirica support. The findings can then be used to focus the analysis conducted on the
more limited LAC data. Of course, we must use caution in drawing lessons from the U.S. anayss,
given the profound differences in economic, political, and socid sructures.

Our main findings are asfollows. First, U.S. socid protection spending is counter-cyclic
overal.> Unemployment insuranceis by far the most counter-cydlic program. Thisis not
surprising, since it should be counter-cyclic by design, but it is reassuring. Other counter-cyclic
programs are Food Stamps and various retirement pensions. Second, programs that are narrowly
targeted at the poor do not appear to be systematically less (or more) counter-cyclic than more
universd programs. The sameistrue for programs that are fairly targeted geographicaly. Third,
programs that are narrowly targeted at the poor face greater “politica risk” from changesin party
control of congress than more universal programs. Findly, there is some evidence that spending is
more counter-cyclic when congressis under Democratic control.

In contrast to the U.S,, overall socia spending in LAC countriesis pro-cyclic. The
elagticity of per-capita pending with respect to income shocksis positive, but less than one.
Spending on education and hedlth is particularly pro-cyclic, especialy compared to socid security
gpending. Overdl, however, we find little systemétic difference between programsthet are
relatively well targeted at the poor and programs that are targeted more at the middle and upper
classes. We dso find no evidence of an asymmetry in the effects of macroeconomic shocks—
negetive shocks causing alarge drop in spending, but positive shocks causing only smal increases
— that some other studies have found. In terms of the political factors, socid spending grows faster
in democratic regimes. Y e, within democratic regimes the leftist or populist tendencies of the

government seem to have no systematic effect on per-capita socid spending.



The case of Brazil supports the main conclusions of the broader LAC study. Per-capita
socid spending islower during recession years on most programs relative to average spending in
years where per-capitaincomeincreases. Interestingly, the case of Colombia shows a different
pattern with counter-cyclic per-capita socid spending. These effects might be the result of

Colombid s relative macroeconomic stability and more adept handling of the debt crisis.

2. PreviouslLiterature
2.1. Theory

Thereisno generd agreement about the most useful framework for anayzing the palitics of
socid protection programs. As aresult, the existing literature is diverse. Here, we briefly discussa
limited number of works. We include some of these because they define the basic outlines within
which more specific models are congtructed. Others are included because they provide more
specific hypothesis that help guide our empiricd andyss.

There are three main actors to consider: voters, politicians, and bureaucrats. In addition,
many of these actors work together in organizations such as political parties and interest groups,
and it is sometimes useful to treat the organizations themselves as srategic actors.

Most modelsfal into aone of two broad classes: patia voting models and interest group
modds. Mogt spatid voting models assume that voters behave independently, and paliticians
compete for office by offering policies or ideologies that are public goods. Politicians do not, for
example, compete by buying voters support with private patronage or services. Interest group
models assume that voters are organized as groups defined by common interests or characterigtics.
These groups provide support to paliticiansin exchange for publicly provided benefits. Some of

these models focus on votes, in particular each group's ability to ddiver the votes of its membersin

® We are not the first to find this. See, for example, Browning (1985).
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exchange for benefits. Other model's assume that groups that can deliver other resourcesin
exchange for benefits. These gpproaches often lead to different predictions about the likely
outcomes of socid protection politics.

Within each gpproach, researchers make different assumptions about the motives and
preferences of the relevant actors. Voters, whether acting independently or in groups, can be either
sdf-centered or dtruigtic. Self-centered voters are motivated by persona gain. Ther vote is either
based solely on their preferences for private consumption net of tax and transfer, or based on their
share of potential benefits derived from the provision of socia protection expenditures, such as
crime avoidance. Voters who possess dtruistic motives may vote at least in part according to a
socid wefare function. Politicians ether care about maximizing their chances of being dected, or
they may possess an ideology that affects the policy positions they take. Bureaucrats are often
motivated by a particular socid welfare function, but can also be less dtruigtic to the extent that
they maximize their own budgets and influence. While voters, politicians and bureaucrats can al
play apivotd rolein the politics of socid spending, we focus on the dectord and legidative
aspects, leaving bureaucrats to the side except to the extent that they can be treated smply as
another interest group.

Much of the early palitical economy literature on socia spending employed spatia vating
models and the median voter theorem to anadlyze smple tax and transfer schemes (e.g., Romer,
1975). The common assumption in these models is that voters are independent and self- centered
actors, while paliticians are Sngle-minded vote maximizers. Since politicians only care about
votes, the leve of spending on socid protection programs depends on the voters sdlf-centered
preferences over the Sze and role of government. Métzer and Richard (1981) argue that in a

democracy the size of government is determined by the unequa income digtribution creeted by the



market economy which gives paliticians an incentive to offer voters with incomes below the
median transfers from voters whose incomes are above the median. Persson and Tabdlini (1994)
study this idea in an endogenous growth mode and reach smilar conclusons.

A second type of model stresses the fact that publicly provided socid protection programs
can provide insurance againgt economic shocks such asrecessons. Thus, a any point intimeina
country therewill be“ingders’ — those currently employed — and “ outsiders’ — those currently
unemployed and receiving benefits from socia protection programs. Wright (1985), Saint-Paul
(1993), Moene and Wdlerstein (2000), and other others study moddswith thisfesture. Wright
(1985) points out that since the number of employed voters is dways much larger than the number
of unemployed voters, and since those who are currently employed discount the future state when
they might become unemployed but do not discount the currently taxes they pay to finance
unemployment insurance in a pay-as-you-go system, unemployment insurance sysems will tend to
be smaller thanisoptima. In addition, the demand for socid insurance againgt poverty will
decrease as the gap between the income a the median and the income of the poor decreases.

Moene and Wallerstein (2000) explore the notion that if socia insuranceis anorma good,
then the median voter will demand less of it as he or she becomes poorer, holding fixed thelevd of
uncertainty about unemployment. This provides one plausible explanation for the recent declinein
socid spending that has occurred in many developed countries even as “pre-fisc” income inequdity
has been growing.

In the modd s above the competing paliticians offer the same paliciesin equilibrium — the
classc median-voter convergence result. Other modd s assume that politicians also have policy or
ideologica preferences, and are willing to trade-off between a these preferences and their eectora

moatives (e.g., Wittman, 1977, 1983; Calvert, 1985; and Alesina, 1987, 1988). These models



generdly predict that the competing politicians will offer different policies. Many scholars think
these models are most gpplicable to systems with strong, programmetic politica parties.

One result from the formd literature seems especidly relevant to our andyss. Policy
divergence is sub-optimal from the point of view of risk-averse voters. Rather than seeing policy
switch back and forth depending on which party wins a mgority each eection, they would rather
have a congtant policy set a the average value. Risk-averse party leaders and members would aso
prefer asteadier policy outcome. Long-lived parties may be able to achieve this, by agreeing to a
compromise with their opponents — each party will agree to moderate its policies when in power as
long as the other parties do the same (e.g., Alesing, 1988; Dixit, Grossman and Gul, 1998). Short-
lived parties will not be able to strike such a bargain, however. So, in systems with short-lived
parties or parties that are too weak to make commitments about their future behavior, we expect to
see larger palicy fluctuations over time. This scenario may apply in many LAC countries.

Interest group models of politics assume that most voters come to the politica arena
organized as groups. These groups, and not the individua voter, then become the key Strategic
actorsin the politics of socia protection programs.

One way to analyze the politics of socid protection programs in aworld with interest
groupsin to use adivide-the-dollar modd of palitics. All voters belong to at least one group and
each interest group tries to maximize its own share of public benefits; the poor are no exception.
However, the large number of possible interest groups as politica actors and the lack of a specified
indtitutiona structure, limits the usefulness of this gpproach for predicting outcomes in the debate
over socid protection programs.

Coughlin and Nitzan (1981), Coughlin (1992), and others overcome this problem by

assuming that voters or groups of voters vote probabilisticaly (at least from a candidate's point of



view). Equilibriaexigt in these modds, in which al competing parties offer the same et of
policies. In addition, the equilibrium policies maximize a particular type of socid welfare function.

Another gpproach, introduced by Lindbeck and Weibull (1987) and used by Dixit and
Londregan (1995, 1996), is to assume the existence of a socid or ideologicd issue that
exogenoudly divides the electorate — religious or ethnic cleavages, or attitudes on socid policies
such as abortion, are possibilities. While these researchers are not primarily interested in the issue
of socid spending per se, their gpproach offers useful ingghts.

One implication of these modd s isthat the introduction of a competing socid issue
diminishes the salience of redigtribution in the palitical debate. When a second socid issue enters
the politica debate, it weskens the incentive to redistribute because it redefines the relevant
cleavages* If both parties maximize the number of votes, then an equilibrium solution to the
redistribution problem exists. Both partieswill in fact propose identica redistribution policies.

The Lindbeck and Weibull framework aso suggests that an adverse economic shock will
lead to anincrease in socid spending. This occurs because an adverse economic shock increases
the margind utility of private consumption, but probably does not directly affect preferences on the
socid/ideologicd issue. Voting decisons are therefore closer to what they would be if the
socid/ideologicd issue did not exid.

A third perspective based on interest groups theories of politics assumes that politicians care
not only about winning office, but they aso have persona ideologies regarding socid spending and
the distribution of income. In addition, citizens may be dtruistic, caring both about their own

consumption and about the level of socid spending. Dixit and Londregan (1996) show that, in

* In related work, Roemer (1998) argues that emerging concern over the introduction of a second social issue
can single-handedly obscure the importance of redistribution and cause the tax rate to fall substantially.



equilibrium, parties will implement a proportiond tax rate based on ideology and the desireto win
elections, and will use transfers to appease voting groups with more politica clout.

The nature of the socid spending that takes place depends on which groups have more
political clout and what their ideologica preferences over redidtribution are. Importantly, when
preferences over socid spending are part of political parties socid ideology, the modd predicts
that different partieswill enact different sociad spending policies. The result is a non-convergence
in socid spending srategies by the political parties. Contrary to the earlier literature on interest
groups, we would expect to find a partisan effect on socid spending.

Whether one prefers a median-voter or interest- group approach in thinking about the
politics of socid protection and socid insurance, it is clear that in most countries the political
resources of the poor are severdly limited. Many scholars view interest group politics as the more
pessmistic scenario for the poor, because “the pressure system has an upper-classhias’
(Schattschneider, 1960, page 32). Key (1949), Schattschneider, and others argue that inter-party
political competition, per se, offers at least some hope for the lower classes— or, in any case, the
lack of such competition makes the situation fairly hopeless. In describing the importance of the
post- 1896 dignment in the U.S., Schattschneider writes: “ Both sections became extremey
conservative because one-party politics tends strongly to vest political power in the hands of people
who aready have economic power.” (Schattschneider, 1956, page 202).

Almog by definition, authoritarian regimesin LAC countries are non-compstitive. The
lack of eectora accountability in these sysems ingtitutionalizes an upper-class biasin the least
populist of these regimes. O’ Donnell and Schmitter (1986) argue that the role of diteswithin
authoritarian regimesin Latin Americais fundamenta in determining aregime' s duration.

Trangtions to democracy are commonly the result of a pact among élites, asis the case of
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Colombiaand Venezudla (O’ Donndl and Schmitter, 1986; Karl, 1986). Authoritarian regimes that
wish to maintain power therefore have an incentive to design socia expenditure budgets with an
upper-class bias.

Finally, because of the palitical weakness of the poor, many scholars argue that
policymakers interested in helping the poor should promote universal programs that so help the
poor, rather than programsthat are highly targeted (e.g., Wilson, 1987, Skocpol, 1991). Highly
targeted programs are too vulnerable and subject to “welfare backlash.” This backlash might come
during an economic crigs, or after a sustained period of economic stagnation, or asthe result of a

change in palitical control brought about by non-economic issues.

2.2. Empirical Research on the U.S and Other Countries

The empirica evidence on the medianvoter type modesis mixed. Contrary to one of the
main predictions, government spending on income redigtribution and other socid programsis, if
anything, negatively related to the degree of income inequdity (e.g., Perotti, 1996; M oene and
Walerstein, 2000). Lindert (1994, 1996) conducts regression anayses of two pands of OECD
countries, and finds that other characteristics of the shape of income digtribution — in particular, the
disparity in income between the poor and middle sectors — have important postive effects on the
agoregate leve of socid spending. Lindert dso finds that shifting demographics — especidly an
aging population — are strongly and positively associated with socid spending. One robust finding
consstent with the median-voter type modds s that expanding the franchise — which reduces the
income of the median voter even if it does not affect median income — has a strong and podtive

affect on socia and socia protection spending (Lindert, 1994, 1996; Husted and Kenny, 1997).
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The empirica literature on politica parties emphasizes the importance of politica partiesin
trandating the preferences of votersinto public policy, and typicaly finds evidence of noticegble
policy differences between parties (Hibbs 1977, 1987; Alt, 1985; Garrett and Lange 1986; Kiewiet
and McCubbins, 1991; Alesina, Londregan and Rosenthd, 1993; Alt and Lowry, 1999). Most of
this work focuses on aggregate economic performance — income growth, inflation and
unemployment — or aggregate fisca policy, rather than socid spending. Some exceptions are
Cadtles (1982), and Hicks and Swank (1984, 1992), who find important partisan effects on the
composition of public expendituresin developed countries — as expected, greater control by left-
leaning parties leads to greater social pending. Browning (1985) finds that the number of non
southern Democrats in Congress has a positive effect on U.S. socid wefare expenditures. Thereis
alarge number of studies that explore the cross-sectiond variationin U.S. dtates, but these studies
typicdly find only smdl or indeterminate partisan effects (e.g., Dye, 1966; Fry and Winters, 1970;
Plotnick and Winters, 1985; Winters, 1986; Erikson, Wright and Mclver, 1989). A few time series
andyses show some effects of partisan effects on welfare spending, but only in some states
(Jennings, 1979; Dye, 1984; Garand, 1985).

Thereis mixed evidence that political competition, per se, produces public policy aimed at
helping the poor. Lindert (1994) finds that competition as measured by “executive turnover” had a
sgnificant, pogtive effect on socid spending over the period 1880-1930. However, Lindert (1996)
finds no effect of executive turnover on socid spending for the period 1962-1981. Some studies of
U.S. gatesfind that the degree of inter-party competition affects the level of socid spending, but
othersfind little effect. Pulspher and Weatherby (1968), for example, find that an increase in party
competition has alarge, positive effect on education and welfare spending, but no effect on public

hedlth spending and a negative effect on housing and urban development spending. On the other



hand, Dawson and Robinson (1963) and Dye (1966) find no significant effects of party competition
on welfare spending after controlling for various socioeconomic and demographic factors. Cnudde
and McCrone (1969) find evidence that party competition plays arole as an intervening variable.

Findly, while the theoretica claim about the vulnerahility of targeted programsis
graightforward and plausible, the evidence isless clear. Wilson (1987) and Skocpol (1991) find
some support for the argument for the U.S.,, and Korpi (1980) and Rosenberry (1982) find some
limited support in comparative studies. Greenstein (1991), however, raises strong doubts. Severd
targeted programs — the Earned Income Tax Credit (EITC), Food Stamps, Women, Infants and
Children supplemental food and hedlth program (WIC), and Medicaid — expanded sharply even
during the conservative Reagan adminigrations. In fact, “except for AFDC, the low-income
entitlements largely bounced back from the cuts of 1981; the picture that is now emerging is one of
the enduring political strength of these programs’ (Greenstein, 1991, p. 443). He argues that
severd other variables — such as whether the “working poor” are eigible, and whether the
programs are entitlements — may matter even more than the degree of targeting. Even he agrees,
however, that programsthat are “ narrowly targeted on the poorest elements of society” are
politicdly vulnerable.

There seem to be multiple clams associated with the view that highly targeted programs are
politicaly vulnerable. Oneisthat that such programs will be under constant pressure and will
therefore be constantly under-funded. It is difficult to know how to assessthis claim, however,
gnceitisacam about levels. 1dedlly, we would collect spending deta.on avariety of different
programs, some targeted and some not, and we would compare the actua spending levelsto some
benchmarks — the benchmarks being how much “should” be spent on the programs. We would

then compare the extent to which the targeted and non-targeted programs exceeded or fell short of
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their benchmarks. The problem is: How do we estimate benchmarks? We must be able to answer
questions such as How big “should” AFDC be, if it was not so paliticdly vulnerable? Thisis
probably an impossible task.

Another clam seems to be that programs with benefits that are highly targeted at the poor
aepaliticdly volatile Thisclam is easer to evauate, Snceit is aout changes. We can study
how spending on different programs fluctuates over time as a function of variables such as
economic conditions and politica control, and then ask questions such as; Are targeted programs
more pro-cydic? Do ther funding leves fluctuate more wildly depending on palitica
circumstances? Such comparisons between the targeted and non-targeted programs are more

meaningful, because the “benchmarks’ are dl approximately zero.

2.3. Empirical Research on Latin America and the Caribbean

The empiricd literature on socia protection programsin LAC countries can be divided into
two broad groups: (i) research on the economic consequences of socia spending patterns, and (i)
research on the politica variablesthat drive socid policy. Most sudiesfal into the first group, and
tend to examine either the short-run effects of socia spending on macroeconomic variables such as
inflation and unemployment leves, or the long-run consequences of expansive fiscd policy on
poverty, income distribution and growth. We are more interested in the second group of studies,
however, and will focus our discussion on these.

The sudiesin group (ii) emphasize three main palitica factors regime type, political party
systems and bureaucratic inditutions. Studies of regime types and palitica party sysems sharea

common assumption that political coditions affect how paliticians respond to voter demands for
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socid protection programs. Studies of bureaucratic ingtitutions tend to emphasize how perverse
incentives and corruption diminish the effectiveness of redistributive socid policies.

One st of studies focuses on regime type, or on transitions from one regime type to
another. A few early studies found mixed support for this hypothesis that democratic regimes will
devote more resources to socia programs than authoritarian regimes. Baloyra (1974) studied
expenditure patterns in Venezuela over the period 1949-1968, comparing the Pérez-Jménez
dictatorship with the years of Accion Democrética rule, and found that the budget shares dlocated
to education, wefare, and hedth programs were dightly higher under democratic rule (the
differences were substantively but not Satisticaly sgnificant). Baoyra (1977) studied
expenditures in Cuba from 1944-1958, and found that the budget share for education was dightly
higher under the Batigta dictatorship than under the democratic Prio regime, while the budget share
for health programs was lower under Batista

More recently, Kaufman and Stdlings (1991) argue that following a trangition to democracy
there isa grester politica payoff to meeting congtituent demands for redistribution, because
inditutiona uncertainty and short time horizons give paliticians an incentive to heavily discount
the potentid politica risks of future inflation and balance of payments adjustments. Conversdly,
authoritarian regimes face no such caculus and are more likely to reduce socid expenditure,
Kaufman and Stdlings (1989) find some empirica support for their argument. Based on asample
of nine Latin American countries during the 1980s, they report a positive correlation between
regime type and choice of economic policies. In particular, they find that trangtional democracies,
such as Argenting, Brazil, and Peru, are most likely to pursue populist economic policies.

Avelino (2000) argues that trangitions to democracy give more palitica clout to the poor as

agroup, because of their voting power. The reduction in politica inequality that accompanies a
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democratic trangtion makes democratic governments more likely to expand or protect socia
expenditure programs compared to other budget items. From this, he concludes that trangtions to
democracy lead to changesin the compostion of socid expenditure as well, even though these
changes might be unsustainable. He conducts a cross-section, time-series analysis of seventeen
Latin American countries between 1980 and 1994, and finds a strong correlation between
democracy and increased levels of socid expenditures as a share of government expenditures.

Other studies of particular cases show asimilar pattern. Paes de Barros, Mendonga and
Rocha (1995) find evidence of increased socid spending in Brazil following the trangtion to
democracy in 1985. Raczynski and Romaguera (1995) find that socid spending fell in Chile
following Pinochet’ s rise to power in 1973. Epstein (1989) studies Argentina from 1970 to 1985
and finds that the ratio of socid spending to defense spending was higher during civilian regimes
than under military rule.

While these studies demonstrate a positive association between democratic rule and
aggregate measures of socid spending, they do not show that democracy leads to an increasein
spending on programs specificaly targeted at the poor. In any socid spending package thereis
embedded amix of socia protection programs, some of which are means-tested or in various ways
highly targeted at the poor, and others which are not. Thus, finding empirical evidence of higher
levels of socid expenditure in democracies stops short of answering akey question: do
democracies ddiver for the poor?

Another set of studies addresses the peculiar impact of populist regimes on macroeconomic
policy and performance. Dornbusch and Edwards (1991) suggest that populist regimes have
historicaly dedt with inequdity by using expansve macroeconomic policies. Perversdy, in

practice these expangve fiscad policies tend to do a disproportionate amount of harm to the poorest
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sectors of society. Populism not only crestes incentives to implement such policies, but it aso
deters poaliticians from making necessary balance of payments adjustments when the need arises.
Cardoso and Helwege (1991) argue that the lack of socia cohesion and strong politica parties that
characterizes a populist regime, forces populist politicians to hesitate when it is time to digtribute
the politica costs of adjustment among politica actors. Thus populism creates a unique set of
incentives for sustaining high levels of socid expenditures, even when these levels are
unsustainable or when the expenditures are didtributed among programs in an inefficient manner.
Cardoso and Helwege cite Latin American reformism in the 1960s as a case where urban [abor and
the middle classes were often favored, at the expense of the rura population and the urban poor.

Anather approach to the politics of socia protection in LAC countries suggests thet the
answer might liein the sudy of politica parties and politica party systems. Kaufman and Stalings
(1991) argue that the politica party system, as areflection of underlying socia and politica
cleavages, isthe sngle most important factor explaining the diverging policies of populist regimes.
In particular, they argue that in countries where popular sectors have systematic and long-standing
politica tieswith political parties traditiondly excluded from the political system, such as
Argentina, Chile, Brazil and Peru, there is a stronger tendency to pursue populist policieswhich
take the form of expansonary fiscd policy and redidributive socid spending. Ther empirica
evidence is weak, however — for example, they offer no concrete examples of spending programs.
In addition, they do not state clearly whether party systems are endogenous or exogenous variables
in their framework, so it is unclear what differentiates public policy choices and the incentives that
lead to them (Alesina, 1991).

The didribution of power among parties in Congress might also have alarge role to play.

Beccariaand Carciofi (1995) argue that one explanation for democratic governments favoring
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higher levels of socid expenditure in Argentinamight be due to the role and strength of the
opposition in Congress. Unfortunately, they do not flesh out the argument fully, nor do they offer
much empirica evidence.

A smal subset of the literature focuses on the impact of macroeconomic shocks on the
overdl levd of socid expenditures. Ravalion (2000) examines Argentina and finds thet the poor
generdly lose more from macroeconomic shocks than the non-poor do. Fiscal contractionsin
Argentina tended to cause both the level and share of socia spending to fall. However, Ravdlion
findslittle evidence that programs targeted at the poor were mor e susceptible to budget cuts than
their universal counterparts. Hicks and Wodon (2000) study the efficiency and effectiveness of
socid protection programs, focusing on the experiences of Mexico and Argentina during the 1980s
and 1990s. They find that socia spending per poor person declined substantidly in the year
following a strong macroeconomic shock. Moreover, in Mexico spending on programs targeted at
the poor appears even more pro-cydlic than overdl socid spending. They argue that no sngle
socid spending program in place at the time could efficiently and effectively shield the poor from
macroeconomic shocks and that fisca congtraints during macroeconomic shocks drive socia
spending to be pro-cydicd. They suggest prioritizing socid spending, so that highly targeted

programs receive the highest priority and are cut last.

3. The Dynamics of Postwar Social Spending the U.S.

We conduct the analysis a three levels. First, we study the movements of aggregate
expenditures on broad, functiona budget categories. This establishes some basic patterns, and in
particular it identifies some of the differences and smilarities between socia protection programs

and other types of programs.
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The second andlysis focuses more narrowly on socia protection programs, and at a much
more disaggregated level. In order to exploit the long time series produced by the U.S. Office of
Management and Budget, however, we must treat many programsin groups. Thus, for example,
we do not break the data out separately for each individua education program, but study five more
aggregate “ program-groups’: aid to primary and secondary schoals, assistance to post-secondary
students, vocationa and adult education programs, veterans education programs, and Native
American education. We conduct alarge cross-section, time-series analysis on 45 program-groups,
which covers the period 1948-1998. The andyss dlows usto bring alarge amount of datato bear
on severd questions, such as the importance of program targeting and partisan control.

The third andlys's focuses explicitly on what hgppens during recessons and changesin
party control, at theindividua program level. We contrast the spending levels just prior to
recessions with the levels during recessions, and the spending levels just prior to and just after

switchesin control. The anadys's covers two episodes: 1972-76 and 1978-83.

3.1. Model Specification

There are at |east two reasonable models of the social spending decision process. Oneis
zero-based budgeting, in which each year's budget is assumed to be made essentialy from scratch
and spending levels are chosen as close as possible to the levels that are optima from the point of
view of the current decison makers. Thismode predicts that changes in spending should be
related to changes in political circumstances. For example, if the Republicans are in power in year
t-1 and the Democrats take over in year t, then we expect socia spending levelsto rise between
yearst-1 and t. On the other hand, if the Democrats are in power both in year t-1 and year t, then

we expect little or no change— in year t-1 the Democrats would aready have set spending levels at
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the levels they most prefer, and would have no reason to change them further in year t (except,
perhaps, in response to changing circumstances such as economic shocks).

The other modd isthat of incrementa budgeting (Wildavsky, 1964), in which only smdl
deviaions from the prior year's spending levels are considered. Thus, unless one party isin power
continuoudy for along time, spending levels will not be a ether party's optimd levels, but will
ingtead be somewhere in between. Thismode predicts that changes in spending will be related to
levels of control. If the Democrats control the government in year t, then we expect socia spending
levelsto rise between yearst-1 and t. Thisistrue evenif the Democrats were aso in control in
year t-1. Inyear t-1 they would have moved spending levelsin the direction they prefer, but would
only part of the way towards their most-preferred levels.

We cannot do very much to distinguish between these models with the data we have, nor is
that our god. Moreover, our basic findings hold whether we specify the partisan control variables
inlevelsor changes. Therefore, to keep the analyss smple we focus on a specification that is more
consistent with the incremental budgeting modd, and use levels® Asin Alt and Lowry (1999), we
aso dlow for the magnitude of spending changes to depend on how long a party has been in
control —anewly eected mgority will want to make large spending changes on many items, but
one that has been in power for some time will aready have made many of the changesit prefers®

Let Gjt bereal per-capitaspending on program i inyear t, and let DG;; = Gii/Gi +-1 - 1 be the

percentage change in spending from year t-1 to year t. Smilaly, let Dl = I/li.1 - 1 bethe

® Davis, Dempster, and Wildavsky (1966), Padgett (1980), White (1995) and others claim to find strong
evidence in support of the incremental budgeting model, but other scholars disagree. See Meyers (1994) for
asummary of the critiques.

® There have been frequent changes in the configuration of partisan control over the postwar years. The
longest periods were eight years long: 1961-1968 (Democratic congress and Democratic president) and
1969-1976 (Democratic congress, Republican president). Three other periods were six years long: 1955-
1960 (Democratic congress, Republican president), 1981-1986 (divided congress, Republican president) and
1987-1992 (Democratic congress, Republican president).
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percentage change in red per-capitaincome from year t-1 to year t, and DU = U/U¢.1 - 1 be the
percentage change in unemployment from year t-1 to year t. Findly, let {Xij} beaset of political
and program-specific variables.

The specifications are straghtforward, and take one of the following forms

DGiji = bo + by DI+ by Dles + 5 g Xije + €it
or DGit = bo + b1 DU + bz DUr1 + Sy g Xiji + it

Collinearity prevents us from induding changesin income and changes in unemployment
together as independent variables. The corrdation between DI and DU, is-.87, and an auxiliary
regression of DIy on DU;, DU+.; and D1 produces a multiple correlation coefficient of .90.

Even in the increment budgeting modd, it is more sengble to include the economic
variables in percentage changes rather than leves, Firgt, in asteadily growing economy such thet in
the U.S,, the growth rate of per-capita GDPis, in asense, a“levd” variable —we normdly expect
to see a growth rate of around 2-3% per year, and we measure economic booms and downturns as
deviations from that expectation. Second, outlays on many socid programs should automaticaly
respond to changes in economic conditions, unless program digibility or benefit leves are
changed. For example, an increase in unemployment should automatically lead to an increasein
expenditures on programs available to the unemployed, such as unemployment insurance and food

gamps. It isarguable that the (lagged) unemployment rate should dso beincluded in leve form.
Doing so does not affect our basic conclusons.

Among the political and program variables used are: (1) Democratic Congress, equal to 1 if
Democrats control amgority of the seats in both chambers of congressin year t-1, and O otherwise,
(2) New Democratic Congress, equd to 1 if Democrats control amgjority of the seats in both

chambers of congressin year t-1 but did not control in year t-2, and O otherwise; (3) Old
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Demoacratic Congress, equa to 1 if Democrats control amgority of the seats in both chambers of
congressin year t-1 and in year t-2, and O otherwise; (4) New NonDemocratic Congress, equal to 1
if Democrats do not control amgority of the seats in both chambers of congressin year t-1 but did
control both chambersin year t-2, and 0 otherwise; (5) Democratic President, equal to 1 if
Democrats control the presdency in year t-1, and O otherwise; (6) Programis'Y oung, equd to 1 if
programi isinitsfirg 3 years of funding in year t; and (7) interactions of the congressond control
variables and the economic change variables. The political control variables are lagged because
amog al of the budget decisonsfor fisca year t are made in calendar year t-1 (or even earlier).
We estimate these equations for avariety of different programs and groups of programs. We dso
edimate a variety of modds with different subsets of these included as regressors.

We dso compare groups of programs with different features: those with benefits that are
highly targeted a the poor vs. those that are more universd; those with geographically concentrated
distributions of benefits; those with benefits that go disproportionately to areas where one of the
partiesis politicaly strong; and those that are financed out of earmarked taxes with trust funds.

Appendix Table A.1 describes the data sources for dl of the variables.

3.2. Analysis by Functional Categories

Table 1 presents results at the broadest level, functional categories. The functions are
aranged in three groups. Thefirst isagroup of socid protection and socid investment programs
(functions 450, 500, 550, and 600). The second isagroup of socid protection programs mainly for
the dderly (650, 570, and 700). The third isagroup of other domestic functionsthat servesasa

kind of “control” group.”

"InTables 1, 2 and 4, we use the Prais-Winston transformed regression estimator to correct for first-order
serial-correation in the residuals, and the Huber-White robust estimator to calculate standard errors.



The analysis covers the period 1962- 1998 because that is the period covered by the U.S.
Budget Historical Tables, and we doubt our ability to construct expenditures by function for earlier
years. Threefindings sandout. Firg, the only function that shows a clearly counter-cydicd
pattern of spending is the Income Security function (600). Most of the other socid protection
functions exhibit no clear pattern. Two of the functions show evidence of a somewhat pro-cydlic
pattern when the income variables are used as the economic regressors (top panel), but not when
the unemployment variables are used. Similarly, the “other” functions are neither strongly pro-
cydlic nor anti-cydlic.

Second, Democratic control of congress gppears to affect spending on certain functions.
Democratic control matters especidly for the socia protection programs, and aso for

environmental and energy programs®

3.3. Analysis by Program-Groups

In this section we present the results of our cross-section, time-series anadlyss of socid
protection programs and program-groups.

Appendix Table A.2 ligts the mgjor programs and program-groups used in the andysis, and
provides information about the degree to which program benefits are targeted at the poor. The
included programs and program-groups are those for which the Targeted column is not missng.

Table 2 presents the basic results.® Column 1 shows that overall, spending on socid
protection program-groups appears quite counter-cyclical, consstent with the aggregate results

from section 3.2. The most counter-cydlicad program, by far, is unemployment insurance (column

® Including a dummy variable for the party of the president, either contemporaneous or lagged, has no effect
on the conclusions — the estimated presidentia effect is dways statisticaly insignificant, and the estimates
for the other variables do not change much.
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2). Thisisnot surprisng — as unemployment rises during a recession, unemployment insurance
expenditures should naturdly rise aswell. It is possible, however, for the government to cut
benefits and/or limit digibility during the fiscaly congtrained atimosphere of arecesson

congtrained in order not to “bust the budget.” Evidently, this does not occur inthe U.S. Ingteed, a
1% incresse in current unemployment leads to alittle more than a 1% increase in unemployment
spending (see the bottom panel). As shown below, thisisnot true for certain LAC countries.

We divide the remaining programs and program-groups into three sets: those with benefits
that are highly Targeted at the Poor, those with benefits that are Targeted at Places, and those that
aremore universal.'® Results for these subsets are shown in columns 3-5.

Interestingly, both targeted and non-targeted programs appear to be counter-cyclicd, and
roughly equally so. The programsthat are Targeted at Places (such as Appdachian development
programs, Indian health and education programs, and rural development grants) seem much less
counter-cyclic than the programs that not so geographically targeted. However, they are not
particularly pro-cydlic, ether.

Another finding isthat programs seem to grow quickly in thefirst few yearsthey arein
place. Thisgrowth isespecidly robugt (datigticaly) for programs and program-groups targeted at
the poor. Such programs may be passing through “trid periods.”

Finally, party control of congress clearly matters'? Al types of programs grow more

rapidly when congressis under Democratic control. 12

® We also estimated specifications that include program-specific fixed effects. The results are very similar to
those reported in Table 2.

1% We leave unemployment insurance aside. If included, it would be a Non-Targeted program.

' We also estimated specifications that included presidential control variables, but found little evidence that
the party of the president matters for socia protection spending.

2 Including the average percentage of Democrats in each chamber — either as a more continuous measure of
congressiona “preferences’ or to capture the idea that a party's “ power” is arelatively smooth and
monotonic function of its seat-share — has no noticeable effect on the results. This variable is aimost always
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Examining the party coefficients more closdy reveds an important difference between
programs that are targeted at the poor and those that are not: spending on programs thet are
targeted a the poor is much more sengtive to party control in congress than spending on non-
targeted programs. If Democrats control congress during the year gppropriations are made, then
targeted socia programs can expect to grow by 5% more than if congressis under divided or
Republican control. These programs exhibit especidly large growth rates, of 10%, in the first year
of Democratic control. In contragt, in the first year when congressis either divided or under
Republican control, spending on targeted programs fdls by an average of 10% or more. These are
large differences, given that the average absolute change in spending on targeted programsisless
than 13%. Changesin party control have amuch smaler impact on spending patterns for non-
targeted programs.

Table 3 makes the same point a different way. It shows how changesin congressond
control affects the growth rate of spending for targeted and non-targeted program-groups. For
programs targeted at the poor, changes in control have alarge impact — a switch from solid
Democratic control to Republican or divided control gppears to cause spending on targeted
programsto fal by 8%, while a switch from Republican or divided control to Democratic control is
accompanied by an increasein spending of 9%. The “swings’ that are possible from dternaionsin
power — overdl spending changes of 17% in just afew years— are dramatic. In contrast, spending

on non-targeted programs and program-groups appears much less affected by partisan politics®

satisticaly insignificant, and the effect of the party dummy remains strong and significant (despite the fact
that the two variables are fairly highly correlated). Thisis similar to the null findings by Kiewiet and
McCubbins (1991) and others. It suggests that majority control is what mainly matters.

3 In contrast with Tables 1 and 2, this brief analysisis more in the spirit of the zero-based-budgeting view of
decision making than the increment-budgeting view. It illustrates the point so cleanly, however, that it
seems worth presenting. Also, it shows that our conclusions about partisan effects are not driven by the
increment-budgeting perspective.
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Thus, dthough targeted and non-targeted programs appear to have smilar levels of “policy
risk” caused by economic fluctuations, they have noticegbly different degrees of “policy risk”
caused by changing party tides.

Partisan differences are explored further in Table 4. The specification includes interactions
between the contemporaneous and lagged congressional control variables and the contemporaneous
and lagged changesin economic conditions. The results suggest an interesting difference between
solidly Democratic congresses and congresses that are either solidly Republican or divided. When
Democrats control congress, spending on socid protection programs appears strongly counter-
cyclic. Under adivided or Republican congress, however, spending is not counter-cyclic and by
some measures is perhaps even dightly pro-cydic.

We must mention one large caveat before proceeding: our andysis only dedls with ongoing
programs, and says nothing about the factors that influence the initiation of new programs or the
termination of existing programs. Browning (1986) cd culates that there were 177 new socid
welfare programs begun between 1947 and 1982. Of these, 116 (66%) were initiated during
periods of solid Democratic control, and 57 (32%) were initiated during periods where Democrats
controlled congress (also, of these 57 programs, 72% were initiated by congress rather than the
presdent). Thus, in terms of partisan effects, including program initiation would amost surely
reinforce the conclusionsin our andyss. We know less about the effects of economic
circumgtances. A cursory andysis indicates that more new programs are initiated when economic
times are good than when they are bad (dthough the differences are not large or Satidticaly
sgnificant). This suggests that while existing most socid protection programs are either counter-
cyclic or non-cyclic, when program initiation and termination decisions are taken into account

socid protection spending may have a somewhat more pro-cydlic flavor.
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3.4. Analysisof Individual Programs During Recessions

Table 5 presents data on about 60 programs during two different periods, 1972-1975 and
1978-1983. Thefirg two years of each period are “good” years, with solid economic growth and
relatively low unemployment. The others are “bad” years, with negative economic growth, high
unemployment, or both. We divide the 1980- 1983 period into two “bad” sub-periods. The 1980-
1981 budgets were enacted under solid Democratic control of congress and the presidency (Carter),
and the 1982- 1983 budgets were made under divided control of congress and a Republican
president (Reagan). For each of the two “episodes’, the first column gives the average per-capita
spending on each program during the two good years. The second column gives the average per-
capita spending in the subsequent bad years relaive to that in the good years.

The table reveds anumber of interesting patterns. First, education programs generdly
fared poorly during bad years — with few exceptions, spending on these programs declined in dl
three “bad” periods. Thisistrue even for 1980-81, athough the cuts were not as deep. Second,
employment and job training programs were often cut during bad years, despite the fact that more
workers are unemployed and perhaps in need of these programs. All of the mgor programs were
cut sharply in 1982-83 under Reagan. Thelarge job training programs grew during the 1974-75
and 1980- 81 periods, but the large public service employment program suffered huge cuts. Overall
spending on the employment and manpower programs was lower in dl of the bad periods.

Finaly it isinteresting to compare specific programs. The contrast between Food Stamps
and Aid to Families with Dependent Children (AFDC) is especidly reveding. Spending on Food
Stamps was higher in dl of the bad periods. Thisis due to the fact that many unemployed workers

and the working poor are eigible for food stamps, and the bureaucratic costs of obtaining them are

27



not too high. On the other hand, spending on AFDC was lower in dl of the bad periods. The
contrast is interesting because both programs are highly targeted at the poor (see Table A.2). Both
have dso long been attacked as programs plagued with fraud and exploited by “welfare cheats.”
Despite these amilarities, the programs have had very different histories over the past thirty years.
Food Stamps grew steadily — real per-capita spending grew 20 times between 1969 and 1995.
AFDC shrank — real per-capita spending on AFDC was lower in 1995 than in 1969 — and in 1996 it
was replaced by Temporary Assstance for Needy Families (TANF). It isdoubtful that many
observersin 1969 would have predicted these divergent trgectories. “Politica vulnerability” is not

easy to predict.

4. The Dynamicsof Social Spending Latin America and the Caribbean
We conduct the analysis of Latin America and the Caribbean at two levels. Thefirst
corresponds to something in between the first and second levels of the U.S. andyssabove. The

second isthe individua program levd.

4.1. Analysis by Broad Spending Categories

Thefirgt level conssts of eight aggregate categories of socia expenditure — total socid
pending, primary education, secondary educetion, higher education, total education, public hedlth,
socid security and wefare, and housing. These are the categories for which we can obtain
relatively long and comparable time-series data for most LAC countries.

We use this data to conduct several cross-section, time-series (panel) analyses of 19

countries over the period 1970-1996. The specification is Smilar to that in section 3.3 above:

DGit = bgi + b1 DIt + S g Xijt + it
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where DG;; is the percentage change in per-cgpita oending on agiven item in country i from year t-
1 to year t, Dl is the percentage change in real per-capitaincome from year t-1 to year t, and { Xi;i}
isaset of country-specific political variables and program-specific variables

The political and program variables used are: (1) Democratic Regime, equd to 1 if country i
isunder democratic rulein year t, and O if the country is under authoritarian rule; (2) New
Democratic Regime, equd to 1 if the country i isunder democratic rulein year t but was under
authoritarian rulein year t-1, t-2, or t-3, and 0 otherwise; (3) Old Democratic Regime, equd to 1 if
country i is under democrétic rulein year t and dso in yearst-1, t-2, and t-3, and O otherwise; (4)
Left/Populist Regime, equal to 1 if country i is under democratic rule and has a left, center-1eft, or
populist government in year t; and (5) interactions of the regime variables and the economic change
vaiables. Unlikein the U.S. andyss, the regime-type and government control variables are not
lagged. Thisreflects the less cumbersome budgetary process that istypica in LAC countries,
where power is concentrated in the presidency and bureaucracy (Mainwaring and Scully, 1995).
For asgmilar reason, we focus on the executive branch rather than the legidature in defining regime
type and |eft vs. right control.*® Appendix Table A.1 gives the data sources for dl variables.

Table 6 presents the basic results for overdl socid spending and for each of the broad
categories. Education and hedlth are pooled, since the estimates for these categories are remarkably
smilar to each other when they are treated separately. Severd patterns are evident. Firdt, the
elagticity of overal per-capita socid spending with respect to per-capita GDP is dearly postive,
but lessthan 1 (column 1). Thus, in contrast to the U.S,, socid spending in LAC countriesis

grongly pro-cydlic rather than counter-cydic. Thisisnot anew finding, having been shown for

1 We aso estimated models with the lag of the percentage change in real per-capitaincome, Diy;, as a
regressor. This variable was amost never significant, and including it had little affect on the estimates of
the other coefficients, so we do not include it in the specifications presented in the tables.
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Argentina and Mexico by Ravalion (1999), Wodon and Hicks (1999), and Hicks and Wodon
(2000), but it indicates that the phenomenon is common throughout Latin Americaand the
Caribbean. Also, while social spending gppearsto be a“norma” good, it does not appear to be a
“luxury” good.

Second, spending on education and hedlth is quite pro-cydlic, with an income dadticity of
about 1 (column 2). The income dadticity for housing is even larger, about 2, but is somewhat
imprecisdy estimated (column 4).° Socid security and welfareisthe least pro-cydic type of
gpending, and its estimated income dadticity is not satisticdly different from zero at the
conventiond .05 level (column 3). In many Latin American and Caribbean countries socid
security tends to be less targeted than education and public hedth care, since socid security only
coversworkersin the forma sector, and the “welfare’ component of this category tends to be quite
andl (e.g., Soan, 1984; Inter- American Development Bank, 1991; Maddison and Associates,
1992; Raczynski and Romaguera, 1995; Ravdlion, 1999).

Third, socid spending grows more under democratic rule — epecidly during the first few
years of democratic rule — than under authoritarian rule’” Thisis consistent with the findings of
Avdino (1999) and others. Interestingly, the effect is driven largely by spending on education and
public hedlth programs. For these categories, annua spending increases are 8 percentage points
higher under new democratic regimes than under authoritarian regimes. Changesin socid security
gpending seem to be independent of regime type (and the housing coefficient, while large, is not

datidicaly sgnificant).

> A few of the Caribbean countries have parliamentary systems (e.g., Belize and Jamaica). In these, the
executive is virtualy aways dominated by the largest party in the legidature.

'8 According to the data, housing expenditures are especialy volatile. It is not clear how much of thisis
real, due to such factors as the “lumpiness’ of construction projects and their investment nature, and how
much is measurement error. In most countries housing is much smaller than the other categories, and even
rounding error may have a noticeable impact.



Findly, we find no evidence that |eft-wing, left-leaning, or populist governments are more
proneto increase socia spending than other governments (column 5). Thisis true even when we
limit the sample to democratic governments. Much more work needs to be on thisissue, however,
before drawing any firm conclusions. First, we would prefer to have coding of party "ideologies’
based exclusvely on criteria such as party manifestos, policy statements, or disaggregated eection
results that indicate the relative socioeconomic composition of each party's dectoral base'®
Second, we have focused exclusively on executive, and ignored the countries legidatures. More
detailed data and analysis is needed in order to properly incorporate the legidatures, to determine
not only their rddive left-right postions but so how powerful they are vis-a-vis the executive
(whilethey are al wesk relative to the U.S. Congress, thereis considerable variation). This strikes
us as an important project for future work.

Averaging over countries, the estimatesin Table 6 imply that the expected changein red
per-capita socid spending in acountry isonly srongly positive when the economy is rdativey
hedthy and the country is under democratic rule. Table 7 shows this even more smply, giving the
change in spending on hedth and education, broken down by regime type and economic
circumstances. The average change in spending is large and positive only when (i) thereisa® new”
democratic regime and the change in per-capita GDP is either around zero or positive, or (ii)
thereisether a“new” or “old’ democratic regime and the change in per-capita GDP is pogitive.

Table 8 explores the differences between democratic and authoritarian regimesin more

detall. Both types of regimes cut socid spending sharply during economic downturns, and by

" We dso included a variable for New Authoritarian Regime variable, but it is never significant.

'8 Asnoted in Table A.1, we mainly rely on the Database of Political Institutions of Beck et al. (1999) to
define party positions. While this data set isimpressive both in its scope and detail, the criteriafor coding
parties as |eft, center, or right are not ideal. AsBeck et al. note, "Our sources had little detail on party
platforms and agendas with respect to economic policy. Therefore, to identify party orientation with respect
to economic policy, we used the following criteria..." What followsisalong list of different criteria
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roughly smilar amounts. If anything, spending seems to be more pro-cyclic under democratic rule
than under authoritarian rule, though none of the differencesis sgnificant a the .05 levd.

Table 8 dso compares the effects of pogitive and negative economic shocks. Ravalion
(1999) found a large asymmetry in his sudy of Argentina— while negative economic shocks
caused large decreases in the share of government spending devoted to socid protection programs,
positive economics caused only smdl increasesin this share. Averaging over al of the LAC
countriesin our sample, we find no evidence that such an asymmetry exists with respect to per-
capitagpending. Only for socid security spending isthere a gatisticaly sgnificant difference
between positive and negative shocks. Moreover, what we find is that an increase in per-capita
leads to an increase in per-capita socia security spending, but a drop inincome does not lead to a
drop in spending (nor, perhaps unfortunately, to an increase).

Table 9 examines education spending in dightly more detail, dividing it into primary and
secondary education (as one category) and higher education. Primary and secondary education is
generdly much more targeted towards the poor than higher education spending, and in many LAC
countries higher education spending is actually targeted more at the upper and middle classes*®
Interestingly, spending on primary and secondary educetion gppears to be somewhat less pro-cydic
than higher education spending. The estimated income dadticity for primary and secondary
education is about .5, while the dadticity for higher education isaround 1.2° Thus, we have an

important case where the programs that are more pro-poor are less pro-cydlic.

19 Seg, for example, Hausmann and Rigobon (1993) and Grosh (1994). In most of the countries studied the

distribution of primary education spending is quite progressive, secondary education spending is dightly

progressive or neutral, and higher education spending is quite regressive. Primary education constitutes the

bulk of the primary and secondary category.

% The difference is statistically significant at the .05 level using the UNESCO data, but not using the IADB

data. Also, we find no significant differences in how democratic and authoritarian regimes treat the two

education levels. The UNESCO data also alows us to analyze primary and secondary spending separately;

doing so we find no significant differences between the two levels.
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Overdl, then, the effect of program targeting seems ambiguous. On the one hand, in the
two cases just andyzed the more progressive category appears to be less pro-cyclic. Spending on
housing is dso quite pro-cyclic, and in many LAC countries these expenditures are regressive, with
the bulk of the benefits going to the middle class (e.g., Maddison and Associates, 1992; World
Bank, 1994; Veganzones, 1997). On the other hand, the socid security and welfare category isone
of the least targeted, sSince it tends to cover only workers in the more highly paid forma sector, and

it isthe least pro-cyclic of the mgor items. It isaso not very affected by regime type.

4.2. Analysis of Individual Programs During Recessions, Brazl 1977-1984

In this section we andyze spending on individua programs and sub-functions for Braxzil
during the period 1977-1984. There are 14 programs and sub-functions, induding housing, socid
assigtance, socia security, rurd development, urbanization, hedlth care, public health and hygiene,
public safety and 4 education programs (these are aggregated from 18 smdler programs).
Appropriations for these programs and sub-functions were congstently available in the
appropriations bills passed by the Brazilian legidature in each of these years.

Table 10 presents the basic results of comparisons between average per capita expenditures
immediately in good and bad economic times. We define “good” years as those in which per-
capita GDP did not fall, in this case the years 1977-1980 and 1984. Conversdaly, the recession year
1981-1983 are “bad.” The first column in the table shows average per- capita spending on each
budget item during the good years, and the second column gives average per-capita spending in the
bad years rdative to the good years.

The table shows that for most programs, per-capita spending isthe same or lower in bad

years. Thisistrue even for unemployment insurance, despite the fact that unemployment was 50%



higher during the bad years. On the other hand, spending was higher for three of the largest
programs — socid security and the two major education programs. There are no clear differences

between programs more or less progressive distributions of benefits.

4.3. Analysis of Individual Programs During Recessions, Colombia 1979-1986

In this section we andyze eleven socid protection program sub-functionsin Colombia
primary, secondary and tertiary education, food and nutrition services, hedlth care, sanitation, socia
security, and culture and physica education (these are aggregated from 30 smaller programs).
Table 11 presentsthe results, using the same format as Table 10 above. The “good” years are
1979-81 and 1984-86, and the “bad” years are 1982-83. Four patterns are noteworthy.

Firgt, unlike the broad findings from the aggregate andysis, socid spending in Colombia
appears somewhat counter-cyclic. Spending on amost dl itemsis higher in the bad years.

Second, spending on education is counter-cyclic across dl three educationd levels. Primary
education expenditures are the most counter-cyclic, followed by secondary education and then
tertiary education. Primary and secondary education subsidies are targeted toward the poor
(athough the evidence is mixed if one consider per capita subsidies only); and asin other LAC
countries higher education expenditures in Colombia are highly regressve (World Bank, 1994).

Third, hedth care spending is dso dightly counter-cyclic, but the more regressive programs
show the largest increases in bad years. Per-capita expenditures by the Public Hedlth Service
(PHS) were 3% higher in bad years relative to good years. Per-capita hedth expenditures by the
Ingtitute for Socia Security (ISS) were 6% higher in bad years. While PHS spending is
progressive, |SS hedth care spending is regressive — for example, in 1992 the two bottom quintiles

received only 25% of benefits (World Bank, 1994).



Findly, spending on rurd programsis dso higher in the bad years. Thisisimportant
because over 70% of Colombiansliving in extreme poverty residein rural areas. Since the mid-
1970s, Colombia has operated severd rura development programs, including DRI, INCORA and
PNR. INCORA isquite progressive but DRI and PNR are not (World Bank, 1994).

Tables 10 and 11 reved dtriking differences in how Brazilian and Colombian socid
spending responds to adverse macroeconomic shocks. Expenditures on most programsin Brazil
appear pro-cyclic, whilein Colombiathey appear counter-cyclic. What explains the difference?
While the scope of our andysis leaves many factors unexplored, one likely explanation attributes
the variation across cases to the magnitude of the shock. Among LAC countries, Colombia
experienced relatively smal income shocks following the debt criss and maintained rdatively low
levels of unemployment during 1982 and 19832, In cortrast, redl GDP per-capitain Brazil
declined by 6.7% in 1981 done. Thus, it isless surprising that Brazil was forced to cut spending
virtudly across the board in response to worsening economic conditions, whereas Colombiawas

better positioned to increase socid spending and to some extent counter the effects of declining real

GDP per capita.

5. Conclusion

Perhaps the main lesson to draw from this paper isthat there are Sgnificant and interesting
differences between different types of socia spending and socid protection programs. Inthe U.S,
gpending on "income security” seems uniquely counter-cyclic, while spending on education and job
training might even be pro-cyclic. Also, programs targeted at the poor seem to be "partisan

footbals" more often than non-targeted programs. In LAC countries, expenditures on education



and hedlth care follow similar paths to one another, but this path looks quite different from that
followed by socid security and housing. Spending on education and hedlth care spending is
especidly pro-cydic, and dso fluctuates more widdy as a function of the type of politica regime.

This suggests that disaggregating the broad category "socid spending” islikely to prove
fruitful in future research.?> Our own top priority is to collect more data at the program or sub-
function leve for alarger st of LAC countries and over longer periods of time. We will then
continue to explore the importance of changes in politica control on changesin palicy.

The gpparent unimportance of “ideology” is especidly puzzling. It ispossblethat thisis
right. Many scholars of Latin American politics argue that most partiesin Latin Americaare not
very ideologicd, particularly those parties that have actudly held power. On the other hand, we
may smply have mismeasured the true ideologica or policy orientation of the government ina
large number of cases. We may aso have aggregated across too many countries. Or, we may have
looked at the wrong categories of spending. Thisissue deserves closer attention.

Another possibility isthat while ideology does not matter, change per se does. Do changes
in who controls the government lead to large changesin public policy, but without a clear
direction? Some arguethat thisisthe case “Presidents, minigters, and governors like to link their
adminigrations with a digtinctive socia and economic program. Consequently, the policies of one
adminidration are rarely pursued by the next. With thelack of socid mobilization in Latin
America, programs do not build up clienteles as they do in the United States, which helps account
for Zig-zag patterns in the former and greater policy continuity in the latter” (Sloan, 1984, pp. 151-

152). Systematic empirica evidence on this point is scarce, however. Severd scholars have found

*! Real GDP per capitafel by 1.1% in 1982 and by only 0.48% in 1983. Unemployment rose to 9.1% in
1982 and to 11.1% in 1983. It remained above 13% for at least the next three years, but real GDP per capita
recovered more quickly.



large changes in the pattern of public expenditures associated with changes between democratic
and authoritarian regimes, and we do aswell. Are there dso large changes within regime type,

amply asafunction of executive (or even legidative) turnover?

22 Distinguishing between capital expenditures and current expenditures may also be important, and we have
not dedlt with thisat al in the current paper. Are capital expenditures noticeably more pro-cyclic?
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Tablel
Changesin U.S. Federal Spending by Function, 1962-1998

Dependent Variable = Percent Change in Per-Capita Spending

%Din Lagged %Din Democratic

Per-Capita GDP | Per-Capita GDP Congress R?
450 Community & Regiona Develop 37 (1.32) 25  (L04) | .23~ (04 [ 42
500 Educ, Training, Employ, Soc Service | 2.23**  (1.05) 74 (1.09) | .14** (04 | .26
550 Health .50 (.57) -.32 (.57) 07** (02 | .15
600 I ncome Security -1.55%*  (.44) | -2.33**  (.77) .05 (.03) | .47
650 Socid Security .39 (.27) -.22 (.24) 03** 0y | .17
570 Medicare 25 (.69) -51 (.45) 04 (03) | .11
700 Veterans Benefits & Services -27 (.:30) -51 (.34 .02 (02 | .11
250 Science, Space & Technology 48 (.53 24 (54) 04 (04 | .05
270 Energy 31 (1.93) | -3.00 (L74) | .43** (.08) | .46
300 Natural Resources & Environment -17 (.29) -17 (.61) .06** (02 | .14
350 Agriculture 97 (333 | -14 (282 -13 (149 | .04
400 Transportation 113**  (53) | -87** (43) .05* (03) | .32
750 Administration of Justice 23 (.47) -57 (.44) 01 (.03) | .06

%D *in Lagged %Din Democratic

Unemployment Unemployment Congress R?
450 Community & Regiona Develop -37 (.27) .09 (.16) 24 (05 | .30
500 Educ, Training, Employ, Soc Service -.16 (.17) 01 (.12 5% (.05 | .15
550 Hedlth -4 (.07) .08 (.07) O7** (.03) | .15
600 Income Security 35%* (.07) 25** (.07) .04** (.02) |.71
650 Social Security -.02 (.03) O7** (.03) 03** (0 | .22
570 Medicare -.00 (.10 .05 (.07) 04 (03) | .10
700 Veterans Benefits & Services .08 (.05) .06 (.04) .02 (.02 | .15
250 Science, Space & Technology -.07 (.07) 01 (.08) 04 (.05 | .05
270 Energy 12 (35) | 5I1**  (22) | 41** (0O7) | 52
300 Natural Resources & Environment Jax* (.05) .02 (.10 06** (02 | .20
350 Agriculture .07 (41 .28 (.37) -14 (13) | .05
400 Transportation -.07 (.09 4% (.06) .05 (04 | .23
750 Administration of Justice .02 (.07) .09 (.07) 01 (.03) | .05

Standard Errorsin parentheses.

** = ggnificant at the .05 levd; * = ggnificant at the .10 leve




Table?2
Changesin U.S. Federal Social Protection Spending, 1948-1998
Setsof Programswith Different Characteristics
Dependent Variable = Percent Change in Per-Capita Spending
All Unemploy | Other Non- | Targeted | Targeted
Programs | Insurance | Targeted at Poor | At Places

%D in Per-Capita GDP -22 -7.57%** A7 -.26 .66
(.25) (1.25) (.33 (.37) (.81

Lagged %D in Per-Capita GDP 91*** -B.77*** - 78%* -.86F** .26
(.23 (1.33) (.34) (.31 (.74)

New Demoacratic Congress .03 -.01 -04 0% ** .08
(.03) (.19 (.09 (.02 (.06)
Old Democratic Congress 06*** .01 05*** 06*** A3
(.015) (.05) (.02 (.02 (.04

New Non-Democratic Congress | -.05** -12 -.03 - 10F** 5%
(.02) (.15) (.02 (.03) (.09)

Programis Y oung A0 -- 2% JqxH* .02
(.03) (:07) (:04) (:08)

Constant 01 .29 01 .02 -.09
(.01 (.05) (.02 (.02 (.05)

R? .05 62 o4 .08 .06
# of observations 1635 51 730 695 159
%D in Unemployment A3 1.27%%* .04 16F** -04
(.03) (11 (.04 (.05) (.10

Lagged %D in Unemployment N S3F** J2Fx* 08*** .02
(.03) (.11 (.05) (09 (\12)

New Demoacratic Congress 04 .03 -04 N Al .07
_ (.03) (.10 (.09 (.09 (.06)
Old Democratic Congress 05+ ** -.00 0% ** 05*** 2% *
(.0 (.04 (.015) (.02 (.04

New Non-Democratic Congress | -.07*** -.014 -.03 - 13k A4
(.02 (12 (.03) .(03) (.10

Programis Y oung A0+ -- 12 0x** .02
(.03) (:07) (.04) (.08)

Constant .00 .01 .00 .00 -07
(.01 (.04) (.01 (.02 (.04

R? 07 84 05 10 .06
# of observations 1621 50 722 691 158

Standard Errors in parentheses.
*** = ggnificant at the .01 level; ** = ggnificant a the .05 leve; * = dgnificart at the .10 level



Table3

Changesin U.S. Federal
Social Protection Spending, 1948-1998

Targeted vs. Non Targeted Program: Groups
Cdl Entries = % Change in Per-Capita Spending

Lagged Changein Targeted Non-
Congressiona Control At Poor | Targeted

Democ to Repub or Divided -.08 -.01
(56) (59)

No Change .05 .03
(693) (713)

Repub or Divided to Democ .09 -.03
(35) (39)

Number of observationsin parentheses.




Table4

Changesin U.S. Federal Social Protection Spending, 1948-1998
Democratic vs. Republican Responses to Economic Conditions

Dependent Variable = Percent Change in Per-Capita Spending

All Programs Non-Targeted Targeted at Poor
DemCong Other | DemCong Other | Dem Cong  Other
%D in GNP -.25 35* 16 .39 -.50 1.00
(:30) (45 (.43 (48) (.45 (.65
Lagged %D in GDP -0.96*** -.36 -.80* -43 -.83** -.39
(.29 (.33 (.42) (.50) (42) (.46)
New Demacratic Congress . - 4 xx
(.03 (.05) (.05)
Old Democratic Congress 09 ** 06** e
(.02 (.025) (.03
New Non-Democ Congress -.03 -.02 -.06*
(.02 (.03 (.03
Program is Y oung JaEF* J4** J2kx*
(.03 (.07) (.03
Constant -01 -.00 -.03
(.02 (.02 (.03
R’ .05 .05 .09
# of observations 1635 730 695
%D in Unemployment J5x** .06 .06 -.00 21 -.00
(.04) (.06) (.06) (.06) (.06) (.10
Lagged %D in Unemp 0% ** A1+ 0%+ 14 .05 07
(09 (.06) (.05) (.09) (.05) (.07)
New Demoacratic Congress .04 - e Al
_ (.03 (.04) (.04)
Old Democratic Congress 05** 05*** 06***
(.01) (.01) (.02
New Non-Democ Congress -.05%* -.02 - 10x**
(.02 (.03 (.03
Program is Y oung N J4** B A
(.03 (.07) (.03
Constant -.00 -.00 -.00
(.01 (.01 (.01
R? .07 .06 a1
# of observations 1621 22 691

Standard errorsin parentheses.
*** — ggnificat a the .01 leve; ** = dgnificant a the .05 levd; * = dgnificant at the .10 leve




U.S. Federal Social Protection Spending

Tableb

1972-1975 and 1978-1983

Episode |, 1972-1975 Episode I1, 1978-1983

Per-Capita Relative | Per-Capita Relative  Relative

Program Spending  Spending | Spending  Spending  Spending
1972-73  1974-75 | 197879  1980-81  1982-83

Cash Payments
Unemployment assistance 90.30 1.30 98.78 1.40 1.78
Sociad Security disability 72.26 125 122.75 101 97
Social Security retirement 606.94 112 802.5 1.08 121
Railroad retirement 23.23 150 24.15 112 1.07
Public employee retirement 64.32 1.28 110.16 114 123
Coa miners & black lung 10.53 122 12.27 114 .95
Supplemental security income - - 48.34 .98 1.03
Earned income tax credit - - 7.89 1.29 1.03
Family assistance (AFDC) 97.31 71 60.64 94 .86
Nutrition
Food stamps 30.50 150 54.96 137 131
School lunch 12.58 123 17.99 101 .86
School breakfast 0.46 204 195 124 115
Summer food service 0.38 1.44 0.99 .85 .61
Specia milk program 141 .78 1.28 .76 --
Child care food program 0.28 184 1.62 1.38 142
Women, infants & children (food) - - 4.27 1.46 164
Commodity supplementa food 0.20 1.03 0.17 115 141
Commodity program for ederly -- -- 0.45 1.46 1.66
Health Care
Medicare hospital insurance 99.17 1.19 176.92 116 1.38
Medicare supplemental insurance 36.13 119 71.57 123 152
Medicad 71.62 115 10041 110 112
Community hedlth centers 185 116 211 1.10 1.02
Materna & child hedth 191 131 3.46 .87 .83
Substance abuse & mental health 391 147 5.70 92 .69
Housing
Public housing 13.67 115 10.64 104 1.03
Low income housing assistance -- - 10.43 194 293
Low income interest sub. — rental 2.00 218 5.96 87 74
Low income interest sub. — owner 3.98 105 0.98 122 1.86
Rent supplement 144 146 2.46 87 64
Rural rental assistance
Rura housing loans
Low income energy assistance -- - 1.80 7.26 6.88
Social Services
Socia services grants 24,95 92 2745 .82 .62
Child welfare services 754 121 11.01 135 141
Legal services -- - 193 1.30 .86
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Table5, Continued

Episode I, 1972-1975

Episode 1, 1978-1983

Per-Capita Relative

Per-Capita Rddive Rdative

Program Spending  Spending | Spending  Spending  Spending
1972-73  1974-75 | 197879 198081  1982-83
Education
Head start 5.85 92 6.19 .98 1.00
Education for deprived children 26.47 .88 26.68 84 67
Vocationa education 6.36 .86 5.97 .93 57
Adult education 0.98 .85 0.69 143 7
Bilingua & immigrant education 0.56 151 135 94 74
Basic educ. opportunity grants - - 17.00 1.04 .99
Suppl. educ. opportunity grants 337 .89 2.90 1.00 .82
Work study 5.48 .69 491 91 .76
Disadvantaged student programs 0.95 .96 120 .99 .86
Employment & Manpower
Job training (CETA, JTPA) 24.51 112 51.63 1.06 42
Public service employment 12.20 53 38.63 27 01
Trade adjustment assistance 0.29 .76 254 4.87 18
Employment service 6.17 97 6.32 97 .66
Job training & basic skills (WIN) 349 122 3.56 .86 .50
Rehab. services & disab. research 8.88 107 8.61 .88 64
Senior community service employ - - 161 121 114
Community & Regional Devel.
Community development grants 2242 1.38 26.65 81 .67
Appadachian regiona develop. 3.85 1.00 2.63 .99 73
Native Americans
Hedlth service 2.86 113 4.84 1.06 94
Education 0.37 147 0.59 1.03 .85
Veterans
Service-connected disabil. comp. 56.90 99 61.23 101 1.05
Non-service-connected pensions 39.66 87 32.09 .89 .82
Hospital & hedlth care 38.44 1.09 49.71 1.02 104
Education programs 36.84 138 29.54 .64 45
Insurance & buria benefits 1.40 1.30 1.67 91 53

Per-capita spending in 1998 dollars.




Table6
Changesin LAC Social Protection Spending, 1970-1997

Broad Spending Categories

Dependent Variable = Percent Change in Per-Capita Spending

Total Soc. Socid Education Education
Spending | Security | & Health | Housng | & Hedlth
%D in GDP BOx** .38* 1.00%** 2.3F** 1.00***
(.13 (.23 (.11 (.70) (11
Lagged Deficit - TOF** -.67* -.Q3x** -1.08 - 91x**
(20 (.37) (.17) (1.08) (.17)
New Democratic Regime 05** -.02 08r** 10 09***
(.02) (04 (.02 (.14 (.02
Old Democratic Regime 04 .02 025 01 .03*
(.02 (.03) (.02 (.10) (.02
New Left/Populist Regime -- -- -- -- -.03
(.02
Old Left/Populist Regime -- -- -- -- -.01
(.02
R? within 17 02 18 .05 18
R’ between 18 20 14 02 14
R? overal 15 .03 17 04 18
# of observations 388 401 841 349 835

Category © Country fixed-€effectsincluded in al specifications.

Standard Errorsin parentheses.

*** = ggnificant a the .01 levd; ** = ggnificant a the .05 levd; * = ggnificant at the .10 leve
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Table7
Changesin LAC Social Protection Spending
Education and Health Spending, 1970-1997

Cdl Entries = % Change in Per-Capita Spending

%D in GDP

Regime Type <-.01 [-.01,.02] > .02

New Democratic Regime -.03 .09 A3
(20) (30) (28)

Old Democratic Regime -.09 .03 .07
(125) (176) (225)

Authoritarian Regime -.10 .02 .03
(66) (59) (112)

Number of observationsin parentheses.



Changesin LAC Social Protection Spending, 1970-1997

Table8

Democratic vs. Authoritarian Responses to Economic Conditions
and Differencesin Responsesto Positive and Negative Shocks

Dependent Variable = Percent Change in Per-Capita Spending

Total Soc. Socid Education | Tota Soc. Socid Education
Spending | Security | & Hedth | Spending | Security | & Hedth
%Din GDP~ Dem. Regime 95 ** 52* 1.13*** -- -- --
(.16) (.28) (.13
%Din GDP~ Auth. Regime bS1** A1 A4x** -- -- -
(22) (.39 (.18)
%Din GDP“ [DGDP > Q] -- -- -- TTx** 1.18** T4
(.26) (.46) (22)
%Din GDP~ [DGDP< Q] -- -- -- B2xH* -.19 1.20***
N (20 (.37) (.17)
Lagged Deficit BLr** -.69* -.93%** - 79 ** -.61* - Q5% **
_ _ (.22) (.37) (.17) (20 (.37) (.17)
New Democratic Regime 04* -.03 0g*** 05** -.02 08***
(.02) (.04) (.02 (.02 (.04 (.02)
Old Demoacratic Regime .03 01 .02 04* .02 .02
(.02) (.03) (.02) (.02) (.03) (.02)
R? within 17 .03 18 17 .03 18
R? between 18 20 14 18 22 14
R? overall 16 .03 .18 15 04 18
# of observations 388 401 841 388 401 841

Category © Country fixed-effectsincluded in dl specifications.
Standard Errorsin parentheses.
*** = ggnificant a the .01 levd; ** = ggnificant a the .05 leve; * = ggnificant at the .10 leve
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Table9

Changesin LAC Social Protection Spending, 1970-1997
Education Spending by Levd
(Primary & Secondary vs. Higher Education)

Dependent Variable = Percent Change in Per-Capita Spending

IADB Data UNESCO Data
Total Educ. | 2 Educ. | Total Educ. | 2 Educ.
Spending Leves Spending Leves
%D in GDP 04 ** -- JB6*** --
(.13 (.18)
%Din GDP~ [Primary, Secondary] - 43 - 56+*
(.32 (.24)
%D in GDP "~ Higher Education - 8r** -- 1.20%**
(.30) (.29
Lagged Deficit -.98%** - 95%** - Q2% ** - Q2K **
(.20 (.37) (.30) (.28)
New Democratic Regime 08x** 2k x* .02 01
_ _ (.02 (.04 (.03) (.03)
Old Democratic Regime .03 .03 -.00 01
(.02 (.04 (.03 (.03)
R? within 23 .08 15 12
R? between 19 .07 26 .06
R? overdll 22 .08 15 10
# of observations 426 422 231 461

Levd ~ Country fixed-effectsincluded in dl specifications.

Standard Errorsin parentheses.

*** = ggnificant a the .01 leve; ** = ggnificant a the .05 levd; * = ggnificant at the .10 leve
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Table 10

Federal Spending by Program or Sub-Function
Brazil, 1977-1984

Per-Capita Relative

Program Spending Spending

1977-80 & 1984 1981-83
Primary and Secondary Education 17.777 127
Tertiary Education 7.490 1.09
Scholarships for Underprivileged 0.997 0.28
Vocationa Education 0.660 041
Health Care 5172 0.68
Sanitation 1.109 0.92
Public Safety 0.856 0.85
Public Housing 0.520 0.74
Rura Development 2.450 091
Urbanization 1.469 043
Social Security 21.170 1.06
Socia Assist./Unemployment Insurance 1.387 0.24
Physica Education and Sports 0.211 0.83
Culture 0.382 0.90

Per-capita spending in 1984 Cruzeiros.




Table11
Federal Spending by Program or Sub-Function
Colombia, 1979-1986
Per-Capita Spending  Relative Spending

Program 1979-81 & 1984-86 1982-83
Primary Education 1743.0 138
Secondary Education 1144.7 1.18
Tertiary Education 1056.7 112
Public Health Service (PHS) 4787.4 1.03
PHSICBF 1729.1 1.02
PHS, Other 2370.9 1.00
Environmenta Hygiene/Epidemiology 1394 0.87
Socid Security 6434.1 105

Socid Security, Hedlth 2416.4 1.06

Socid Security, Other 3987.1 1.03
ICBF (child & family welfare services) 675.4 094
Rural Programs (DRI, INCORA, PNR) 964.9 1.08
Public Housing 1431.2 1.08
Food & Nutrition Programs 84.3 0.48
Culture & Physical Education 1234 0.69

Per-capita spending in 1986 pesos.



TableA.1
Sourcesfor Variables

U.S. Analysis

Real GDP

Population
Unemployment rate
Spending by Function
Spending on programs &
program groups

Age of programs &
program groups
Targeting of programs &
program groups

Politica control varigbles

U.S. Bureau of Economic Andysis, NIPA Tables

U.S. Census Bureau, Historical National Population Estimates

U.S. Bureau of Labor Statistics (Series ID = LFS21000000)

U.S. Office of Management and Budget, Historical Tables

U.S. Office of Management and Budget, Historical Tables, and Appendix

(various years)
Browning (1986), and xxx, Catalogue of Federal Domestic Assistance
Various sources — see table A.2

Congressiona Quarterly, Guide to U.S. Elections

Latin American & Caribbean Analysis

Nomina GDP
Rea GDP
Population
Government deficit

Spending on broad socia
categories

Spending on education,
by level

Politica control variables
(regime type, left/right)

Spending on individud
programs, Brazil
Spending on individua
programs, Colombia

International Monetary Fund, International Financial Statistics

World Bank, World Development Indicators

United Nations, United Nations Population Statistics

International Monetary Fund, Gover nment Finance Statistics Yearbook
(various years)

International Monetary Fund, Gover nment Finance Statistics Yearbook
(various years); and Inter-American Development Bank, Economic and
Social Indicators Database (updated table received directly from Inter-
American Development Bank)

International Monetary Fund, Government Finance Statistics Yearbook
(various years); and UNESCO, Satistical Yearbook, Tablell.19 (updated
table received directly from UNESCO)

Beck et al. (1999), Database of Political Institutions; augmented using
McDonald (1971), Collier and Collier (1991), Dornbusch and Edwards
(1991), and Mainwaring and Scully (1995)

Brasil. Secretaria de Orcamentos y Financas. Orcamentos da Uni&o.
Brasilia: Departamento de Imprensa Naciona (various years).

Colombia. Ministerio de Hacienday Crédito Publico, Direccion Generd
de Presupuesto. Ley de Presupuesto Nacional (variousyears); and World
Bank (1994)




TableA.2

U.S. Federal Social Protection Programs, Past & Present

Program or Function T/N | Noteson Targeting
Cash Payments
Unemployment assistance* N | 24% to pre-transfer (PT) poor in 1965", 20% in 19667,
17% in 1968', 21% in 1972"
Socia Security retirement* N | 62% to PT poor in 1965", 65% in 1966°, 58% in 1968,
58% in 1972 52% of recipients were PT poor in 1992°
Socid Security disability* N | (seesocia security retirement)
Railroad retirement* N | (seesocia security retirement)
Public employee retirement* N | 52% to PT poor in 1965'm 47% in 1966°, 42% in 1968",
38%in 1972
Coal miners & black lung* N | 33%to PT poor in 1972
Supplemental security income T | 84% to PT poor in1965', 72% in 1968', 76% in 1972"
Earned income tax credit T | 87% to poor & near-poor in 1983°
Family assistance (AFDC & TANF) | T | 97%to PT poor in 1965", 88% in 1966°, 94% in 1968,
93%in 1972
Nutrition
Food stamps T | 95%to PT poor in 1965" , 92% in 1968", 85% in 1972";
90% of recipients were poor in 1996
Child nutrition & specia milk N | 12% to PT poor in 1965, 15% in 1968, 46% in 1972"
School lunch 11% to PT poor in 1965', 13% in 1968", 26% in 1972"
45% from poor or near-poor familiesin 1983°
School breakfast 54% to PT poor in 1968", 56% in 1972"; 86 % from
poor or near-poor familiesin 1983°
Summer food service
Specia milk program 20% to PT poor in 1965, 17% in 1968", 18% in 1972"
Supplementa food T
Women, infants & children income <185% of poverty level & “nutritionally at risk” *®
Commodity supplementa food
Surplus commodity donations T | 90% to PT poor in 1965", 90% in 1968", 94% in 1972
Health Care
Medicare hospital insurance* N | 47% to PT poor in 1968"; 48% in 1972"; 36% of
recipients were poor or near-poor in 1996*
Medicare supplementa insurance* N | (see Medicare hospital insurance)
Medicaid T | 77%to PT poor in 1968"; 76% in 1972"; 67% to poor in
1980™; 90% to poor in 1992°
Community health care centers
Comprehensive hedlth services T 690/34'[0 PT poor in 1968", 68% in 1972"; 69% to poor in
199,
Maternal & child hedlth T | 87%to PT poor in 1965', 90% in 1968", 90% in 1972"
Substance abuse & mental health T | 66% to PT poor in 1968, 65% in 1972
Family planning services 73% to PT poor in 1972"
Disease prevention & control N

Migrant hedlth

100% to PT poor in 1965 & 1968", 75% in 1972"




Table A.2, Continued

Program T/N | Noteson Targeting
Housing
Public housing T | 51%to PT poor in 1965, 71% in 1968, 74% in 1972"
Low-income rental assist (sec. 8) T | about 90% to very-low-income households®
Rent supplement 69% to PT poor in 1968, 75% in 1972"
Homeowner interest (sec. 235) 24% to PT poor in 1972
Rental interest subsidy (sec. 236) (see homeowner interest subsidy)
Low-income rental tax credit
Rural rental assistance (sec. 515) 75% to PT poor in 1965, 98% in 1968, 26% in 1972"
Rura housing loans (sec. 502) (seerural rental assistance)
Low-income energy assistance T | income <125% of poverty level™
Social Services
Socia services grants T | 89% to PT poor in 1965; 91% in 1968, 86% in 1972"
Child welfare services T | 94% to PT poor in 1965; 88% in 1968, 81% in 1972
Community services program T | 95% to PT poor in 1968, 95% in 1972"
Specia programs for the aging
Legal services T | 95% to PT poor in 1968, 96% in 1972"
Education
Head start T | 97%to PT poor in 1965, 97% in 1968, 90% in 1972";
65% to poor in 1972"; 86% to poor in 1980°
Educ. of deprived children (Title 1) ? | 48%to PT poor in 1968, 52% in 1972"; 52% to poor
in 1972"; 51% to poor in 1980°
Specia education N | 24% to PT poor in 1968, 1972"; 20% to poor in 1980°
Vocational education N | 21% to PT poor in 1965, 20% in 1968, 28% in 1972";
32% to poor in 1972"; 13% to poor in 1980°
Adult education T | 63%to PT poor in 1965, 62% in 1968, 62% in 1972";
40% to poor in 1972"; 63% to poor in 1980°
Bilingua & immigrant education T | 66% to PT poor in 1972
Student financial assistance N | 38% to poor in 1972"; 18% to students with family
income under $11,000 in 1986°
Education opportunity grants 400/;;;88 PT poor in 1968, 54% in 1972"; 37% to poor
in 1!
Work-study 48% to PT poor in 1965, 39% in 1968, 50% in 1972";
33% to poor in 1980°
Guaranteed loans 19% to PT poor in 1968, 1972"; 20% to poor in 1980°
Direct loans
Disadvantaged programs (TRIO) 96% to PT poor in 1968, 90% in 1972"; 81% to poor
in 1980°
Employment & Manpower
Training & employment services T | 72%to PT poor in 1965, 89% in 1968, 86% in 1972";

Employment services

71% of participants from poor familiesin 1979™
40% to PT poor in 1965, 41% in 1968, 46% in 1972"
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Table A.2, Continued

Program T/N | Noteson Targeting
Manpower develop. & training act
Institutional 61% to PT poor in 1965, 68% in 1968, 68% in 1972"
On-the-job training 61% to PT poor in 1965, 54% in 1968, 67% in 1972"
Comprehensive employ. & training
Job training partnership act 92% of enrollees were econ. disadvantaged in 1985™
Disadvantaged youth employment 100% to PT poor in 1965, 1968, & 1972
Public service employment 80% of job recipients were poor in 1979"
Temporary employment assistance
Work experience 94% to PT poor in 1965, 93% in 1968"
Job training & basic skills (WIN) T | 93%to PT poor in 1972
Rehab. services & disability research | T | 69% to PT poor in 1065, 69% in 1968, 67% in 1972"
Community service empl. for elderly
Community & regional develop.
Community develop. block grants N
Mode cities 39% to PT poor in 1968, 42% in 1972"
Neighborhood facilities 46% to PT poor in 1968, 48% in 1972"
Urban renewal
Urban devel opment action grants
Appdachian regiona development ?
Economic development assistance ?
Regiond development programs ?
Rural develop. & businessassistance | N
Native Americans
Regiona development
Hedlth service T | 85%to PT poor in 1965, 80% in 1968, 75% in 1972"
Education T | 85%to PT poor in 1965, 80% in 1968, 75% in 1972";
95% to poor in 1972"; 43% to poor in 1980°
Employment & training 100% to PT poor in 1965, 1968, & 1972"
Social services 100% to PT poor in 1965, 1968, & 1972"
Veterans
Cash payments 52% to PT poor in 1965, 47% in 1968, 43% in 1972"
Service-connected disability comp. N | not means-tested
Non-service-connected pensions T | means-tested
Hospital & medical care N | 20% to PT poor in 1965, 20% in 1968, 22% in 1972"
Education programs N | 50% to PT poor in 1965, 27% in 1968, 33% in 1972"

Specid disabled housing

69% to PT poor in 1965, 69% in 1968, 67% in 1972"




Notesto Table A.2:

T/N = T means program or program-group is classfied as“ Targeted at the Poor.”

T/N = N means program or program-group is classified as “Not Targeted at the Poor.

T/N =? means program or program-group is not classfied. We ran the anadyses shown in Tables
2-4 three ways: dropping these items, including them in the targeted group, and including them
in the not-targeted group. The results were Smilar in al cases.

* = Program with Trust Fund.

PT poor = pre-transfer poor.

TablesA.1, A.2, and A.3in Robert D. Plotnick and Felicity Skidmore, Progress Against Poverty:
A Review of the 1964-1974 Decade, New York: Academic Press, 1975.

2Cdculated from Table 6.11 in Robert J. Lampman, Ends and Means of Reducing Poverty,
Chicago: Markham Publishing Co., 1971.

30ffice of Research and Statistics, Sociad Security Administration, Income of the Aged Chartbook,
Washington, DC: Government Printing Office, 1992.

“Sar A. Levitan, Garth L. Mangum, and Stephen L. Mangum, Programsin Aid of the Poor, 71"
edition, Baltimore: Johns Hopkins Universty Press, 1998.

®Congressiona Budget Office, Reducing Poverty Among Children, 1986.
®Congressiona Budget Office, Current Housing Problems and Possible Federal Responses, 1988.

"U.S. Senate Committee on Finance, Information on Federal Programs to Aid the Poor,
Washington, DC: Government Printing Office, 1972.

80ffice of Management and Budget, Budget of the United States, 1981.
9Congressiona Budget Office, Sudent Aid and the Cost of Postsecondary Education, 1991.
1ONational Commission for Employment Policy, The Job Training Partnership Act, 1987.

sz A. Levitan, Programsin Aid of the Poor for the 1980s, 4 edition, Baltimore: Johns Hopkins
University Press, 1980.

12Congressiond Budget Office, Low-Income Energy Assistance: |ssues and Options, 1981.

13Congressiond Budget Office, Reducing Poverty Among Children, 1985.
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TableA.3
Latin American and Caribbean CountriesIncluded
in Analysis of Broad Spending Categories

Country Y ears included for various categories of spending

Argentina Totd, Education, Hedlth, Socid Security, Housing: 1973-95; Education by level: 1973-90

Bahamas Totd, Educ, Hedth, Housing: 1974-93; Socia Security: 1976-93; Educ by leve: 1974-93

Barbados Totd: 1973-93; Education: 1976-89; Health: 1974-93, Sociad Security, Housing: 1973-89;
Education by leve: 1976-89

Bdize Tota, Education, Hedlth, Socid Security, Housing, Education by level: 1978-97

Bdlivia Totd, 1973-97; Education, 1973-97; Hedlth 1973-97, Socid Security, 1973-97; Housng:
1973-97; Educetion by level, 1972-96

Brazil Totd, Education, Hedlth, Socid Security, Housing: 1971-94; Education by levd: 1977-85

Chile Tota, Education, Hedlth, Socia Security, Housing: 1973-97; Education by level: 1975-87

Colombia Totd, Education, Housing: 1979-96; Hedlth: 1973-97; Socid Security: 1974-97;
Education by leve: 1979-96

CostaRica | Tota, Education, Health, Socid Security, Housing: 1973-96; Educetion by level: 1976-96

Dominican | Totd, Education, Hedlth, Socid Security, Housing: 1974-96; Education by level: 1977-96

Republic

Ecuador Tota, Educ, Health, Socia Security: 1981-95; Housing: 1987-90; Educ by level: 1985-96

El Savador | Totd, Education, Hedlth, Social Security, Housing: 1971-97; Education by level: 1976-81

Guatemda | Tota, Education, Hedth, Social Security, 1973-94; Housing: 1973-88; Education by leve:
1973-94

Haiti Totd, Education, Hedlth, Socid Security, Housing, Education by leve: 1971-90

Honduras Tota, Education, Hedlth, Social Security, Housing, Education by leve: 1979-95

Jamaica Total, Education: 1971-96; Health: 1971-94; Education by level: 1971-96

Mexico Tota, Education, Hedlth, Socid Security, Housing, Education by level: 1973-97

Nicaragua | Tota, Educ, Health, Social Security: 1971-96; Housing: 1971-94; Educ by level: 1971-96

Panama Totd, Education, Hedlth, Socid Security, Housing: 1974-96; Education by leve: 1971-96

Paraguay Totd, Education, Hedlth, Socid Security, Housing, Education by level: 1973-93

Peru Tota, Education, Hedlth: 1973-91; Social Security: 1973-86; Housing: 1973-82;
Education by leve: 1975-85

Trinidad & Totd, Education, Hedlth, Socid Security, Housing, Education by level: 1977-81

Tobago

Uruguay Totd, Education, Hedlth, Socid Security, Housing: 1973-97; Education by level: 1980-96

Venezuda | Tota, Education, Hedlth, Socia Security, Housing, Educetion by level: 1972-86




