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INTRODUCTION

INTRODUCTION

Throughout history, governments have had to tathée problem of how to
provide reasonable public services to all citizestggrdless of their financial means, and
at an affordable cost. The public sector came li@ing as a mechanism to combat the
lack of interest of private enterprise in settipglwsinesses to provide universal services
at affordable prices. However, excessive sociatisatighlights the problems suffered

by large bureaucracies, in terms of reduced effyyeand effectiveness.

The theory of New Public Management was proposeshagtempt to avoid these
problems, through the modernisation of the pul®ictar, by introducing elements from
the private sector (Haynes, 2063hat would enable services to be provided more
effectively and efficiently. The thinking underlgrthis combination of elements from
both the public and the private sectors is basethendea that Aristotle summed up as
“virtue is the midpoint between two opposing vice$hat is precisely the position of
New Public Management: to take the positive elesmeheach area in order to achieve a

more efficient management of public resources.

Among the major reforms undertaken according to tdmets of New Public
Management are those of functional decentralisamhoutsourcing in the provision of
public services. The first of these brings governtrdoser to citizens and enables it to
better understand their needs and preferences kHay®45)?. Thus, overly
bureaucratised areas are slimmed down and replgcetbre flexible entities (Aberbach
and Rockman, 1999)that provide improved coordination and control aftivities
(Tullock, 1965%. Outsourcing, on the other hand, represents aahititegration of the
private sector into public activity, placing resgdnlity for certain public services in
specialised, non-public, hands (Cannadi and Dqll@§05)>. This process raises

efficiency while allowing the public sector to facprimarily on its strategic activities

' Haynes, P., 2003/lanaging complexity in the public services, London: Open University Press.
? Hayek, F.A., 1945, “The Use of Knowledge in Sociefymerican Economic Review, 35: 519-530.

* Aberbach, J. and Rockman, B., 1999, “Reinventagodlierno: problemas y perspectivas”, Gestion y
Politica Publica, 15: 3-18

* Tullock, G., 1965The politics of Bureaucracy, Washington DC: Public Affairs Press.

> Cannadi, J. and Dollery, B., 2005, “An EvaluatidrPoivate Sector Provision of Public Infrastructime
Australian Local Government”, Australian JournaPafblic Administration, 64 (3): 112-118.
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(Brown and Potoski, 200%)

Since the late 1990s, there has been a spectdonataase in the number of
entities providing public services in Spain, wheths decentralised organisations or
through outsourcing. These entities made it posdiblmodernise the Spanish public
sector, which had become obsolete and out of teutth new ideas in Europe. Many
organisations were created in the context of anonmapt cultural, sporting or social
event, or to promote industry, tourism or traden8®f these bodies failed to meet their
goals, while others, although they were successiilived by several years the event for
which they had been founded. And yet many contirtoeskist. This extended survival

raised well-founded doubts as to their true usepamgdose.

Long running and widely shared suspicions seemdaketoonfirmed when the
incoming government, in its campaign to reduce plblic-sector deficit, put the
spotlight on the “oversized” sector of public comjgs and foundations in Spain. As a
result, the second phase of government cutbackisdwasprimarily aimed at simplifying
this branch of the public sector. Apart from thekfficiencies, the main problem with

these entities is their huge accumulation of debt.

Public companies, foundations, consortia and otiwrfor-profit institutions
dependent on the government, whether nationalpmegior local, have built up a debt
that represents 6% of GDP in the Spanish econond/yéoich has increased by almost
45% in the last 4 years, just as the internati@inahcial crisis has become most intense.
The effect of this debt is that many small busiesesse being financially strangled; they
have to endure significant delays in receiving pagtnwhich forces them to delay their
own payments, thus generating a chain of defah#is causes severe problems to both

national and international authorities.

Accordingly, certain questions come to mind. Why véafunctional
decentralisation and outsourcing evolved in the thiay have? What are the real reasons
behind the creation of these entities? How has #ffected the citizens of the
municipalities involved? Answers to these and eglassues could provide a reasonable
explanation of the process and, to some extenpl@ien to some of the difficult

6

Brown, T.L. and Potoski, M., 2003, “Contract-Managmt Capacity in Municipal and County
Governments”, Public Administration Review, 63 (253-164.



INTRODUCTION

situations currently facing the country.

Thus, the aim of the present study is to deterrtiineeal reasons behind the great
proliferation of decentralised and outsourced oiggions created to provide public
services, and to identify the impact they have load local citizens and on the

administration of local governments.

Of the three main areas of government (local, regi@and national), this study
focuses on the local ambit, for several reasorjsmf@st of the services subject to
processes of decentralisation or outsourcing areigeed by local authorities (directly or
indirectly); (i) most of the bodies created operdbcally, as described below; (iii)
municipalities are the most remote from instituiboontrols; (iv) the data available are
more homogeneous than in inter-country compari¢Gascia-Sanchez et al., 2011 and
2012Y.

The structure in Spain, in 2011, of the mass ofliputbmpanies, foundations,
autonomous bodies, public corporations, outsourceampanies and mixed
(private-public sector) companies, underlines thprapriateness of this choice. There
were over 5000 organisations dependent on locakmovents, while the regions
accounted for almost 2000, and the national govemymjust 500. Thus, it is the
municipalities that tend to make most use of tgygetof organisation for delivering

services to their citizens.

Although one might imagine that functional decelrdedion and outsourcing are
implemented in order to provide a better servicth&local population, let us not forget
that some of the entities thus created are mucle mesistant to supervision and control
by public audit bodies. This facilitates the creatof “made to measure” job offers and
the generation of resources through borrowing toppses other than the more efficient
provision of services. Let us also recall thatzeitis are at the same time voters and

taxpayers, and so the resources generated by re@dyed organisations can be used as a

’ Garcia-Sanchez, .M., Prado-Lorenzo, J.M. and CadmwiBallesteros, B., 2011, “Do progressive
governments undertake different debt burdens? dRartivs. electoral cycles”, Revista de
Contabilidad-Spanish Accounting Review, 14(1): 29-5

Garcia-Sanchez, I.M., Prado-Lorenzo, J.M. and Mordy, 2012, “Effect of the Political System on
Local Financial Condition: Empirical Evidence fgpé&dn’s Largest Municipalities”, Public Budgetingdan
Finance, Summer: 40-68.
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powerful weapon in election campaigning.

This study consists of five chapters and it isdfd into two parts. In the first, we
examine the functional decentralisation and outsogr practiced by Spanish local
governments, and seek to establish the main detantiactors of these processes. In the
second, we consider the effects of functional deaésation and outsourcing on the
quality of life of the local population, as well as the efficiency and transparency of the

local governments that have carried out theseipslic

Thus, Chapters 1 and 2 provide an analysis of th@ relements involved in
functional decentralisation and outsourcing. Fivgt, conceptualise these processes in
Spain and perform a descriptive analysis, basearemiew of the literature on the theory
underpinning the creation of such entities, i.@wMPublic Management, and take a broad
overview of the historical evolution of these premes. In addition, we describe the
different ways in which public services may be wdeled by local governments,
according to Spanish legislation, and finally pdwvia descriptive analysis of the
evolution of decentralised and outsourced entiti€3pain during the period under study
(1999-2010).

The second chapter analyses the determinants ofidual decentralisation and
outsourcing. To do so, we first jointly considee ttharacteristics of the budgetary and
political factors for each municipality that are mdtential influence. Specifically, we
examine the impact of factors such as municipalt,dpblitical ideology, political
stability and competition and the phase of thetetat cycle. The aim of this is to go
beyond existing empirical evidence, which suggéisét local governments resort to
decentralisation in order to circumvent borrowiegtrictions and to transfer part of their
debt to these newly-formed entities (Bennett antbrBnzo, 1982 and 1984; Bunch,
1991; Escudero and Prior, 2002; Prado-Lorenzo .et2809} and to overcome the

® Bennett, J.T. and DiLorenzo, 1984, “Off-budget titis of local government: Reply”, Public Choice,
42(2): 213-215.

Bennett, J.T. and DiLorenzo, T.J., 1982, “Off-budaetivities of local government: The bane of ttaxT
Revolt”, Public Choice, 39(3): 333-342.

Bunch, B.S., 1991, “The effect of constitutionalbtldimits on state governments use of public
authorities”, Public Choice, 68(1-3): 57-69.

Escudero, P. and Prior, D., 2002, “Endeudamientickps politicos presupuestarios: el caso de los
ayuntamientos catalanes”, Working Paper 2002/1QyaBment of Business Economics, Universitat
Auténoma de Barcelona.
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limitations of these studies, most of which focueadh single municipal service and/or a

single delivery form, primarily corporatisation\fa given year.

The three final chapters are dedicated to examitinegeffects of functional
decentralisation and outsourcing. Chapter 3 analyise effects of these processes on
citizens’ quality of life, while Chapters 4 and feadevoted to studying the effects
produced on the administration of local government,terms of efficiency and
transparency, respectively. Knowing which type mtitg has the most positive effect on
quality of life and on municipal efficiency and tisparency will make it much easier to

decide whether or not to create such an organisatioto eliminate an existing one.

Concern for citizens’ quality of life should be therce propelling all
governments’ actions, including decisions on whetbereate decentralised agencies or
to outsource operations. Nevertheless, very litler evidence in this respect has been
presented. Some studies have related the formghdicservices delivery with regional
disparities (West and Wong, 1995; Ezcurra and R&s2008; Lessmann, 2009r with
the sustainability of cities (Wu and Wang, 2007rd& and Hennings, 2008) but not

directly with citizens’ quality of life.

Furthermore, the concepts of efficiency and trarapey (the latter, as an
antonym of corruption) are essential in the managerof public resources, according to
New Public Management theory. As efficiency is af¢he reasons for involving the
private sector in public services delivery, it sseappropriate to assess the extent to

which efficiency is improved with the creation bese entities, this being an issue which

Prado-Lorenzo, J.M., Martin-Jiménez, D. and Ga8daehez, |.M., 2009, “Endeudamiento e ideologia
politica como factores determinantes de la cread@dempresas publicas autonémicas”, Analisis L&3al,
27-36.

° West, L.A. and Wong, Ch.P.W, 1995, “Fiscal Decdizaion and Growing Regional Disparities in
Rural China: Some Evidence in the Provision of &o8iervices”, Oxford Review of Economic Policy,
11(4): 70-84.

Ezcurra R. and Pascual P, 2008, “Fiscal decerdtadiz and regional disparities: evidence from saver
European Union countries”, Environment and Plan#ing0(5): 1185 — 1201.

Lessmann, C., 2009, “Fiscal Decentralization andi®&®el Disparity: Evidence from Cross-Section and
Panel Data”, Environment and Planning A, 41(10p24 2473.

' Wu, Ch. And Wang, H., 2007, “China: Seeking meafiihdecentralization to achieve sustainability”,
BRETON, A., BROSIO, G., DALMAZZONE, S. and GARRONEs;. (eds.), inGovernance and
Decentralisation, Massachussetts: Edward Elgar Publishing, Inc.

Karger, C.R. and Hennings, W., 2009, “Sustaindpilievaluation of decentralized electricity
generation”, Renewable and Sustainable Energy Reyi£3(3): 583-593.
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has not been analysed previously.

Finally, transparency is the element on which et trust in their government is
fundamentally based. A few studies have advocatkrdralisation as a means of
increasing transparency in government (Fisman aatli, @002}, in preference to
outsourcing, which could give rise to fraud andrgption (Kettl, 1993; Jolley, 2008;
Gonzélez et al., 201F) However, as yet little empirical evidence hasrbebtained.
These considerations, together with recent scandaislving some Spanish local
governments, drawing attention to cases of coma@nd favouritism among politicians,
make it necessary, in our view, to evaluate theotsfof decentralisation and outsourcing

on transparency in Spanish local administrations.

With these goals in mind, we selected a sample58f 3panish municipalities,
which included all municipalities of over 50,000habitants, and all the provincial
capitals, whatever their population. The decisioaswmade to study the larger
municipalities because they are legally obligegriovide all the services detailed in the
Local Finance Act, and thus the maximum consisteficgsults is ensured. Furthermore,
reforms based on New Public Management ideas dter [seiited to large cities, as in
small towns, management procedures are more infanthresponsibilities fall almost

exclusively on a single individual, the mayor.

The time period considered is the twelve years fi®89 to 2010. This period
was chosen because it includes the years of gteatekferation of public bodies
together with the appearance of serious econonficcudiies that highlighted the
distortions produced by the system. However, duelitiiculty in obtaining all the
information required to construct the study vamgblused, in some aspects it was
necessary to reduce this sample, with respectiwidual municipalities and/or the time

period, in accordance with the information avaiabl

" Fisman, R. and Gatti, R., 2002, “Decentralizatind eorruption: evidence across Countries”, Joushal
Public Economics, 83: 325-345.

 Gonzélez, M.R., Gascé, J.L., and Llopis, J., 20RElaciones entre outsourcing y estrategia de los
ayuntamientos espafioles”, Auditoria y gestion dddados publicos, Auditoria Piblica, 53: 33 — 46.
Jolley, G.J., 2008, “Contracting Regimes and TiMedty Governance: A Theoretical Construct for
Exploring the Importance of Public Service Motiwatiof Private Sector Contractors”, InternationabiRu
Management Review, 9(2): 1-14
Kettl, D.F., 1993,Sharing Power: Public Governance and Private Markets, Washington, D.C.: The
Brookings Institution.
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In this study, various statistical and econometeichniques are applied. The
descriptive analysis in Chapter 1 was carried aihgt SPSS software and biplot
technology. In the remaining chapters, Stata soféwaas used to obtain linear
dependence models for testing the hypotheses pdpdse estimators used match the
characteristics of the variables used for each ettt are suitable for the application of
the panel data technique, which is considered & neasonable way in view of the type
of sample employed.

The empirical results obtained in the first part thie study show that,
paradoxically, it is right-wing governments thatplement the highest degree of
functional decentralisation, especially in situasioof little political competition and
when they enjoy a large majority. However, it i-lging parties that most often resort to
creating decentralised entities, especially foundat in order to generate resources by

increasing public debt and circumventing legalrresbns on local borrowing.

However, outsourcing processes do not seem to pkcalle by any of the
political and budgetary factors considered. Theesfturther study is needed to examine
the possibility that other factors may influence decision taken to introduce the private

sector into public services delivery.

The results set out in the chapters in the secant gd this study reflect the
positive impact of functional decentralisation acdl inhabitants’ quality of life, and
show that this effect is not achieved from outsmgcor the creation of mixed
private-public companies. With respect to efficignthe incorporation of the private
sector into the provision of public services doesappear to improve the management
efficiency of local governments, although the mixanpanies created by right-wing

parties might enhance the inter-annual variatiogfiiciency.

Finally, our empirical results show that the maanhsparent municipalities are
those which are functionally decentralised. Howgwer were unable to obtain sufficient
empirical evidence to support the hypothesis thatuse of the private sector for the

provision of public services leads to higher lexalsorruption.
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Modes of public services delivery in Spain | CHAPTER 1

1. THENEW PUBLIC MANAGEMENT ASA DRIVER

The traditional model of public management has gallg become obsolete as
economies have evolved, in both political and imiaeadministrative terms. New
Public Management (NPM) theory might be considemedcttempt to modernise public
administrations with the purpose of improving opiers (Pollitt and Bouckaert, 2000)
or of constructing a more effective and efficierdmagement system, which would be
attained by covering citizens’ needs at minimak @&l with maximum quality, through
competition mechanisms (Garcia-Sanchez, 2007). Tkisan international-level
movement that began to develop in the 1980s intoesrsuch as the UK, New Zealand
and Australid and that later extended to the USA, Canada, Hiblkard Sweden.

NPM? involves the introduction of organisational andnagement structures
derived from the private sector, together with aidincy models (Haynes, 2003). In
particular, it involves downsizing, reducing pubégpenditure, introducing criteria of
economy, efficiency, efficacy and excellence in ggovnental behaviour and in the
implementation of public policies (Ferlie et al996; Osborne and Gaebler, 1993;
Pollitt and Bouckaert, 2000), marketisation, pnsation, decentralisation,
externalisation and the use of control mechanisongmprove accountability (Kettl,
2000), while reinforcing the delegation of respoilies® in order to free public
officials from political and bureaucratic constriginwvhich might inhibit their ability to
manage and enhance a government’s accountabilttyettaw and to citizens regarding

its policies and programmes (Pollit and Bouck&&pO0).

"These three countries, pioneers in NPM technicaresjointly known as the “Whitehall Model”.

’Although the precise nature of NPM has been extehsiiscussed (Dunleavy and Hood, 1994), Hood
(1991) aggregates its practices into seven dostrthat summarise the guiding principles of NPM:
“Hands-on and entrepreneurial management”; “Explgiandards and measures of performance”;
“Output controls”; “Desegregation and decentrai@dt “Competition in the provision of public
services”; “Stress on private sector styles of ngan@ent”; and “Discipline and parsimony in resource
allocation”

*Metcalfe and Richards (1989) point out that thisymeodel places more emphasis on responsibility than
on control. To do so they distinguish between makiand external responsibility. Control mechanisms
are related to responsibility from an external poihview, ensuring the legitimacy of public autties,
whereas responsibility viewed from an internal pecsive refers to authority over the use of resesirc
and getting results. Previously, responsibilityduse be related to governments, but NPM extends thi
concept to other areas: responsibility in the sdtion and management of resources and in thenoigai

of results by all the components of the Public &eonce it has been disaggregated based on the idea
presented by NPM.
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Even if the goals pursued by the different reforsupported by NPM might
seem adequate from a theoretical point of view,nG(&a994) highlighted a possible
clash between them, namely the rendering of moomauical, but at the same time
higher standard services; lean but reliable orgdinas; flexibility and predictability at
the same time; or low salaries but well-motivatidfsin addition, these reforms might
involve undesirable effects, such as fragmentaitiote public sector, a trend towards
short-term focus, or an increase in public expemdiand a decrease in public cohesion
(Meyer-Sahling, 2009; Andrews and Boyne, 2009), tmtmention considerable
scepticism regarding the “responsiveness” and tesitsm” which civil servants might
expect (Du Gay, 2008), as well as new corruptidated problems that might arise
(Grant, 1994).

Over time, the initial concept of NPM has evolvettorporating the conflicting
effects presented above, and resulting in threergéions of reforms (Halligan, 2007):
the first embodies the original NPM ideas; the secfocuses on the strengthening of
strategic management, on achieving sustainablermnefoand on correcting major
dysfunctions; the third generation of reforms waplemented to achieve a reunification
of the public sector (Osborne, 2009) by introducimgw government coordination
methods aimed at enabling central government taimedgs prime role (Talbot and
Jonson, 2007) and by reducing the numbers of gmls(James, 2004). Some authors
have even claimed that NPM has now disappearedi¢bupn et al., 2006).

Nevertheless, public administrations around theldvbave privatised formerly
nationalised industries (gas, electricity, etc.hd ahave also carried out important
processes to externalise and decentralise pubigces delivery in order to improve

efficiency and citizens’ satisfaction and well-lgpin

2. FROM PRIVATISATION TO EXTERNALISATION AND FUNCTIONAL
DECENTRALISATION

One of the basic tenets of NPM is its critical vieswards the bureaucracy and
organisational system of public management (Dunyle&991), which is characterised
by inefficiency and severe hierarchical inflexityliPierre and Guy, 2000). Whereas
well-known management techniques to overcome swedkmesses are available to the

private sector, the reforms carried out in the ubkkctor have focused mainly on
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following entrepreneurial “best practices” (Yamama2003); thus, an integration of the
two models might prove positive for public admirasions and, therefore, for citizens
at large (Gunn, 1987).

Following this ideal, the United Kingdom was thesficountry to begin reforms
aimed at NPM (Hood, 1994 and 1995), starting whté privatisation of many public
services by Margaret Thatcher's Conservative gawent. The privatization reforms
were not included by the Thatcher's party in iectdral program in 1979, but they used
these reforms when the party realised of the ureggdesuccess of their application in
the Housing Council through the sale of municipalises (Parker, 1998; Clifton et al.,
2006). From then, the privatization politics of thieatcher’'s conservative government
meant a reject of the concept of public propertgt #rey had ideological connotations
(Yergin and Stanislaw, 1998; Millward, 2000; Parka$03; Clifton et al. 2006). In
addition, these actions represented a break wéthréditional inter-party consensus that
had previously characterized British governmentsald, 1989; Hulsink, 1999; Clifton
et al. 2006).

According to Parker and Saal (2003), the main nmeaaty Conservative
governments from 1979 to 1997 championed and applide-ranging privatisation in
the UK was their belief in the greater efficiendytloe private sector and in the positive
effect of the industrial restructuring process.ded, these policies did make a positive
impact on public finances, in the form of additibnavenue obtained from the sale of
public companies; thus, the public deficit was @t as were the corresponding
interest charges. Moreover, the expenses of logsagmaompanies were eliminated and

tax incomes rose as these activities became potdita succeeding years.

Apart from the U.K., several other European coestrapplied privatisation
programmes in the 1980s, but without achieving vesteworthy results. Such cases
included France (1986-1988), Italy with the salehaf IRl and the ENI, and Spain with
the sale of industrial enterprises that had beldrigehe INI. However, it was not until
1993 that the majority of EU countries embarked rupgmbitious privatisation
programmes, coinciding with the consolidation c# #ingle market and the Maastricht
Treaty, which called for greater trade liberalisat{Clifton et al., 2006).

10
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According to the latter authors, privatisation @e®es in Europe were a
consequence (albeit unintentional) of the evolutadnthe EU and not a deliberate
attempt to imitate U.K. policies. These processasict be viewed as a preparatory
mechanism for integration within the single marletg so there was a generalised trend
in this direction, spurred by E.U. directives orbelialisation (for example, in
telecommunications, transport and the electricaltosg Accordingly, privatisation
depended on various factors, including the dimerssiof the economy and sector in
question, the role of public companies in the staf the country, its political system
and institutional models and the level of developt its capital market. Therefore,
privatisation programmes differed from one courttwyanother. Some, in fact, were
introduced opportunistically with the sole aim otheving additional financial
resources through the sales of public companies.

Clifton et al. (2006) grouped the characteristi¢sthe types of privatisation
implemented by different countries in accordancéhwheir similarity. Thus, Italy,
France, Portugal and Austria engaged in importamd aontinuous privatisation
programmes from 1993. Finland, Greece and Irelaratlenconsiderable efforts to
privatise, but the process was neither long-term fao-reaching. In Belgium, the
Netherlands and Spain, privatisation took placatnetly early and was relatively
concentrated. In Germany and Sweden, countries avithry significant public sector,
benefits were sporadically and irregularly genetat¢hrough “tactical” or

“opportunistic” strategies.

Focusing on Spain in particular, the privatisawacess took place later than in
other countries due to political issues. The filwtocratic elections after forty years of
dictatorship took place in 1977 and 1979, and bnotm power the newly-formed Union
of the Democratic Centre (UCD), which viewed puldicgerprise as a way of wresting

power from private capitalist groups related to Fin@nco dictatorship (Gamir, 2005).

Following the 1982 elections, the Spanish SocglBtSOE) came to power, and
addressed two major problems: (i) the developmérnthe welfare state, in order to
provide basic public services, which led to rapidvgh of the public sector; and (ii) the
reform of public management structure, inheritednfrthe pre-democratic period,
through the introduction of several NPM proposaigh as a change in the number and

name of certain posts below that of minister, mgkinclear-cut distinction between

11
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politicians and civil servants, implementing cohtsystems in administration offices

(Torres and Pina, 2004) and privatising certainlipuorporations,

However, the main privatisation programme took @lafter 1996, promoted by
the conservative People’s Party (PP) governmentrtAfrom being considered an
appropriate means to improve efficiency and prbiitiy, and to consolidate public
finances (Cabeza and Gomez, 2003), privatisatios uged to increase stock market
capitalisation, to encourage investment and inteynal activities by banks, and to
attract small investors, who until then had tendedorefer fixed-interest securities
(Parker and Saal, 2003).

Following the initial privatisations carried outplgicians in different countries
resorted to intermediate formulas in order to cargiimproving the functioning of the
Administration and to enhance public sector accaumhese formulas included the

externalisation and/or decentralisation of pubfio/ges.
2.1. Decentralisation

Decentralisation processes are among the most tenmgoreforms to have
accompanied NPM. Functional decentralisation oceuren the public administration
creates smaller, more flexible and user-orientegheaigs in which a business culture
predominates (Aberbach and Rockman, 1999), withptivpose of avoiding the usual
rigidities of a system subject to common admintstea law. Rationales such as
improving efficiency in attaining objectives (Boynk96), enhancing coordination and
control (Tullock, 1965), streamlining bureaucrapecocesses (Niskanen, 1971) and
recognising needs more easily are the justificatiorost commonly invoked for such
processes. They are also held to produce fasteicegrovision (Downs, 1967) due to
the fact that decentralised units are closer igeris and, therefore, more aware of their
preferences(Hayek, 1945).

4Although this process was not as significant asahe that took place in the UK, it represents aigre
effort taking into account that it was carried oyt a socialist party that ideologically defendedlj
enterprise (Gamir, 2005). However, due to the negdinancial situation of public agencies in céerta
sectors (the automotive industry, steel industhiplauilding industry, etc.), it was forced to adsie
privatisation, although in political terms theresaalk of “disinvestment” or “alienation”.

*These practices would benefit citizens’ choice eoning the provision of public services, since they
would be able to find the desirable combinatiomieein services and taxes (Tiebout, 1956).

12
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Vengroff and Reveron (1997) provide empirical ewicke of the relationship
between decentralisation and efficiency, and cldiat functional decentralisation could
ameliorate public deficits. The fact that managenuerits are smaller and more flexible
as a result of less normative rigidity makes thewrendynamic and leads users to
express greater satisfaction. For example, sontkestinave reported positive effects of
competition on consumer satisfaction with respegprices in the telecommunications

industry (Bacchiocchi et al., 2008) and in the &leal sector (Fiorio and Florio, 2008).

Nevertheless, it has also been noted that decesatiah of the public sector into
autonomous institutions and units is not alwaysifda (Boyne, 1996; Meyer-Sahling,
2009), since it tends to involve focusing on shertn results as opposed to strategic
public priorities (Schick, 1996), and may also poel poor coordination and
overlapping functions and use of resources (Rhot@84). Thus, according to recent
research, large bureaucracies are cheaper as faarsmgement is concerned (Andrews
and Boyne, 2009), and this has encouraged regroygotesses, for example in the UK
(Talbot and Johnson, 2007). According to reseaashied out by the OECD, it only
took a few years for governments to realise thsulte were not as expected, since staff
levels had increased in all task areas, espediallsupport servicés and there were
many problems concerning output steering and cbniiois situation led to further
change towards a more pragmatic approach involuwi@goncentration,ad hoc
downsizing and the sharing of services (OECD 2010).

Anyway, processes of decentralisation, normallyoulgh the creation of
corporations, have acquired special significancelifhri and Tyer, 2003; Utrilla, 2007)
in public administrations with difficult economidtwations (Dominguez, 1997; Garcia,
2000), as a means of delivering public servicesghtasfy citizens’ needs, as well as, of
masking less altruistic objectives, i.e. politidarand their parties might use
decentralisation processes to their own benefitlsTBennett and Dilorenzo (1982 and
1984), Blewett (1984), Marlow and Joulfaian (198ynch (1991), Escudero and Prior
(2002) and Prado-Lorenzo et al. (2009) have shdahdovernments may decentralise
in order to avoid budgetary restraints, by trangigrpart of their debt to the newly-

created entities.

®Support services include human resources, infoomatesources, ICT, organisation, accommodation
and facilities, communications procedures and fiesand auditing procedures.

13
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2.2. Externalisation or outsourcing

Another form of public services delivery is extdrsation, through which the
public administrations put services delivery outtmtract in the private sector, which
manages the services, although the public admamisirs maintain the decision and
control capacity. This process is applied under ittea that it will improve service
delivery for two main reasons: on the one hands placed in the hands of specialist
suppliers (Cannadi and Dollery, 2005; Gonzalez le@11), thereby improving its
delivery; on the other hand, it involves a transggféknowledge between the providers
and the customers of the externalised servicestgNand Blanco, 2009). For these
reasons, public organisations tend to promote thmeaetices that are perceived by

individuals as inefficient and overly bureaucratic.

However, outsourcing can also have negative effedtsch can be highlighted

as follows:

» Citizens may perceive private enterprise as araclessbetween them and the
Government, increasing the distance between the sides (Norton and
Blanco, 2009; Gonzalez et al., 2011).

* There may be cases of corruption and favouritisrerwpublic contracts are
awarded (Fernandez, 2007; Gonzalez et al., 201dause politicians are

often involved in contracting with private provider

* The State could be emptied of content and itswaleld be limited to that of
choosing providers that offer public services (Mar2000; Norton and
Blanco, 2009; Gonzalez et al., 2011).

* The political cycle and the cycle for the benefifs outsourcing do not
coincide, because often the latter are perceivédemnmedium term, when the
shorter political cycle has led to a change in déeshkip (Gazzola and
Pellicelli, 2009).

* The typical organisational logic in the public sectdoes not provide
incentives for, nor reward, entrepreneurial behaviby management or

policy makers (Gazzola and Pellicelli, 2009).
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* Both public and private sectors incur costs, as riaket gives rise to
transaction costs and costs from monitoring extee activities (Boyne et
al., 1999 and 2004) and hierarchies generate dostdo the chain of goal-
displacing principal-agent links between the tod aottom of the hierarchy
(Wolf, 1993; Savas, 2005).

* For some services there is no market, so that reedtsation is the only
option, which could hinder the provision of sendde citizens because the

mechanisms tend to fragment organisations (Maf®02

Privatisation, decentralisation and externalisatioave been criticised for
focusing on individual interests rather than onlemive ones such as universality and
fairness, as well as for their dependence on mamesthanisms (Lane, 1997; Du Gay,
2000; Van de Walle and Hammerschmid, 201Under these methods of service
provision, citizens become clients and communitiesome mere groups of clients, so
that those who are richer and better informed enelered the highest quality services
(Olsen, 1988). However, some authors have foungystematic association between
consumer satisfaction and such policy changes,esthe social, institutional and
economic environment that affects citizens’ atisids complex, as shown by Fiorio et
al. (2007) regarding European consumers’ satigfacwith accessibility, pricing and

guality in electricity, gas, water and telephoneres in the 15 EU Member States.

Empirical evidence shows that Spanish local adrmatisns are resorting to
private contracting (Pina and Torres, 1998; Garci@99) and administrative
decentralisation (Prado-Lorenzo et al., 2009; Reaitd Bastida, 2003a, 2003b, 2005,
2008; Montesinos et al., 2010) in order to suppby gervices demanded by users. Major
steps have been taken in Spain towards functiog@@rdralisation; thus, during the last
decade, the number of corporations and entitiesedwsy municipalities and regional
governments has tripled (Cuadrado, 2008). Sinceique studies have mainly dealt
with the subject of contracting out, in this studse incorporate the question of

decentralisation.

" This is the first COCOPS Working Paper to preserstate of the art of the literature assessing the
impact of NPM reforms. Many of the ideas set ouségtions 1 and 2 of this paper have been obtained
from this first Working Paper. More information alto COCOPS is available in its web:
http://www.cocops.eu/
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3. MODESOF PUBLIC SERVICESDELIVERY IN SPAIN

At the start of 2010, Spain had 8,114 municipaiti€0% of which had a
population below 1,000, a figure that rose to 91%hwespect to towns with a
population below 10,000.

Article 11.1 of Act 7/1985 of April 2 Local Goverrent Regulatory Law
(LRBRL) states that a municipality is the basicdloentity of the territorial organisation
of the state, with legal personality and full capaéor fulfilling its purpose. Spanish
municipalities implement a parallel managementesystreflected in the existence of
over 3,400 entities providing basic public servjdasaccordance with Article 26 of the

Local Government Regulatory Law.

With regards to organisational structure, the mipaic administration is
composed of two types of bodies: the political hddymed by the mayor and the town
councillors, with either decision-making functions service provision management
duties; and the executive body, comprised of thefkservices and units that carry out

the decisions taken by the former.

The responsibilities attributed to local governmarg set out in Chapter 25.2 of
the LRBRL, and are strongly linked to the populatad the municipality. This law sets
out a series of minimum services to be provideddogal authorities, including public
lighting, refuse collection, street cleaning, waf@mvision, sewerage, access to
population centres, road maintenance, food and rhgee control, and cemetery
management. In addition, municipalities with mdrart 5,000 inhabitants must provide
at least one public park, a library, a market aradter processing facilities; those with
more than 20,000 inhabitants must provide civiltg@ection services, social services, fire
prevention and fire fighting services and sportslitees; finally, those with more than
50,000 inhabitants must provide, in addition, azliee transport and environmental

protection services.

Table 1 summarises this distribution. Article 28.&BRL allows the possibility
that municipalities may offer complementary sersioelated to aspects such as
education, culture, promotion of women’s rights, usiog, health care and

environmental protection.
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Table 1. Local Services

ESSENTIAL SERVICES COMPULSORY SERVICES ACCORDING TO POPULATION

Townswith a Townswith a Townswith a
In all towns

population over 5,000 population over 20,000 population over 50,000

-Street lighting

-Cemetery

-Waste collection -Civil defence

-Street cleaning -Public park -Social services .
-Domestic supply of drinking -Public library -Fire prevention and Puble ransport
water ‘Market extinguishing -Environmental

protection

-Sewer system and drains -Public sports facilities

-Waste treatment
-Road access -Slaughterhouse

-Paving of public roads

-Food and drink control

Source The authors, based on the LRBRL.

The above Regulating Act allows municipal servitesbe provided through
direct management, through autonomous local estiftkecentralisation), or through

private agents (outsourcing) and mixed companmethe following sense:

» Direct Management: public services are administered, managed anttaitad

by the local authority itself.

» Decentralised direct management: public services are provided by newly-

created entities, such as the following:

0 Autonomous organisations. public bodies with their own legal
personality that have an autonomous managemengnsygiut which
continue to form part of the General Administratidimey are subject to
Administrative Law and their regulations are gowetrioy Act 6/1997 of
20 April 1997, on the Operation and Organizatiorthef General State
Administration. This type of structure is often dsfr tax collection

purposes, in view of the budgetary control obtaiaed the fact that
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procurement rules are flexible in this case. Autboas organisations are

used for administrative and commercial tasks.

0 Public Corporations. entities with their own legal personality, digtin
from that of their members, and which operate icoatance with
Commercial Law, using their own capital. The prauis of public
services through these corporations is usuallynfied through public
property taxes and prices charged to the userfieofsérvices (Rubin,
1988; Molinari and Tyer, 2003). Public companies asually preferred
for urban management, water supply and sanitatiwh @ban waste
management and more than 80% of these public casgphave wholly

public capital (Moran, 2009).

o Public Foundations: according to the Spanish Association of
Foundations, these are non-profit organisations sehpatrimony is
perpetually devoted to the general interest, andsehoeneficiaries are
groups of people. Among their general interest g@aé the defence of
human rights (including assistance to victims ofadesm and other acts
of violence), social care and social inclusion, edional, cultural and
social issues, scientific, sports-related, heathted and work-related

activities, environmental protection and technatagdevelopment.

o Public Business Entities: these are public bodies that are engaged in
providing services or goods with financial compéiasaand are subject
to private law, except in relation to the exeroidepublic powers and
certain aspects of performance, in this particdase public law is
applied (Barrera, 2008). These entities are useddime cultural services
and urban development and housing services, meartyunicipalities in

Catalonia and the Basque Country.

* Contracting out: when public administrations enter into agreemewtth
private-sector entities for the management andigiamv of municipal services.
Nevertheless, the local administration continues etgoy ownership and
maintains decision and control capacity to a latggree. The main formulas for

indirect management or externalisation are admmatise concession, self-
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interested management, agreement, leasing, coipuaand cooperatives, and
consortia (Pina and Torres, 1997). Spanish muritigsmoften externalise water
supply and sanitation, the collection and treatmehturban waste and the
provision of urban public transport. In generalr fovater services, local
governments rely on the company Aqualia, whichag pf the FCC Group; in
the case of urban waste, FCC shares the providitmsoservice with the ACS
Group, although in general, municipalities that B€2C for water services, use
the same company for their urban waste disposafces; for urban public

transport, local governments usually contract sinalll companies.

* Mixed companies. both public administration and private sectorvute capital
to create these companies, so these are neithieelyngublic-ownership nor
private-ownership. The management of public sesviseshared by both sectors.
In general, mixed companies are used for waterEnand some cultural and
housing services. In the case of water servicesntbst important company is
the Agbar Group. For cultural and housing servidesal governments use
specific companies, an option that is predominan€atalonia and the Basque

Country.

Due to the existence of different modes of pubdic/ees delivery in Spain, it is
important to consider all these modes at the sammes because otherwise, the analysis

will be partial and the results could be biased.

Additionally, public services delivery can be penmed by a body formed of
several local governments. This kind of managensemidely used by municipalities
with small population and surface area, which nteegroup together through different
mechanisms of municipal cooperation, such as assmes combining several small
towns, consortia, and so on (Font and Parrado, )2000general, the aim of these
groupings is to garner the necessary resourcedfimng citizens the basic services that
local governments are charged with providing, saslstreet cleaning, waste collection
and treatment and water supply (Font and Parra@@Q;2Riera-Figueras et al., 2005).
But, as the municipalities in all our analyses hkarge populations because of different
reasons that we are indicating later, this optibrpmviding public services is not

included in the present study.
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Some of these entities have a public legal form @thérs a private one, and so
different legal regimens must be applied. Thusgimestion arises: which entities should
be governed by public accounting which by privaée®ording to Article 121 of the
General Budgetary Law 47/2003:

» Entities that belong to thadministrative public sector, such as autonomous
organisations, must apply the principles and rubésthe General Public

Accounting Plan and its regulations for development

« Entities that belong to theublic enterprise sector, such as public companies,
public business entities and consortia, must useptinciples and accounting
rules of the Commercial Code and the General Rrivatcounting Plan,
including their amendments and the legal provisidhat develop them.
Nevertheless, Article 200 of the Local Governmeesgiatory Law states that
“commercial companies whose share capital is heidliyw or mainly by local
authorities are also subject to public accountegutations, and also subject to
the provisions of the Code of Commerce and othsimegs law and the General
Private Accounting Plan currently in force for Sgéincompanies”

* Foundations within the public sector must operate in accoréamdgth the
accounting principles and rules of the General Aotimg Plan for non-profit

organisations.

In general, public accounting principles are applie non-profit entities that
render free or semi-free public services and whieseurces are derived from taxation.
Private principles are applied to other entitieat tbbtain a compensation for the
production of goods or services (Moran, 2009), sashpublic companies, public
business entities, foundations and consortia. Heweaccording to Moran (2009), a
problem arises from the existence of some publimpamies (regulated by private
accounting principles) whose activity is on beldlfpublic administrations (regulated
by public accounting principles). In such casese tAccounting White Paper
recommends applying the accounting plan that isebetidapted to the activity in

question, independently of the legal form.
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4. ANALYSISOF THE MODESOF PUBLIC SERVICESDELIVERY IN SPAIN
4.1. Population and sample

In Spain, which is well behind the leading courdri@ incorporating NPM
reforms (Hood, 1996), there have nevertheless be@ortant developments in the
functional decentralisatidn(Cuadrado, 2008) and externalisation processemifiRa
Matas and Garcia-Codina, 2006), especially in lgealernments, administrations that
have tended to use these processes, instead of aiamagement, for delivering public
services to citizens with the aim of taking advgetaof characteristics of the private

sector.

The local sphere allows us to obtain a larger veluwh data; moreover, these
data are more homogeneous than comparisons betdiferent countries (Garcia-
Sanchez et al., 2011). In addition, their proxinidycitizens and their daily lives allows
administrations to know better the needs of th#izens; but, at the same time, these
administrations are severely limited in their capyaio satisfy the population’s demands
owing to their often delicate financial situatioitherefore, this level of public
administration may resort to the decentralisatibrmanicipal services as a means of
obtaining a larger volume of public funds (Escud@@0?2). These factors make Spanish

municipalities a suitable setting for analysis.

However, the high number of Spanish municipaliaes the disparities among
them require a criterion be applied to select aptaniThe most adequate criterion is
related to the size of the population (Benito et2010; Navarro et al., 2010; Guillamén
et al., 2011; Navarro-Galera and Rodriguez-Boliz&]11). We selected the largest
municipalities because they are the only ones edligy law to provide their citizens
with all the services listed in the Local GoverninBegulatory Law, so the results take
into account more services than those that woulddiesidered in a sample using
smaller municipalities. Furthermore, the reformgasses postulated by the New Public
Management (NPM) paradigm are much better adapielhrge cities than to the
smallest municipalities, where management is mudreninformal, and it is the

responsibility of a single inhabitant, termed a rifarofessional” mayor. These small

® Cuadrado (2008) shows that the number of publierprises and entities owned by municipalities and
communities raised three-fold in the last decade.
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villages may count on an administrative expert,ilalble one day a week, to resolve
specific problems. However, in larger municipaltiethe electoral candidates are
professional politicians who have a close relatigth the national party administration
and who are therefore aware of the potential refgsions of their actions at the local
level on national elections (Carrillo, 2009). Foese reasons, and in accordance with
Prado-Lorenzo and Garcia-Sanchez (2007), it isnegessary to include the smaller

ones in this study.

More concretely, the selected municipalities aree th53 major local
governments, including all the provincial capitals Spain and practically all
municipalities with a population of over 50,000.€Tiime period analysed is 1999-2010,
inclusive. This specific time period was selectedduse of the growing importance of
externalisation and decentralisation processesgluhiese years, which provoked the
decision by the General Comptroller of the Statenkustration (IGAE) to perform an

annual inspection of these entities.

Nevertheless, the data used in the following chraptary slightly in relation to
the number of municipalities considered and theetiperiod, due to the different

availability of the rest of variables included hretanalysis.
4.2. Global analysis

In this section, the global evolution of each madgublic services delivery in
Spain, from 1999 to 2010, is analysed, and grapldsdascriptive statistics are given.
Firstly, Graph 1 shows the evolution of the usdahaf three modes of public services
delivery from 1999 to 2010. Functional decentrditsais most commonly applied,
followed by externalisation, and finally, mixed cpamies. Decentralised entities have

been increasingly adopted, with a notable risentabilace between 2003 and 2004.

Table 2 shows that, in the time period consideeag¢h Spanish local authority
created on average 6-7 decentralised entities atefesl into 1-2 contracts with the
private sector for the delivery of specified puldiervices. Nevertheless, the standard
deviation values point to considerable differeram@®ng municipalities. Finally, the use
of mixed companies, under which the delivery of ljubervices is shared between the
private and public sectors, is insignificant, wath average value for these entities close

to zero.
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Graph 1. Evolution of the modes of public services delivé899-2010
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Table 2. Descriptive StatisticsModes of public services delivery
Period: 1999-2010

Standard
Deviation
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By examining the different forms of decentralisexdtitees, such as public
companies, foundations, autonomous organisatiodgahlic business entities, we can
perform a complete analysis of functional decergaéibn. This is one of the advantages
of the present study, in contrast to others thael@nsidered only one mode of public
services delivery, either corporatisation (publicompanies) or outsourcing
(externalisation). By incorporating all existing d&s, the analysis is more realistic and

the results more consistent.

As shown in Graph 1, the process most often adadptétht of decentralisation;
but which types of decentralised entity are moshrmon? The following figures and
table show the evolution of the different formsletentralised entity.

Table 3 and Graph 2 show that autonomous organisatire the forms most
often resorted to, followed by companies; foundaiand public business entities were
created less frequently during this period. Newwdess, the pattern of change reveals
aspects of interest: we can see in the Graph 2thieause of foundations began to
increase between 2002 and 2003, just when signtfigaitations on local government
indebtedness were imposed under the BudgetaryliBtakit. The use of these agencies

during the period when indebtedness was restristadalysed in Chapter 2.

Another interesting feature shown in Graph 2 issharp increase in the number
of public companies. Autonomous organisations weitely employed throughout the
period in question, but the numbers of public conmgs increased spectacularly. The

reasons for this change and its consequences alysead in the following chapters.
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Graph 2. Evolution of decentralised entities 1999-2010
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4.3. Analysis by municipalities

To analyse the evolution of the use of differentde® of public services
delivery, we use the biplot technique, which pregda graphic representation of
multivariate data (Gabriel, 1971). While a scapést shows the distribution of two
variables, a biplot represents three or more vesafGabriel and Odoroff, 1990) on a
space of two or three dimensions. Individuals (fon the plane) and variables (axis)

are shown in the same representation.

The following figures show biplot representatiorighe use of different modes
of public services delivery (functional decentratisn, externalisation and mixed
companies) by local authorities in the initial afhl years of the study (1999 and
2010).

The different clusters show the groups of munidia that used similar modes
of public services delivery in 1999. When theseugsoare distant from the centre of the
plane, the use of some modes is more significant tthers. For instance, in Figure 1,
the largest cities (Madrid and Barcelona) and ldogens such as Badalona, Tarragona,
Reus and Marbella form a group that is characterieg the use of functional
decentralisation for public services delivery. Hoee the group shown in purple,
formed by Melilla, Granollers, Elche, Castellén,c.et make greater use of
externalisation. On the other hand, the group shiomgreen, in the lower-right corner,
formed by El Ejido, Benidorm, Valladolid, Zamoradaby island municipalities such as
Telde, Santa Lucia de Tirajana, San Cristobal datauna and Santa Cruz de Tenerife,

among others, tend to use mixed companies, eslyeftinivater supply and sanitation.

Figure 2 shows the biplot results for 2010, whioh iaterpreted in the same way
as above, i.e. the clusters are formed of munitipglthat used similar modes of public
services delivery in 2010. The most interestingeaspf these two figures is that they
illustrate the changes that took place in the fafmpublic services delivery between
1999 and 2010.
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Figure 1. Biplot 1999
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Figure 2. Biplot 2010
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Firstly, the largest cities continued to use mafuilyctional decentralisation, but
there were some changes: Barcelona intensifiediskeof decentralisation and is now
separated from its former group. Marbella and Rense moved toward the group with
Palma de Mallorca, Sevilla, Malaga and Esteponaofmmothers), which use
externalisation in addition to functional decengation, although to a lesser extent.

Concretely, externalisation is used for water s®wj waste disposal services and public
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transport. This combination of modes of servicdsvedey was also used by Tarragona,
Granada, Ceuta, Jaén, Matarg, Sabadell and Valen2@10. These municipalities have
moved to the cluster that was initially formed b§ybBo and Jerez, with the difference

that now externalisation and decentralisation aegluo the same degree.

On the other side of Figure 2, the cluster that badn formed by the island
municipalities and by others such as Valladolidmaea, Ciudad Real, Sagunto and
Sanlucar de Barrameda, whose main characteris8ctiieause of mixed companies for
water services, has divided into two groups: onahe hand, the island municipalities,
Ciudad Real, Sagunto and Zamora have combined gbeofimixed companies with
functional decentralisation; while on the otheg thmaining municipalities have tended

to prefer externalisation, especially for wastgdsal services and public transport.

The other municipalities are located at the ceafrthe plane, where all modes

of public services delivery are granted the sanggedeof importance.

Finally, Figure 3 represents the same evolutiomdasraph 1, but grouping the

municipalities by size. Thus, four groups wereidgished:

e Group 1 (G1): municipalities with over 500,000 inhabitants

e Group 2 (G2): municipalities with 200,000 - 500,000 inhabitants
* Group 3 (G3): municipalities with 100,000 - 200,000 inhabitants
* Group 4 (G4): municipalities with under 100,000 inhabitants

It is clear that, over time, all of these municifpe$ have tended to adopt
functional decentralisation, although some mora thihers. In general, this tendency is
more marked in large cities, which is in accordawd@ the biplot analyses. Groups 2
and 3 presented a slight trend toward externatisatvhich is also in accordance with
the above comments. The smallest municipalitiethoagh they present the same

tendency, continue to make less use of decenttialisa
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Figure 3. Manova Biplot
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1. INTRODUCTION

As we showed in the previous chapter, processdsnational decentralisation
have acquired special relevance in recent decddelnéri and Tyer, 2003; Utrilla,
2007; Cuadrado, 2008) for various reasons.

On the one hand, public administrations are fredqyeonfronted with difficult
economic situations (Dominguez, 1997; Garcia, 2080) they are forced to seek
alternative ways to deliver services that are detednby citizens. One of these
alternative ways is functional decentralisationjalihis held to produce faster service
provision (Downs, 1967) because decentralised uares closer to citizens and,
therefore, more aware of their preferences (Hay&€d5). On the other hand, these
processes could be carried out as a mean of mashkilngdual objectives, because
politicians might use decentralisation to their olemnefit. In this sense, Bennett and
Dilorenzo (1982 and 1984), Blewett (1984), MarlowdaJoulfaian (1989), Bunch
(1991), Escudero and Prior (2002) and Prado-Lorezizal. (2009) have shown that
governments may decentralise in order to avoid btaty restraints, by transferring part
of their debt to the newly-created entities.

Another mode of public services delivery is extésadion, also called
“outsourcing” or “contracting out”, through whiclhe public administration makes a
contract with the private sector for providing paldervices. This is another important
reform of the NPM theory. For the proponents of NRIMs process is a way to increase
accountability by turning to individuals in the rkat, maximising economic efficiency,
reducing government costs and increasing the guaipublic services, by transferring
some government functions to specialist supplig€ainfadi and Dollery, 2005;
Gonzalez et al, 2011), so that public organisaticas focus on more strategic
operations and externalise those that are lessrtamioButler, 1985; Donahue, 1989;
Brown and Potoski, 2003; Pessoa, 2009; Gonzalalz, &011).

Furthermore, according to strategic managementatitee (Bovaird, 2004;
Pessoa, 2009), externalisation produces competiivantages through economies of
scale, economies of scope and opportunities fouahlgarning (private sector from the
public sector and vice versa), because this proresdves a transfer of knowledge

between the providers and the customers of therreatised services (Norton and
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Blanco, 2009).

However, the introduction of the private sectorpublic services provision is
controversial. Some scholars argue that outsourtiag the potential to produce
considerable fraud and corruption if managerialtdrby the public sector is weak
(Kettl, 1993; Frederickson, 1999; Pessoa, 2009)iti€tans have intervened all too
often in the selection of providers, with casesungng of corruption and favouritism in

the awarding of contracts (Fernandez, 2007; Gomn#ilal., 2011).

Accordingly, this chapter examines the determinam$ functional
decentralisation and externalisation processesdal ladministrations. In particular, we
contribute additional empirical evidence by: (iesffying the causes of these processes;
(i) making a complete analysis of these processassidering different decentralised
entities — public companies, foundations, auton@rarganisations and public business
entities, as opposed to considering only public ganies — the corporatisation process;
(iii) incorporating variables representing ovetalidgetary management — indebtedness
and fiscal pressure — and political factors thptesent electoral and partisan decisions;
and (iv) considering a time period enabling the o$eanel data methods, which
provide more robust results than cross-section@ies by controlling for unobservable
heterogeneity. This method also allows us to coreexiogeneity problems between

dependent and independent variables.

With these goals in mind, we examined a sample % Spanish local
governments with populations of over 50,000 andpttevincial capitals, for the period
of time 1999-2007.

The Spanish context is interesting because of Haacteristics of its legal
environment, especially as regards accounting lasuich requires that a local
government’s consolidated report incorporate tharfcial and budgetary statements of
the public corporations in which a majority shaffetlee capital is held (Benito and
Bastida, 2007). This legal obligation could havstrang influence on the use of these
agencies as an escape valve for the limitationsiomicipal debt. According to authors
such as Grossi and Mussari (2008), Grossi and Newl{2009), Grossi and Pepe
(2009), the consolidation of these entities is @ fiece in the jigsaw puzzle of the

search for a true and fair picture of the publictae
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The results obtained show that right-wing local eyovnents tend to use
functional decentralisation to a greater extenttba other ideologies, particularly if
they enjoy an absolute majority and the politiaalisonment is characterised by a low
degree of competition. At the outset, they oftezate foundations, and as their position
becomes consolidated following re-election, thegate other entities, such as public
companies and autonomous organisations, which @gaed to greater control. In
addition, we have found empirical evidence of tke of decentralised entities created
with the aim of increasing public debt. The legalifations on indebtedness imposed in
2001 were effective, but local governments were ablcircumvent them through the
creation of foundations, which are not obliged tinsolidate their accounts. This
practice is more often adopted by left-wing partidse to the effect of the partisan
budget cycle.

2. POLITICAL CHARACTERISTICS AS EXPLANATORY FACTORS:

Research Hypotheses

Ferris (1986) pioneered the study of factors aiffgctdecisions regarding the
externalisation of public services, and analysedrdasons underlying contracting out

by local administrations in the United States.

Subsequent studies have focused on examining ec¢oramm financial variables
that might influence external contracting, and hewssidered political factors to be of
only slight significance, and thus ignored thena toertain extent. Ideology and political
motivation are the only political variables usualhcluded in these types of studies,
although Bel and Fageda (2007 and 2009) concludatl the choice of municipal
services management is motivated by different dspeeconomic efficiency, financial

problems and political and ideological consideradio

The impact of political factors on territorial detealisation processes has been
noted by many authors, especially the impact ofsiheto achieve favourable results in
forthcoming elections (O’Neill, 2003). According Mardones (2007), ideology is one
of the factors impacting on decentralisation in I€hwhile Escobar-Lemmon (2003)
highlighted as possible explanations of decenaaia in Colombia and Venezuela
factors such as the expectation of electoral bgn#fe level of citizens’ trust in

governments and the wealth of municipal distriE&lleti (2005) considered the impact
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of the territorial interests of interested parti@s Colombia and Argentina.
Decentralisation processes have also been usecdictease citizens’ participation
(Escobar-Lemmon, 2006) in countries characterisgch bow level of public-service
commitment and by electoral apathy (Nickson, 1995).

Public Choice theory interprets the political systas a market in which agents
interact in order to attain their objectives (Dowi857; Black, 1958; Buchanan and
Tullock, 1958; Stigler, 1965; Niskanen, 1971). Tthieory has been largely constructed
on thecitizen-candidateperspective (Osborne and Slivinski, 1996; Besleg &oate,
1997; Dixit and Londregan, 1998), which in turrbesed on the approaches suggested
by Downs (1957) and Lindbeck and Weibull (1987).litRians are considered
opportunistic agents and, as such, they act im then interest, setting aside citizens’
interests. From a utilitarian point of view, paliins are either seeking to gain power or

to retain it, and to do so they implement poli@ésliressing these goals.

According to this theoretical perspective, the tomdi factors that influence the
different reforms carried out in public administoat may be ideology, political
competition, political stability and the electopariod.

2.1. Political ideology and decentralisation/externaliston

The fact that politicians are driven by ideologinabtives, and that the latter are
consistent with the interests of the core constities that elected them, needs to be
taken into account. Because the Spanish settimtpasacterised by a strong left-right
duality (Bastida and Benito, 2010; Garcia-Sanched.e2011a and 2012), the analysis

of ideology in this country should be based onehes political options.

It is commonly assumed that right-wing parties anere likely to seek
reductions in public expenditure and to lower tte burden than are left-wing parties
(Allers et al., 2001). In other words, conservatpaaties are believed to be more in

favour of introducing budgetary discipline.

Nevertheless, empirical evidence regarding theuamfte of ideology is not
totally conclusive. On the one hand, there areistusuch as that by Blais and Nadeau
(1992), based on ten Canadian provinces, whichiroorthe greater contribution made

by left-wing governments to increases in publidadefTellier (2006), in another study
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focusing on Canada, reported that left-wing govesnt® incur higher public
expenditure that do centre and right-wing oneserllet al. (2001), based on a sample
of Dutch municipalities, showed that the more pesgive (i.e. left-wing) the
government, the greater the tax burden. Reid (199§)ed that Canadian centre-left
municipal governments are characterised by higeeel$ of growth in total real per

capita expenditure.

On the other hand, Bosch and Suarez-Pandiello §1&8& Benito and Bastida
(2004) do not believe the behaviour of progresgiagies in local government to be
different from that of conservative ones. Benitod aBastida (2008) reached the
conclusion that the political ideologies adoptedidgal governments in Spain present
no clear influence on the tax situation of munittms. Galli and Rossi (2002), based
on a sample of German Landers, showed that théoigieof a party has no systematic
impact on public expenditure, because sound taxcipsl are not influenced by
ideological factors. In addition, Hagen and Vabd0®) found no significant
relationship between ideology and the financial rabgeristics of Norwegian local
governments. Likewise, Seitz (2000) reported thelevance of the effect of ideology

on the tax policies of German states.

Some recent empirical studies, foremost among wisiche book by Jones and
Walter (2008), conclude that the policies carried loy Republicans and conservatives
for the last 30 years in the US have failed, thaisiaging the economy, and therefore it
might be affirmed that, although their stated goalse different, expenditure

programmes financed by both these ideologies Ha/edme budgetary implicatidns

Focusing on the process of organisational reforman international context,
Dubin and Navarro (1988), Dijkgraaf et al. (2008paVNalls et al. (2005) have shown
that, albeit weak, there is a greater dispositmmatrds privatisation within right-wing
administrations. Escobar-Lemmon (2006) found thastmdecentralising laws were
passed during the administrations of Liberal partieavares and Camaoes (2007) in their
study of Portuguese public services claim thatidirelogical variable is of no relevance

to decision taking regarding water provision arfdse collection.

'Progressive parties support social programmesabenefits, healthcare, etc.), while conservatives
devote funds to other expenditures such as prisbagolice force and the army.
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In relation to Spain, Bel et al. (2010a) report tld@ology does not influence the
privatisation of solid waste disposal and waterpbyservices in a sample of Spanish
municipalities; similar conclusions were reported the sub-samples of municipalities
analysed by Bel and Fageda (2008). The latter shigiglighted the importance of
political interests over ideology in accounting fbe privatisation of public services. In
the same vein, these authors show that ideolodmetors are of relatively little
importance regarding decisions to share managefiueations between the public
sector and private enterprises (Bel and Fagedd))201this respect, Gonzéalez-Gémez
and Guardiola (2009) concluded that ideology is motletermining factor in the

outsourcing carried out by local governments.

However, the spectacular shift towards privatisaémd decentralisation which
began in 1996 when the right-wing People’s Pary)(Pame to power is undeniable.
This party’s privatisation programme affected mpsblic corporations and it was
claimed that “the ultimate goal of the reductiom aastructuring of the public business
sector is to increase productive efficiency anddequately allocate scarce resources”
(Gamir 2005). Regarding the decentralisation ofam@ competences, this high impact
event in Spanish economic history was later corddrby Prado-Lorenzo et al. (2009),
for whom conservative governments are greater \matein private initiative and are
therefore more predisposed to corporatisation psEEbased on the adoption of private
management techniques. Furthermore, they condiderthe existence of decentralised
agencies improves the performance of public adinatisn (Aberbach and Rockman,
1999).

Because of the controversy regarding how ideologghminfluence decisions
related to the decentralisation of public servicas, first hypothesis is based on the
theoretical arguments and empirical results of &laarenzo et al. (2009):

H1: Right-wing local governments tend to use decentralisation/externalisation to a

greater extent than do parties of other ideologies.
2.2. Political competition and decentralisation/externailsation

The above ideological effect may be modified by the&ensity of political
competition. Ni and Bretschneider (2007) argue théien the level of political

competition is high, the checks and balances oitigal control will prevent over-
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reliance on political decisions, thus resultingipropitious environment for reforms to

be carried out.

According to a partisan model of government, ireamironment of low political
rivalry, ruling politicians are better able to ireptent their ideology and carry out the
necessary reforms. More specifically, the partis@w assumes that political parties
represent the interests of the different segmeintseoelectorate that support them, and
that when they are in power they implement policie benefit these segments. Solé-
Ollé (2006) recently confirms the empirical prevele of the Partisan model for several

Spanish local governments.

Inter-party competition is vital for devolving intsitional power to citizens,
which makes it necessary for politicians to payerdton to the demands of their
constituents (Smith and Fridkin, 2008).

However, the aforementioned empirical evidence girsscontradictory results
regarding the effect of this factor on public segwogrammes and reforms. Thus,
Garcia-Sanchez et al. (2011b) reported evidenctheofimportant impact of political
competition on local governments’ economic and aoability policies aimed at
enhancing their population’s quality of life. Thanse authors (2011c) observed a

negative impact of this political factor on the depment of e-government.
Based on the above arguments, we state the segpothbsis of this study:

H2: In environments characterised by a low degree of political competition, local

governments tend to implement decentralisation/externalisation to a greater extent.
2.3. Political stability and decentralisation/externalisation

Moreover, the intensity of political competition uadly involves a higher
probability that the governments have been formgdabcoalition of parties. If we
extrapolate the Weak Government Hypothesis (RSHpgsed by Roubini and Sachs
(1989a and 1989b) for budgetary deficit to publébmanistration reforms, it can be
affirmed that the political structure of the adrsination affects any decentralisation
process. When governments are weak and dividedateeless effective at introducing
changes than when they are stable and govern witbrking majority. This has been
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confirmed in several subsequent empirical studitstgrba, 1994; Blais et al., 1993;
Borge, 2005; Hagen and Vabo, 2005; Benito and 8asf008). With only one political

party in power, voters can clearly see who is rasfibe for the decisions taken, thus, in
a fragmented government the different politicabexttake different actions in order to

obtain higher electoral support for their own party

In this respect, Warner and Hebdon (2001), Bel &adeda (2008) and
Gonzélez-Gomez et al. (2010) argued that elecsogbort is significant, i.e. parties that
govern with an absolute majority have greater foeedo introduce the externalisation
of municipal services, as their decision-makingsigpported by a large part of the

electorate. Accordingly, our third hypothesis id@kws:

H3: More stable local governments tend to use decentralisation/externalisation to a
greater extent than do less stable ones.

2.4.Electoral period and decentralisation/externalisatbn

Authors such as Aghion and Bolton (1990), MilesifrEg (1995) and Milesi-
Ferreti and Spolaore (1994) have found that govenismstrategically use different
public policies or actions to influence electiorsukks by taking into account voter
preferences. In this sense, Escobar-Lemmon (2006)CGiNeill (2003) reported that
territorial decentralisation is a manoeuvre used plojiticians aimed at improving

electoral results.

More specifically, Frey and Schneider (1978a, 19a8ld 1979) designed a
model of political-economic interactions describinige interdependence between
government and the economy. In this model, the goaent establishes public policies
that fit its ideological stance, but is subjectelectoral constraints, with respect to its
future re-election. These constraints are indep@nolethe government’s ideology, and
electoral pressures may also affect the use ofyoistruments (Tellier, 2006).

Moreover, it has been shown that reforms or iddoldgactions are mainly
undertaken in the initial years of government. Theaber and Sen (1986) observed that
political parties, of all colours, tend to introdubudgetary discipline measures, for
instance debt reduction, in the two years immeblidt#lowing their election. Miranda
(1994) showed that politicians who have been ingydier long periods of time tend to
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be more moderate and to oppose major reforms. Henv&Varner and Hebdon (2001)
observed that politicians who have been in powetdioger periods of time also tend to

make greater use of restructuring processes, esuét of their accumulated experience.

Thus, in accordance with the majority of prior engal evidence, we state our

fourth hypothesis as follows:

H4: Local governmentstend to use decentralisation/externalisation to a greater extent

in the yearsimmediately following their election victory.

3. PUBLIC DEBT AS EXPLANATORY FACTOR

Public debt has been used strategically by pdditisiin order to manipulate
voter preferences and to influence election residt&rance (Aubin et al1988; Binet
and Pentecote, 2004; Foucault et al.,, 2008), J4dgahno and Nishizawa, 1990;
Yoshino and Mizoguchi, 2010), Canadian provincekriBand Nadeau, 1992; Reid,
1998; Kneebone and Mckenzie , 2001; Tellier, 20B88%el (Rosenberg, 1992), the U.S.
(Poterba, 1994; Grier, 2008), Germany (Galli and$R®002; Berger and Holler, 2007;
Schneider, 2010), Flanders (Ashworth et al., 20@pain (Garcia-Sanchez et al.,
2011a), Brazil (Sakurai and Menezes-Filho, 201@) @hina (Guo, 2009).

To prevent this opportunistic behaviour, many nalauthorities have imposed
restrictions on public indebtedness, with limité$feting from country to country. In
Spain, all sub-national governments (Autonomousidtegy Provincial Assemblies and

Municipalities) are subject to some type of budgetastriction.

However, diverse mechanisms and procedures hava kmeplemented to
circumvent these restrictions and achieve favoeralgction results. Thus, Bennett and
Dilorenzo (1982 and 1984), Blewett (1984), MarlowdaJoulfaian (1989), Bunch
(1991), Escudero (2002), Grossi and Mussari (2068)ssi and Thomasson (2011) and
Prado-Lorenzo et al. (2009) have shown that thetiomal decentralisation of public
administrations through the creation of corporaiand other autonomous agencies is
aimed at transferring part of their expenses ard tdethese independent companies in
order to comply with the restrictions imposed oaitttpublic finances. These actions
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might be facilitated by a lack of transparency witthese entities (Chan, 2003).

Moreover, central governments have tended to teandécision-making on
fiscal resources to sub-national administratiomses according to the fiscal federalism
theory, this allows an optimum public sector stuuetto be attained and fiscal tasks to
be distributed in order to maximise economic welidg (Carrera, 1998; Ahmad and
Brosio, 2006; Dafflon and Madies, 2011). Thus, resg to decentralisation in order to
achieve levels of indebtedness higher than thoseitted by law will be influenced not
only by proximity to the debt limits establishedit lalso by the total amount of revenue

raised autonomously.

Nevertheless, this effect is expected to be acHieyem functional
decentralisation, but not from externalisation, duse outsourcing relies on private
companies, which do not incur public debt. Therefdhe following hypotheses are

proposed solely with respect to functional decdisttaon.
3.1. Fiscal illusion and functional decentralisation

Underlying the concept of fiscal illusion is theeathat citizens, as voters, have
a mistaken notion about the price they ought tofpayublic goods and services. They
tend to underestimate the cost of public goodssamdices in relation to the taxes they
pay; this leads to greater demand for and produatiothese services, which in turn

provokes increased public spending (Higuera eR@D4).

At first, fiscal illusion was maintained by finamg higher public spending with
external funding (borrowing or public debt), withetidea that taxpayers do not realise
that current indebtedness must be covered by fuéxes (Pommerehne and Schneider,
1978; Levy and Feigenbaum, 1987; Wagner, 1987).adlaws, this opportunistic use of
public debt has led competent national authoriiegovernments to establish limits on
the amount of debt that sub-national administraticen incur. However, as Von Hagen
(1991) observed, budgetary restrictions influerfue ¢hoice of how to acquire debt,
rather than the decision to issue public debt @r flous, governments circumvent debt

restrictions by taking certain activities outsitie budget.

Alarms have been sounded as to the ultimate goalhefdecentralisation

process, as irresponsible use may endanger inenaj@nal equity (Prado-Lorenzo et
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al., 2010). The excessive use of decentralised cagerhas been associated with
attempts to avoid legal limitations on indebtednessce public administrations can
transfer costs and debts from their own finand@tlesnents to those of the decentralised
agency (Garlatti 2001; Bremeier et al., 2006; Gressl Reichard, 2008), formally

complying with the restrictions while maintainirtwgtfiscal illusion.

Such agencies have been called “Underground Gowsrtim(Bennett and
Dilorenzo, 1982) or “Backdoor Government” (Samusl|sb988), highlighting schemes
designed by opportunistic politicians to hide thalrcosts of electoral programmes and
thus to manipulate the will of the voters, for whéime perceived utility has apparently

increased.

Empirical evidence has shown that public adminigtng with higher levels of
debt are more likely to create public corporati¢gRsado-Lorenzo et al., 2009 and
2010), especially after legal limits to the amoohtdebt are established (Farnharm,
1985), in order to increase the external resouas@dable to them in the medium and
long term (Bennett and Dilorenzo, 1982 and 1984ewigit, 1984; Marlow and
Joulfaian, 1989; Bunch, 1991; Monasterio, 1996inaalet al., 1996; Monasterio et al.,
1999; Escudero, 2002).

In line with the above arguments, the following biesis is:

H5: Local governments with higher debt levels will implement significant functional

decentralisation processes.

3.2.Political Budget Cycle

Politicians are driven by ideological motives aedpond to the interests of their
core constituencies. On the one hand, right-wingegunents believe more in private
initiative, so they are more receptive to decersasion processes based on the adoption
of private management techniques. It is commonbumed that these governments
seek to reduce public expenditure and to lightentéix burden (Allers et al2001). In
this sense, we expect that right-wing parties ngteater use of decentralisation than

others, with the aim of increasing the efficienog &ffectiveness of the public sector.
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On the other hand, left-wing governments are maeodrable to state
intervention, and consequently they tend to inegasblic debt (Tellier, 2006; Garcia-
Sanchez et al., 2011a); therefore, they may ddoidesate public agencies as a mean of
getting more debt that allow them to implementrtig@ological programmes.

In according with the above, the effect of the fdi ideology on
decentralisation processes is unclaapriori. But, the final aim of each ideology is

different, so we establish the following sub-hypsts for clarifying this effect:

H6: Right-wing local governments tend to use functional decentralisation to a greater
extent than other governments; however, the use of these agencies as a means of
raising the level of debt is more commonly done by left-wing governments, due to the

effect of the partisan budgetary cycle.

However, some authors disagree with these viewserRi(1995) showed that
the basic determinant of a state’s debt level isthe number of public agencies, but
rather the way in which debt activity is directatiacontrolled. Thus, more centralised
states, as regards the supervision and controliloliqppagencies, show a higher degree
of effectiveness of debt restrictions. Accordinghe consider the effect of accounting

regulations on the use of functional decentralisati
3.3. Accounting regulations

Increasing decentralisation in the provision of Ipubservices by local
authorities has highlighted the need to developrtepes, similar to those used in the
business sector, to prepare financial statemeras rdpresent a true picture of the
municipality in budgetary, economic and financiatnts. Moreover, when a local
government establishes a network of interactingtiest the responsibility for their
performance cannot be attributed to governmentealalthough it plays a major role in
coordinating public policies, as the results alspahd on the kind of decentralised

entities (Grossi and Soverchia, 2011).

Accounting regulations are important, in requiriognsolidated accounting
statements, because annual individual accountsoti@rovide a faithful image of the
overall economic-financial situation of a municipgl since part of its debts are

transferred to the dependent agencies, which présein own financial statements.
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Countries such as the United Kingdom, New Zeal&@wleden and Australia
already take into account the importance of codatibn and have made consolidated
statements compulsory for all companies in theipugghere (Montesinos et al., 2010).
This increasing use of the consolidation of annaedounts provides feedback for
decision making, helping control political actioasd improve accountability, and
satisfies demands for information and transpardgssi and Mussari, 2008; Grossi
and Newberry 2009; Grossi and Pepe 2009).

In Spain, the consolidated text of the Local Goweent Finance Act (Art. 166),
states that local authorities must publish, as aeglthe general budget, the degree of
consolidation between the local authority budgetsgeand all the budgets and forecasts
of its municipal corporations. In addition, ArticB®9 specifies that the general accounts
of a local authority should contain both those loé tmunicipality itself and those
corresponding to its wholly-owned companies. Furtiee, the municipal council may
integrate the consolidated accounts of differeminages into its general accounts. Such
accounting practices are possible (Benito and 8astRP007) because the public
companies created are, in general, 100% owned éyntanicipality (IGAE, 1999-
2007).

However, the above budget and accounting requiresteamnot be extended to
other decentralised agencies, such as foundafidweslatter entities, therefore, could be
used to increase municipal debt without increasmegl debt, as they do not form part
of the consolidated budget or the general accoliaking into account the above

arguments, we establish another hypothesis:

H7: In local governments with higher debt levels, the functional decentralisation
process through public companiesis less often used to increase municipal debt than is
the creation of foundations as a result of specific accounting regulations (the

obligation to consolidate accounts).
4. EMPIRICAL RESEARCH DESIGN
4.1. Sample for the analysis

The population selected for this study is thathef 153 local governments whose
budgetary data are included in the Spanish Pulditd® Database (BADESPE). This
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database includes all the provincial capitals iaiS@nd practically all municipalities
with a population of over 50,000 inhabitants. Theet period analysed is 1999-2007,
inclusive, instead of 1999-2010, due to the avditglof the budgetary data. With this
sample, the full available dataset is used forataysis.

4.2.Dependent variables

The dependent variables correspond to the diffemeodes of public services

delivery in local governments in Spain. They arsatiéed as follows:

e TOTAL_DECENTRALISATION : numerical variable that represents the
number of decentralised agencies created in eacficipality. Concretely, this
process may be carried out by:

o COMPANIES: number of government owned corporations created b

each municipality.

o AUTONOMOUS ORGANISATIONS (AAOCO):  number of

autonomous bodies created in each municipality.

o PUBLIC BUSINESS ENTITIES (PBE): number of municipal business

entities created by each municipality.

o FOUNDATIONS: number of municipal foundations created in each

municipality.

e EXTERNALISATION : numerical variable that represents the number of
private agencies that have acquired the right twide public services in each

municipality.

« MIXED_COMPANIES : numerical variable that represents the number of
mixed companies that are created in each munityp&oth public and private

sectors are owners of these companies.
4.3.Independent Variables

Based on the posited hypotheses, the variablesdewed in the analysis are

related to political factors and the level of paldiebt of each municipality. Concretely,
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to test hypotheses H1, H2, H3, and H4, we defiheddllowing variables:

* RIGHT_IDEOLOGY : dummy variable that takes the value of 1 if the
governing party is classified as conservative oldgy and 0, otherwise. This

allows us to test hypothesis H1.

 POLITICAL_COMPETITION : numerical variable representing political
rivalry. It is measured following Solé (2006), dw tdifference between the
percentages of votes obtained by the parties comirfgst and second place.

This is used to test hypothesis H2.

e STABILITY : numerical variable used to identify the elect@abport obtained
by the party presently controlling local governmelttis represented by the
percentage of seats obtained in the most recentiale This is used to test

hypothesis H3.

« ELECTION_YEARS : number of years remaining until the next eleci®due.
Following Ashworth et al. (2005) and Bastida andciBe (2009), this variable
takes the value of O in the election year, 1 infits¢ year before an election, 2 in
the second year prior to an election and 3 in te gfter an election, or in other

words, the third year prior to an election.

+ YEARSINGOVERNMENT : numerical variable that identifies the number of

years the local government has been in power.
These two last variables enable us to test hypisth&s
In addition, to test hypotheses H5 and H7, we @effithe following variables:
« DEBT_pc: numerical variable that represents the level dlipudebt per capita.

In 2001, the ruling conservative government appdotree Budgetary Stability
Act, which set important limitations on the debpaaity of local governments.
To determine whether this law reduced practicefisoél illusion, we included
the following variables:

e LIMIT_DEBT: dummy variable that takes the value of 1 in thargethe
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Budgetary Stability Act was in effect and 0, othesav

e LIMIT_DEBT_pc: numerical variable resulting from the product dfet

variables DEBT_pc and LIMIT_DEBT.

And finally, the following variable is used to tdstpothesis H6:

* RIGHT_DEBT_ pc: numerical variable resulting from the product ofe th

variables DEBT_pc and RIGHT_IDEOLOGY.

Table 4 summarises the variables included for éggothesis and the expected

effect on dependent variables:

Table 4. Hypotheses and variables

HYPOTHESIS VARIABLES

EXPECTED
EFFECT

H1: Conservative local governments tend to use
decentralisation/externalisation to a greater éxtean R|GHT IDEOLOGY
do parties of other ideologies.

H2: In environments characterised by a low degfee o
political competition, local governments tend to
implement decentralisation/externalisation to atge
extent.

POLITICAL_COMPETITION

H3: More stable local governments tend to use
decentralisation/externalisation to a greater ebttean  STABILITY
do less stable ones.

H4: Local governments tend to use
decentralisation/externalisation to a greater eviten
the years immediately following their election aoy.

ELECTION_YEARS
YEARS_in_GOVERNMENT

H5: Local governments with higher debt levels will

. S . . DEBT_pc
implement significant functional decentralisation. P

H6: Right-wing local governments tend to use
functional decentralisation to a greater extent ttha
other governments; however, the use of these agenc
as a means of raising the level of debt is morengom
among left-wing governments, due to the effechef t
partisan budget cycle.

RIGHT DEBT pc

H7: In local governments with higher debt levels,
functional decentralisation by means of public
companies, in order to increase municipal debgss
commonly used than the creation of foundations, as
result of specific accounting regulations (the gétion
to consolidate accounts).

LIMIT_DEBT _pc

+ foundations
- companies

Source The authors
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4 .4.Control variables

To reduce biased results, the following controlialales, broadly confirmed as

having an influence on externalisation and decbs#téon processes, were included in

the analysis.

POPULATION: numerical variable reflecting the number of inlabis in each
municipality. Larger municipalities are expected use decentralisation to a
greater extent, since they need a higher degrespexdialisation to satisfy the

needs of all their users (Montesinos et al., 2010)

GDP_pc the local income level is measured by gross dtimesoduct per
capita. Escobar-Lemmon (2003) highlighted the immpé¢he wealth owned by
municipal districts on decentralisation in Colomlaiad Venezuela. From the
research done at the regional level (Farnham, 1985gxtrapolate that a higher
standard of living is related to a lower level sical pressure, and therefore, that

the administration would have to resort to debd &m of financing.

In addition, different authors have shown that ¢héecentralised agencies have

emerged as an attractive source of revenue thiréothe total or partial recovery of the

cost of the service provided by charging the userctly, without having to raise taxes

on the whole population (Rubin, 1988; Molinari anger, 2003). In this sense, the

following variables are included in the analysis:

DIRECT_FISCALPRESS pc: numerical variable that represents the direct
fiscal pressure, calculated by the ratio of incahreugh direct taxes to the local
GDP, measured in per capita terms. In general,ip@aministrations with a
high direct tax burden will tend to create decdisied agencies as a way of
obtaining revenue without increasing taxes evenemdhus, we expect this

variable to have a positive effect on decentrabsatariables.

INDIRECT_FISCALPRESS pc: numerical variable that represents the
indirect fiscal pressure, calculated by the raficncome through indirect taxes
to the municipal GDP, measured in per capita tetiwsvever, the relationship
for direct fiscal pressure does not exist in theecaf an indirect tax burden,

which is basically associated with taxes on ecowcawstivity, such as taxes on
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construction for the municipal administration. Téeactivities do not directly
affect the tax burden of citizens in general, $ugher indirect tax burden would
mean a good deal of income for the administratiwh iiis expected to decrease
the dependence on debt as a source of financingtlddecentralisation
processes addressed to concealing part of theuinmtial debt. Therefore, we

expect this variable to have a negative effectecedtralisation variables.
4.5.Research models

More specifically, and in order to test the prombkgpotheses, we focused our
analysis technique for obtaining panel data on gbkection of several dependence

models based on linear regressions. Specificakyused the following models:

Decentralisation, =By + B:DEBT_pg + B.LIMIT_DEBT_pc; + BsLIMIT_DEBT;, +

+ B4RIGHT_DEBT_pg + BsRIGHT_IDEOLOGY; +BsPOLITICAL_COMPETITION; +

+ B;STABILITY ; +BsELECTION_YEARS +BoYEARS in_. GOVERNMENT; + B;gPOPULATION, +
+ B12GDP_pg + B1,DIRECT_FISCALPRESS_pe- B3INDIRECT_FISCALPRESS_pct &3+ it

(1]

EXTERNALISATION = o + 0uDEBT_pg + 0,LIMIT_DEBT_pc; + asLIMIT_DEBT, +
+ RIGHT_DEBT_pg + asRIGHT _IDEOLOGY; + asPOLITICAL_COMPETITION, +
+a;STABILITY ; + agELECTION_YEARS + agYEARS_in_ GOVERNMENT, + 0;,0POPULATION, +
+0.GDP_pg + 0,,DIRECT_FISCALPRESS_pe a1NDIRECT _FISCALPRESS_RCH &2+ i

[27]
MIXED_COMPANIES ; = %o + MDEBT_pG + %,LIMIT_DEBT_pc, + A;LIMIT_DEBT +
+ MRIGHT_DEBT_pg + A:RIGHT_IDEOLOGY; + APOLITICAL_COMPETITION, +

+ 4 STABILITY ; + AELECTION_YEARS + AYEARS_in_GOVERNMENT, + 4;)POPULATION,; +
21GDP_pg + M, DIRECT_FISCALPRESS_pe AJNDIRECT_FISCALPRESS_pct €3+ Hai

(31]

where,

“Decentralisation” represents the different decentralised entitiec@ MBANIES, AUTONOMOUS
ORGANISATIONS (AAOO), PUBLIC BUSINESS ENTITIES (PBEnd FOUNDATIONS and all of
them jointly (TOTAL_DECENTRALISATION),

i indicates the municipality artdrefers to the time period,

B, a, A are the parameters to be estimated,

€15, £, €3; represent the persistent unobserved heterogeneity,

Wit Moits Maie represent the classic disturbance term.
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Many previous studies have used cross-sectionakmmaa which the dependent
variable is explained by the results derived frdmeyvations for a specific year, either
because it was the last year available or becansenportant event occurred then
(Warner and Hebdon, 2001; Levi and Tadelis, 20H@wever, these models present a
significant limitation, namely their low explanayorapacity, which is closely related to

the period of analysis considered.

One way of overcoming this restriction is to usengdadata models, which
provide greater consistency and explanatory powecdnsidering several periods of
time. This technique allows us to control for urervable heterogeneity in local public
administrations and avoids problems of possibleogadeity between the dependent

and independent variables.

Background about panel data models used in theexbof public management
can be found in the studies by Chandler and Fe(1i884), Bel and Miralles (2003) and
Bel et al. (2010b)which address the explanatory factors of the psa#ibn of different

municipal services.

In the present study, we examine different staid @dynamic panel data models
to find the determinants of local government dewdisation processes during the
period 1999-2007, using the Generalised Method afménts (GMM) estimator
developed by Arellano and Bond (1991). To elimindte risk of obtaining biased
results, we controlled for unobservable heterodgr®y modelling it as an individual
effect, which is eliminated by taking the firstféifences of the variables. The problem
of endogeneity between dependent and independeables was corrected using the
numerical right-hand-side variables in the modatgyed from t-1 to t-3 as instruments

for the equations in differences.
5. EMPIRICAL RESULTS
5.1. Descriptive analysis

Table 5 shows the descriptive statistics of theéabdes used for the analysis. On
average, each local government created three caoegpduaring the period in question,
but very few foundations. Furthermore, while vittyano foundations were created

during the period when there was no debt limit @2901), the number of foundations
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increased in the subsequent period (2002-2007)nwine debt limit was established.

These descriptive results are in accordance wéalekplanatory factors hypothesised.

Table 5.Descriptive Statistics

Variable Obs Mean Std. Dev. Min Max
Independent Variables
POPULATION 1377 150720.3 286755.8 20218 3155359
GDPpc 1377 18492.18 4973.666 0 33834.27
DEBT _pc 1063 65.63929 51.12293 0 643.231
LIMIT_DEBT 1377 0.6666667  0.4715758 0 1
LIMIT_DEBT_pc 1377 42.81987 49.0159 0 643.231
RIGHT_DEBT_pc 1063 30.64115 44.76197 0 492.7353
DIRECTFISCALPRESS pc 1331 0.0148926  0.0203156 IGDE 0.1570237
INDIRECTFISCALPRESS pc 1331 0.004883 0.0451422 B-50 0.9552636
RIGHT_IDEOLOGY 1377 0.4996369  0.5001815 0 1
STABILITY 1377 0.4615561  0.0920018 0.25 0.76
POLITICAL_COMPETITION 1377 0.165557 0.1238849 0 0.6
ELECTION_YEARS 1377 1.333333 1.15512 0 3
YEARS_in_GOVERNMENT 1377 7.027596 5.436937 0 20
Dependent Variables

Period 1999-2007
COMPANIES 1377 2.941176 3.806 0 27
FOUNDATIONS 1377 0.2185911  0.7865161 0 7
AAOO 1377 3.451707 3.316958 0 19
PBE 1377 0.0849673  0.4271481 0 4
TOTAL_DECENTRALISATION 1377 6.69862 6.469288 0 43
EXTERNALISATION 1377 1.820625 0.7561253 0 3
MIXED_COMPANIES 1377 0.248366 0.4470989 0 2

Period 1999-2001
COMPANIES 459 2.638344 3.773027 0 26
FOUNDATIONS 459 0.0762527  0.4680424 0 5
AAOO 459 3.446623 3.416963 0 19
PBE 459 0.0849673  0.4274589 0 4
TOTAL_DECENTRALISATION 459 6.246187 6.390697 0 42
EXTERNALISATION 459 1.823529 0.7573596 0 3
MIXED_COMPANIES 459 0.2440087  0.4449401 0 2

Period 2002-2007
COMPANIES 918 3.092593 3.815415 0 27
FOUNDATIONS 918 0.2897603  0.8964511 0 7
AAOO 918 3.454248 3.267696 0 19
PBE 918 0.0849673  0.4272258 0 4
TOTAL_DECENTRALISATION 918 6.924837 6.49988 0 43
EXTERNALISATION 918 1.819172 0.7559164 0 3
MIXED_COMPANIES 918 0.2505447  0.4484004 0 2
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During the period considered, virtually no publigsiness entities were created,
in contrast with the high number of autonomous oigmtions that appeared. Both
types of organisation are public, but Public BusmEntities (PBE) are not funded from
the State budget, nor do they receive transfems fother public administrations, and

thus their appeal is limited.

Decentralised agencies are wholly owned by muniitigs, and none are listed
on any stock exchange. This situation is similathiat produced by corporatisation in
Sweden, but different from that in Italy, where Iswagencies are normally joint stock
companies that can be, and often are, traded omsttoik exchange (Argento et al.,
2010).

5.2.Explanatory analysis

Tables 6 and 7 shows the explanatory factors ferntiodes of public services
delivery, which are represented by means of tred ti#centralisation variable and by its
breakdown into different entities, of the extergafion variable and the mixed

companies variable.

As regarddotal decentralisation, all the variables are statistically significant a
the 99% confidence level, except “LIMIT DEBT”, “LIM DEBT pc” and “DIRECT
FISCALPRESS pc”, which are not statistically sigeaht in the analysis. The variables
"DEBT pc", "INDIRECT FISCALPRESS pc", "RIGHT IDEOLGY", “STABILITY",
“‘ELECTION YEARS”, “YEARS in GOVERNMENT”, "POPULATION" and "GDP"
have a positive effect on the dependent variabheth® other hand, "RIGHT DEBT pc"
and "POLITICAL COMPETITION" have a negative effecon "TOTAL
DECENTRALISATION".

Regardingcompanies all the variables are statistically significattthe 99%
confidence level, except "LIMIT DEBT", which is nengnificant. In general, the
variables show a positive relation to the numbercampanies created by Spanish
municipalities, although in the case of "LIMIT DEBpc", "RIGHT DEBT pc",
"INDIRECT FISCALPRESS pc" and "POLITICAL COMPETITND, the relation is
inverse.
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Table 6. Explanatory factors of the decentralisation @flgpublic services

Static panel-data estimation, two-step difference M

Total Decentralisation Companies Foundations Autonomous Organisations  Public Business Entities
Coef. Std. Err. Coef. Std. Err. Coef. Std. Err. Coe Std. Err. Coef. Std. Err.
DEBT pc# 0.0011925*  0.0002837  0.0005113*  0.0000929 -0.000686 0.000047 _ 0.0012131* _ 0.0002248 _ omitted omitted
LIMIT DEBT pc# -0.0004239  0.0002579  -0.001043*  0.0001402  0.0008013 0.0000457  0.0000934  0.0002614  omitted omitted
LIMIT DEBT -0.0285513  0.022609  -0.0059319  0.0100542 -0.10753330.0052268  0.0667568*  0.0225728  omitted omitted
RIGHT DEBT pc# -0.0016553* 0.0003719  -0.0009364* 0.0001451  0.00804 0.0000603  -0.0008754*  0.0001758  omitted omitted
RIGHT IDEOLOGY 0.5444749*  0.0800693  0.1501305¢  0.0433012  0.2577306 0.0115126  0.1242339*  0.022748 omitted omitted
POLITICAL 9032515 06199719  -4.970889* 0433423  -0.9580250 0.1585516  -2.944033*  0.2995365 omitted omitted
COMPETITIION
STABILITY 10.45336* 1230295  5.186796*  0.6407577  1.15493* 452194  3.828373*  0.4656851  omitted omitted
ELECTION_YEARS 0.0538934* 0.0067912  0.0229016* 0.0030958  0.0379941 0.0024134  -0.0057395¢  0.0013629  omitted omitted
YEARSIN. 50247+ 00060332  0.0354867*  0.0041662  -0.0173447*0.0013786 0.00924* 00018616  omitted omitted
GOVERNMENT
POPULATION# 0.0000166*  9.62E-07  0.0000148*  7.81E-07  0.0000114* 1.35E-07 9.74E-06*  2.96E-07 omitted omitted
GDP_pc# 0.0000959*  8.98E-06  0.0000647*  5.61E-06  0.000045* .30E-06  -0.0000206*  2.87E-06 omitted omitted
DIRECTFISCAL#  5.087036  3.775242  23.84693*  2.917467-10.43026*  1.147951 5.85187*  1.683858 omitted et
INDIRECTFISCAL# 23.61065*  3.343819  -23.58643*  2.008  5.64539* 05215937  42.26232* 09732414  omitted omitted
Z 263011 198.49 146631 22307.20 0
m1 0.7¢ 1.1 0.4 0.8 -
m2 0.2¢ 1.2¢ 0.41 0.17 ;
Hanse! 107.5¢ 108.2¢ 111.8( 111.4; 0
# In order to avoid endogeneity problems, for themgables we have used their lags t-1 to t-3 asunsnts.

Notes:

i) Heteroskedasticity consistent asymptotic stath@aror in parentheses.

i) *, ** and *** indicate significance at the 1%5% and 10% level, respectively.

iii) zis a Wald test of the joint significance of theagpd coefficients, asymptotically distributedy@sinder the null hypothesis of no relationship, éegrof freedom and significance
in parentheses.

iv) m (m, and m) is a serial correlation test of ordansing residuals in first differences, asymptoticdistributed as\N(0,1)under the null hypothesis of no serial correlation

v) Hansen is a test of over-identifying restricépasymptotically distributed g8 under the null hypothesis of non-correlation bewehe instruments and the error term; degrees of
freedom and significance in parentheses.
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Table 7. Explanatory factors of the decentralisation of Iqmablic services
Static panel-data estimation, two-step difference @M

Total Decentralisation Externalisation Mixed Companies
Coef. Std. Err. Coef. Std. Err. Coef. Std. Err.
DEBT_pc# 0.0011925* 0.0002837 7.46E-06 7.23E-06 -3.08E-06 13B-06
LIMIT_DEBT_pc# -0.0004239 0.0002579 -4.57E-06 8.01E-06 -0.0000147* 6.35E-06
LIMIT_DEBT -0.0285513 0.022609 0.0013004 0.0011491 0.0002589 .000229
RIGHT_DEBT_pc# -0.0016553* 0.0003719 7.34E-06 6.78E-06 2.25E-06 65B-06
RIGHT_IDEOLOGY 0.5444749* 0.0800693 -0.00292 0.0028798 0.0036992** 0.0014164
POLITICAL
COMPETITIION -9.032515* 0.6199719 -0.0149928 0.0187239 0.0435927 0.016139
STABILITY 10.45336* 1.230295 0.0272737 0.0376545 -0.0736378** 0.0334288
ELECTION_YEARS 0.0538934* 0.0067912 0.0001725 0.0001642 -0.0002444 0.0001019
YEARS _in
GOVERNMENT 0.0247* 0.0060332 -0.000274 0.0002078 0.0004464* 00@L499
POPULATION# 0.0000166* 9.62E-07 1.72E-08 2.14E-08 -2.33E-08** .01E-08
GDP_pc# 0.0000959* 8.98E-06 -2.15E-09 1.25E-07 -2.89E-08 118:08
DIRECTFISCAL# PRESS_pc# 5.087036 3.775242 0.2422369 0.3009671 -0.2800426** 0.1107509
INDIRECTFISCAL# PRESS pc 23.61065* 3.343819 -0.0059816 0.019968 0.1923926** 0.0942733
z 2630.11 0.2t 1.82**
m1 -0.7¢ -0.9¢ -0.84
m2 -0.2¢ 1.0¢ 0.9¢
Hanse! 107.5¢ 11.9] 25.3¢
# In order to avoid endogeneity problems, for themgables we have used their lags t-1 to t-3 asunsnts.

Notes:

i) Heteroskedasticity consistent asymptotic stath@aror in parentheses.

i) *, ** and *** indicate significance at the 19%8% and 10% level, respectively.

iii) zis a Wald test of the joint significance of theaeed coefficients, asymptotically distributedy@sinder the null hypothesis of no relationship, @egrof freedom and significance
in parentheses.

iv) m (m, and m) is a serial correlation test of ordawsing residuals in first differences, asymptoticdistributed as\N(0,1)under the null hypothesis of no serial correlation

v) Hansen is a test of over-identifying restricépasymptotically distributed &8 under the null hypothesis of non-correlation beehe instruments and the error term; degrees of

freedom and significance in parentheses.
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Concerningoundations, all the variables are statistically significabttze 99%
confidence level, except “RIGHT_DEBT pc”, whichnet statistically significant in the
analysis. The variables "DEBT_pc", "LIMIT_DEBT", TRECT_FISCALPRESS_pc",
"POLITICAL_COMPETITION" and “YEARS_in_GOVERNMENT” &ve a negative
effect on the number of foundations created, wisetba impact of the rest of the

relevant variables is positive.

In the case chutonomous organisationfAAOQQO), the only non-relevant
variable in the analysis is “LIMIT_DEBT_pc”. Themaining variables are significant
at the 99% confidence level. The variables “RIGHEHBY pc”,
“‘DIRECT_FISCALPRESS pc’, “POLITICAL_COMPETITION?”,
“ELECTION_YEARS”, “POPULATION” and “GDP_pc” have aegative effect on the

dependent variable (“AAOQ”), while the other vatedhave a positive effect on it.

When the dependent variable is “PBpublic business entitie} no results are
obtained. There are very few observations, and saneaningful estimate can be
achieved. And when the dependent variabkxternalisation (see Table 7), no variable

is statistically significant.

Finally, as regards mixed companies the variables “DEBT_pc”,
“LIMIT_DEBT”, “RIGHT_DEBT_pc” and “GDP_pc” are nostatistically significant in
the analysis. The remaining variables are sigmtied the 95% confidence level, except
“POLITICAL_COMPETITION” and “YEARS in_ GOVERNMENT", which are
relevant at 99%. In general, the statistically gigant variables have a positive effect
on “MIXED_COMPANIES”, although in the case of “LIMI DEBT pc”,
‘DIRECT_FISCAL_PRESS pc”, “STABILITY”, “ELECTION_YRRS” and
“POPULATION?, the relation is inverse.

This analysis allows us to determine the factoas #ffect the implementation of
functional decentralisation and externalisationitiNg public debt nor political factors
were found to affect externalisation, but functiotecentralisation may be explained by
some of these variables.

With respect to political factors, our results shibwat right-wing parties tend to
make greater use of functional decentralisatiom td@ other ideologies, and so

hypothesis H1 is accepted for this mode of pul#iwvises delivery. However we have
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not enough evidence in the case of externalisatmhmixed companies.

“POLITICAL_COMPETITION” has a negative effect on |amodes of
decentralisation. This means that in environmemigracterised by a low degree of
political competition, local governments tend to plement decentralisation, as

proposed in hypothesis H2.

The “STABILITY” variable is positively related witthe dependent variables,
meaning that more stable local governments tendse decentralisation to a greater

extent than do less stable ones, as proposed wothggis H3.

Finally, these results show that politicians arerendikely to carry out
organisational reforms in local government in tHigst years in office, taking electoral
considerations into account (reflecting the positaffect of the ELECTION YEAR
variable, in which the highest value indicates thasest proximity to the previous
elections), especially through the creation of camgs and foundations. However,

autonomous organisations tend to be created a&nth@f the mandate.

Concerning the time spent in office, politicians k@amore use of
decentralisation when they have been in power fonger period of time (the positive
effect of the “YEARS_in_ GOVERNMENT” variable, rem@nting the number of years
the political party in power has governed the mupaility), especially by creating
companies and autonomous organisations, while fmionts are more likely to be
established during the initial years of governmednt.short, decentralisation, in its
various modes, reflects the phase of the politcyale. Foundations are more often
created at the beginning of a government’'s mandettde autonomous organisations
are created at its end, with companies being nftet areated in the years immediately
following re-election. Accordingly, hypothesis H4 partially accepted. Thus, local
governments tend to create entities that are migtdyhcontrolled as their control of

government is consolidated following re-election.

Additionally, this analysis reveals the existenta dlirect relationship between
the level of municipal debt and that of decentedin (total decentralisation), as
proposed in hypothesis H5. If a distinction betwedferent decentralised entities is
made, it can be seen that this relationship is estgent regarding public companies

and autonomous organisations, while the effect wblip debt on foundations is
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negative.

On the other hand, “LIMIT_DEBT_pc”, the variableattshows the effect of the
legal limits imposed on indebtedness in 2001, hasegative effect on the
decentralisation process based on the creatiommpanies, and a positive one in the
case of foundations. These results confirm hypahe, in the sense that local
governments initially created companies in ordebéoable to incur more debt, thus
generating fiscal illusion. Nevertheless, in 2084trictions on public indebtedness were
imposed and public companies were forced to cotataitheir budgets; hence, they
ceased to represent an effective instrument whemdbt was made apparent. This can
be perceived in the initial positive impact of “DEBpc” for the period 1997-2001 and
in the negative effect of “LIMIT_DEBT_pc” on “COMPRIES” from 2002.

In contrast, as soon as decentralisation througltithation of companies was no
longer an effective way to incur more debt, localvgrnments began to create
foundations, since these agencies remained outk&leeompulsory consolidation of
accounts and constituted useful instruments forptmpose of moving public debt off
the municipal balance sheet. This effect can begdezd in the initial negative impact
of “DEBT_pc” for the period 1997-2001 and in the spiive effect of
“LIMIT_DEBT_pc” on “FOUNDATIONS” from 2002. The lder variable has a
positive coefficient, which indicates a higher usehese decentralisation agencies in

more recent years.

In addition, when the coefficient of local governmheebt is correlated with the
existence of right-wing political parties in powgFotal _Decentralisationp;+p4 =
0.0011925 + (-0.0016553); Companiestos = 0.0005113 + (-0.0009364); AAOO:
01+64 = 0.0012131 + (-0.0008754)), this is higher tharewlother ideologies are in
power, in the cases of Total Decentralisatiof;=0.0011925), Companies
(01=0.0005113) and AAOOs(= 0.0012131). As the Spanish political context is
characterised by a strong right/left-wing party ldwgGarcia-Sanchez et ak011a),
these results show that the decentralisation pso@ss a mechanism targeted at
increasing debt is a political measure that is guegftially used by left-wing parties,
through the creation of public companies and autanes organisations. This confirms
hypothesis H6. However, in the case of foundatidhs, effect is similar for both
ideologies because the interaction between debt aanght-wing ideology is not
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significant from the statistical point of view.

The effects of direct and indirect fiscal pressanedependent variables do not
allow us to draw meaningful conclusions, becaussoime models these variables are
not statistically significant and, when they atee effect depends on the decentralised

entity.

Public debt was not found to affect externalisgtiaa we had hypothesised,
because this process is based on recourse togdeatpanies, which cannot make use
of public debt. Neither does any political factdfeat the externalisation variable,
because, in general, Spanish local governments tierekternalise the same public
services: water, waste disposal and public transpmlependently of political ideology,
political environment or the electoral period.

However, for mixed companies, the results are natlear. Some variables are
statistically significant but less so than in tleese of decentralisation. These companies
have not been used for the purpose of achievindpehidevels of indebtedness,
bypassing the legal limits, because the privat¢osqrarticipates as a shareholder. On
the other hand, mixed companies are more likelge@reated by right-wing parties at
the end of their mandate, in environments with tpghtical competition and when the

party does not enjoy an absolute majority.
6. DISCUSSION OF RESULTS

The results obtained demonstrate the influenceedim political factors on the
process of functional decentralisation carried bytSpanish municipalities between
1999 and 2007. In general, decentralisation viectkation of foundations tends to take
place in the years immediately following electiombis pattern has also been pointed
out by Baber and Sen (1986) with respect to oteéarms. But it is opposite to the
results obtained by Escobar-Lemmon (2003 and 2@f¥6)erritorial decentralisation,
possibly due to the fact that functional decerdgedion, unlike territorial
decentralisation, does not allow a closer politeabroach to citizens. On the contrary,
it subsumes responsibility for the service in guesinto organisations that citizens
often mistake for private companies (Prado-Lorenzib al., 2009). However,
corporatisation processes (creation of public corigg®d are more likely to be

implemented when politicians win the elections anelre-elected, which is in line with
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the arguments of Warner and Hebdon (2001), who ti@tparties which have been in
power for a longer period of time make more useesfructuring processes, on the basis
of their acquired experience. Autonomous orgarosatiare more often used at the end

of the mandate.

Our empirical evidence shows that conservativeigmnmnake greater use of
decentralisation. These results are in line withséhof Aberbach and Rockman (1999)
and of Prado-Lorenzo et al. (2009), but contrash wie evidence reported by Bel and
Fageda (2008), Tavares and Camoes (2007), Gon@élerz and Guardiola (2009)
and Bel et al. (2010a) regarding the externalisatib municipal services, and by Bel
and Fageda (2010) regarding shared service managdiatveen public and private
companies. Thus, it might be considered that theiso to decentralise is not

systematic, but a pragmatic choice (Bel et al. 02)1

In general, the whole process of decentralisatisn more common in
environments where political competition is lowadahe stability of the party in power
is higher. So, our results are consistent with ¢lz#gms made by those who defend
partisan government models: in environments whetiigal competition is lower, the
party in power implements its ideology and caroasits reforms more competently, in
this case by means of decentralisation. The eftéctstability on this process is
consistent with the arguments of Warner and Heb(#291) and Bel and Fageda
(2008), who state that politicians who govern wath absolute majority have greater
freedom in decision-making, especially as far asia#ly controversial decisions are

concerned (Gonzéalez-Gémez et al., 2010), whichaéscase of decentralisation.

However, mixed companies are used by parties tithtndt obtained large
majority and they govern in political environmenitgh a high competition. The reason
is that the creation of these entities is a refahat is not considered as strong as

decentralised or externalised agencies.

In addition to political factors, the findings dfet present study reflect an initial
use of municipal decentralisation as a mechanistratesfer part of the municipal debt
to external agencies. These results are in link Wibse obtained in previous studies,
such as Bennett and Dilorenzo (1982 and 1984), &te{#984), Marlow and Joulfaian
(1989), Bunch (1991), Escudero (2002) and Pradetzo et al., (2009). Thus, Spanish
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decentralisation agencies, obeying the same m#édiveorporatisation as in Germany
(Bremeier et al., 2006) and ltaly (Garlatti 2004¢ek to escape from the traditional
local government budgeting system with its in-bun#fficient mechanisms of spending

and carried-over regulations.

However, in line with authors such as Riherd (198%] in contrast to the results
obtained by Farnharm (1985), our findings indictiat these practices cease to be
effective as soon as legal limits on debt are duoed, with accounting rules that oblige
the local administration to include the public deaken on by its agencies in the
consolidated accounts. In this respect, it is egng to observe whether the effect of
these factors depends on the kind of decentraligedcies (specifically companies and

foundations) created, since the accounting rulesidgferent for each case.

Thus, in Spain, local administrations must preseansolidated financial
information, including that corresponding to theblti companies created, but not that
for other decentralised agencies. The empiricatlence shows that foundations are
now becoming more important and are displacing @mgs in processes of

decentralisation carried out with the objectivebfaining external funds.
7. CONCLUSIONS

Among the reforms proposed in the NPM theory amséhof decentralisation
and externalisation, in order to avoid the rigaBtiof a system subject to common
administrative law, and to improve the efficiendytlte public sector.

Although studies have highlighted problems assediatith these processes,
such as excessive fragmentation, which can lealiffioulties in coordination between
agencies, the duplication of the resources emplogeg@ossible cases of corruption, a
significant number of decentralised and externdletities have been created in Spain.

In this chapter we examine the question of whethéslic debt and political
factors influence the processes of decentralisatiahexternalisation carried out in the
local management of public services. We assesseé&panish municipalities with over
50,000 inhabitants for the period 1999-2007, ingkistaking into account the large
number of such processes implemented during thi®gyeas a result of which the

General Comptroller of the State Administration A5 decided to carry out yearly
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inspections of the entities thus created. The tesabitained show that externalisation
processes cannot be explained by any of thesergaetbile functional decentralisation
is influenced by them.

Concretely, right-wing parties make greater usduoictional decentralisation
and mixed companies. Especially, the parties tlmtened with large majority in
environments where political competition is lessvese tend to create more
decentralised entities because, although this issaye be socially controversial, they
have greater freedom in decision-making, and cdarcifto do so. Specifically,
foundations are more likely to be used at the begmof a political mandate; when a
government is re-elected, it is more likely to ¢eeeompanies, and at the end of the

mandate, autonomous organisations.

However, parties that did not obtained large maj@and they govern in political
environments with a high competition use mixed canis to a greater extend, because

these entities are reforms that are not considesesirong as decentralised agencies.

The important decentralisation processes takingepkt the local level, with
respect to public services delivery, are relevatalise the resulting agencies can be
used politically as a means to circumvent the idgins imposed on raising external
financing. Previous studies have failed to consfdetors associated with the existence
of accounting norms which, by requiring consolidiaéecounts, make it more difficult
for local governments to transfer part of theirtdelthe accounts of decentralised units.
Moreover, the findings of previous empirical resdaare strongly associated with the

annual period considered.

Our findings show that local governments create edialised entities,
especially public companies, to sidestep the |digaitations placed on debt, so it
produces fiscal illusion. These practices gradualiyappeared as a result of the
effectiveness of new accounting rules on consdaillaaccounts that forced local
governments to report their debt and that of cerfaiblicly owned units. Moreover,
public companies are replaced by foundations, whirehnot included in consolidated
accounts. So, decentralisation can be perceivedarasopportunity for political
bargaining, in which decisions can be made far fod@mocratic control (Citroni et al.,
2012).
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1. INTRODUCTION

Social welfare has always been a central topi¢uafysin economic sciences. At
the individual level, quality of life (QoL) or welfe is derived from the consumption of
a series of economic and social tangible goodsd(fbealth attention, amenities, etc.)
and also from intangible factors, such as persemaltions or attitudes (Gonzalez et al.,
2011a).

Social welfare considers the components of welhpeassociated with health,
welfare, freedom of choice and basic liberties, aghothers, as well as the determinants
of well-being associated with the availability obofl, clothing, drinkable water,
education facilities, health care and income inegeh(Dasgupta and Weale, 1992). So,
the concept of QoL identifies individual happines&l well-being (EEA Report, 2009)
and in some cases these concepts are used as syony

Furthermore, QoL is related to many dimensionsfef although some of which
are difficult to measure. There is an abundandéesfture searching for an appropriate
representation of all those dimensions throughesesf economic, environmental and
social indicators without the need to assign theonetary values for aggregation.
Some of these authors are Blomquist et al. (1988)sgupta and Weale (1992),
Hashimoto and Ishikawa (1993), Zhu (2002), Marshall Shortle (2005), Campanera
and Higgins (2011), and so on.

In the case of Spain, we can highlight Royueld.€2803), Zarzosa (2005) and
Gonzalez et al. (2011a and b). The first authoveldped a methodology that allow the
simultaneous comparison of time periods and atbasaggregation of variables with
different units of measurement and the severalttoests of wellbeing. This indicator
comprises three main indexed related with indivicagportunities for progress, social
equilibrium and community conditions of life. Atehsame time, these indexed are

formed by 18 sub-indexes that are measured by B6&8bles.

The second author created an indicator of QoL Fa& municipalities from
Valladolid province. For it, she employed infornoati about the economic activity,
education and culture, labour situation, demogm@plspects, health, environment and

incomes. The indicator is a complex measuremeet] @ Trapero (1977) before, for
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measuring the social welfare for different terigsrin a concrete moment, or for

different moments in a concrete territory.

Gonzalez et al. (2011a and 2011b) have createdhentdex for represent the
QoL in Spanish municipalities, for what they apglibe DEA and VEA methodology.
They take into account 8 drawbacks and 11 advastéayeapproximate the different
dimensions about QoL: health, education, personaiviges, housing, social

connections, environment, personal security and@oac security.

Nevertheless, the most important welfare factoi$ most used by authors are
usually related to public services that are enjopgdcitizens, such as consumption,
social services, housing, transport, environmeifipl market, health, education, culture
and leisure and security services (Gonzalez et2@fl1a). However, there has been
widespread interest in measuring not only the tpalf services but also QoL and
improvements in governance processes (Bovaird éfitet, 2003).

A large number of these public services are pralid local governments, so
potential government inefficiencies could be deatasty for the social welfare of
citizens (Vergara, 2000). In this sense, one of sb&tions invoked to prevent
inefficiencies in the public Sector is the introtan of private sector principles, such as
those proposed under NPM theory. As it was explagfore, some of the most
important reforms were functional decentralisatimia externalisation processes at local
level. So maybe there is a relationship betweersetherocesses and QoL of the
population, since the most important welfare fextare usually related to public
services that are delivered by public administrathich has tended to make use of
decentralisation and externalisation processesdant years, in order to deliver public

services more efficiently to their citizens.

However, there are few studies that deal spediicalith this issue. The
majority of studies relate the mode of public seegi delivery with regional disparities
(West and Wong, 1995; Ter-Minassian, 1997; TannetwiZ099; Zhang, 2006; Ezcurra
and Pascual, 2008; Lessmann, 2009; Hong, 2011)itar the sustainability of cities
(Wu and Wang, 2007; Karger and Hennings, 2009)nbtitlirectly with the QoL of the

population. In addition, most of them consider austrative rather than functional
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decentralisation and many of them are focused dy @me mode of delivery, either

externalisation or functional decentralisation.

Accordingly, the main aim of this chapter is to eb® the effect of functional
decentralisation and externalisation processeshencitizens’ QoL. Concretely, we
expect to contribute to this line of research by dpecifying the impact of these
processes; (ii) conducting a complete analysisin€tional decentralisation, taking into
account the different decentralised entities — ipubtompanies, foundations,
autonomous organisations and public business entitiinstead of only one mode of
delivery; and (iii) choosing a time period that ppés the use of panel data methods,
which provide more robust results and allow us tntwl the unobservable
heterogeneity and correct the endogeneity probldme$ween dependent and
independent variables.

The study area corresponds to the 78 Spanish eifitbsa population of over
100,000 for which MERCO (Spanish Corporate Repuotaltionitor) carried out a study
of their levels of QoL for the fiscal years 200008 and 2009. The municipality is the
most important level of analysis of QoL in Spaether than the province or the region,
because, as Gonzalez et al. (2011c) showed in shaity of QoL in Spain, the local
level accounts for 52.6% of the variance in Qolthe country, versus 37.8% for the
regions and 9.6% for the provinces. Moreover, thallenges of adopting policies
aimed at enhancing QoL are focused at this lewei@ and Martins, 2007).

The effects of both modes of public services delive(functional
decentralisation and externalisation) have beetedegmpirically by dependence
models using panel data models to lend certainrdism to the analysis and to achieve
better consistency, as well as better explanatowep. This allows us to overcome the
shortcoming of previous studies that are usualBotatical or use static econometric

techniques.

Our results show that functional decentralisat®the most appropriate mode of
public services delivery in terms of QoL, throughyaentity: public companies,
foundations, autonomous organisations or publitn@ss entities.
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2. DECENTRALISATION, EXTERNALISATION AND QUALITY OF LI FE:
Research Hypotheses

Welfare state ideologies gained force after theo8&aVorld War, in response to
citizens’ increasing demands for better servicasamimproved QoL (Gladstone, 1995;
Vigoda, 2000). For this purpose, public administrag seek to provide more services
for citizens and are urged to become more effecéffecient and business oriented. So,
based on the NPM theory, they introduce technigumesorganisational structures and
management taken from the private sector, viewed asdel of efficiency (Haynes,
2003) including decentralisation and externalisatirocesses in order to improve
accountability (Kettl, 2000).

The welfare factors most commonly used to measweeQoL of citizens are
related to social services, housing, transportirenment, health, education, culture,
security services, etc. (Gonzalez et al., 201Taydain, the most of them are provided
by local governments, so, there is probably a imHahip between the QoL of the
population and the modes of public services dejivéin Spain, functional
decentralisation, externalisation and mixed comgsni

Moreover, in the last decade, there has been ggpimiterest in the assessment
of policy outcomes, measuring the success of publerventions in terms of the QoL
(Bovaird and Loffler, 2003). Improving the QoL is& of the most important aims of
public policies (Santos and Martins, 2007). In esse, various hypotheses have been
proposed to analyse the effect of functional deedisation and externalisation
processes on citizens’ QoL.

2.1.Functional decentralisation and QoL

In the 1950s and 1960s, demands from the populateye related to needs like
poverty alleviation, health, education, etc., andrsmany countries, governments tried
to address these problems by designing more effitoeal governments (Gupta, 2004).
For this purpose, they focused on different med@rmaiunder the NPM theory, which
seeks to carry out legislative mandates efficierghyd economically and execute
policies that improve the QoL (Gudrais, 2009). Sahthese mechanisms are different

forms of decentralisation, which in the 1980s besaery popular in many countries as
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a means of achieving development objectives ranfjioigy people’s participation to
political stability (Dutta, 2009), redistributiorf mcome with the objectives of equality
and improved QoL (Gupta, 2004) or as a way to stiee"state failure” (Zapf, 1984),

that are consequences of an inefficient publicosect

Since then, identities of a universal nature hasedéd to be replaced or
questioned by other more individualistic ones, ihich citizens are subject to the
consequences of the welfare state from the pravissdé public services in a
straightforward manner (Navarro, 1997). In thissserdecentralisation affects the QoL
through local development, which is considered mstitutional complement of the
decentralisation process. Specifically, BarrosoO{JOstates that local development
strives to activate the human, material, institogioand cultural resources with the aim
of achieving economic growth and improving the lemad QoL of citizens. Therefore,
public services may affect operating conditions pethaps the QoL (Bradbury et al.,
1997).

Functional decentralisation can improve the QolLtlé population and the
functioning of a city and its services, as Marsl{a004) concluded in his study of the
city of Barcelona. Proper organisation in the psamn of services implies a higher
quality of these services, which have positive repgsions on the QoL of the

population (Sanderson, 1996).

It must be accepted that public administrationsquently face difficult
economic situations (Dominguez, 1997; Garcia, 200@% oblige them to seek
alternatives in order to satisfy citizens’ needsthbas regards the quantity and the
quality of the services provided. For this reasmnrecent years the processes of
corporatisation as a form of decentralisation heseired special importance (Molinari
and Tyer, 2003; Utrilla, 2007).

Several studies have analysed the effects of dedisation, in various countries
and different sectors. For example, regarding #adth care sector in the USA, Wright
and Perry (2010) indicate that the changes in #&gBn administration in health policy
were motivated by concern about the welfare statd,concluded in corporatisation. In
Italy, this sector was renovated through the pnogne launched by Local Health, in

which corporatization was implemented, involvingspibals and local health units
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(Bifulco, 2011). This is one of the European caseshich NPM has been applied in a
way similar to the UK model, but neverthelessjmplementation has created regional
differences. In some regions, the implementations v&rongly oriented towards

enforcing citizens as consumers; in other contexitse emphasis was placed on the

promotion of citizenship.

In the case of the Indian transport sector, Goy&007) found
that corporatisation — among other practices sushpartial privatisation, better
utilisation of assets or the restructuring of mamagnt — is a mechanism to motivate
agents to cooperate and compete, obtaining a suiadtacrease in quality and
decrease in the cost of public services, which cedunequalities, and so the QoL

improves for the average citizen.

In Korea, Hong (2011) found a negative relationshiptween regional
disparities in terms of human resources, healthveglthre and the levels of functional
decentralisation from the year 2000. This authardusarious indicators of QoL to
measure the disparities, and so these results irtiy existence of a positive
relationship between QoL and this kind of decerdadion. Furthermore, Walti (2004)
found that multilevel structures affect environnamerformance by differentiating the
effects of economic development and corporatisbicoodation structures. The results
of this study show that in a weak multilevel contdéxgh economic development has a
positive effect on environmental performance, whitorporatist accommodation

structures positively affect the environmental parfance in strong multilevel systems.

In general, national governments have been gradu@insferring more
functions to the local level, so that more resosiraee needed to ensure a high QoL.
However, unless additional resources are identifteasic infrastructure and social
services provision will decline, leading to a dovamd spiral of reduced economic
prospects and lower QoL (Warner, 2010). In thisiaion, local governments feel
somewhat overwhelmed with so many tasks, and awhrig to use corporatisation, in

order to obtain help from the private sector.

In accordance with the above, we establish theHypothesis of this study:

H8: Functional decentralisation processes have a positive impact on the QoL of the
population.
85



The impact of functional decentralisation and externalisation on quality of life | CHAPTER 3

2.2.Externalisation and QoL

Another mode of public services delivery is extésadion, “outsourcing” or
“contracting out”, which introduces private secideas with the aim of improving
public services delivery, leaving the provision thiese services in the hands of
specialist suppliers (Cannadi and Dollery, 2005ngabez et al, 2011b). In this way,
externalisation would improve the quality of all blic services, because public
organisations can then focus on more strategicatipes and externalise those that are
less important (Brown and Potoski, 2003; Gonzaleale 2011b). For this reason,
public organisations tend to promote these pragtiestead of public provision, which
is perceived by individuals as inefficient and dydsureaucratic. The promotion of
these practices is often carried out at electioe tio demonstrate the interest of making
policy changes (Bensghir and Tekneci, 2008) and tha government may improve its

image.

However, outsourcing can also have negative effécsinstance, citizens may
perceive private enterprise as an obstacle betwesm and the government (Norton
and Blanco, 2009; Gonzalez et al., 2011d), andStia¢e could be emptied of content
because its role would be limited to that of chongsprivate sector providers (Martin
2000; Norton and Blanco, 2009; Gonzalez et al. 1@8).IMoreover, cases of corruption
may increase (Fernandez, 2007; Gonzalez et alld)0¢hen politicians decide who is
to be the private provider.

In this sense, Vigoda (2000) conducted a survew itarge Israeli city to
determine the relationship between citizens’ demmaadd public administration’s
responsiveness, and found that citizens’ satisfactdeteriorated when public
administration presents a business orientationthim case of Australia, in 1990 a
movement toward the outsourcirgf many public services has started (i.e. waste
collection, construction and welfare services). &féwless, in 2000 the Government
recognised the existence of major problems relatgd cost and the fulfilment of
objectives caused by outsourcing, especially inlipudector information technology
services (Broughton and Chalmers, 2002). In Denpraritracting out was one of the
suggested tools for modernisation of governmentthéearly 1990s, but the Social

Democratic-led government in 1993 proposed anotmedernisation programme
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focused on employees and citizens, and mechanrsthg iform of contracting out were

used to a lesser extent (Greve, 2006).

As can be seen, the theoretical benefits that autst can provide do not seem
to convince many authors, who have indeed foumal piroduce quite pernicious effects
on the population. The lack of a common vision as the relationship between
outsourcing and QoL of the population has led ®iticlusion of this variable in this
study, with the aim of reaching an enlighteningatosion in the case of Spain. To this
end, we established the following hypothesis, whigh be tested by the empirical

models later:
H9: Externalisation processes negatively affect the QoL of the population.

However, the existence of mixed companies in wipiatt of the management is
in public sector hands (like decentralisation) amibther part is in the hands of the
private sector (like externalisation) provokes « mi the previous hypothesis, in the
sense that the negative effect proposed in H9heilless negative in the case of mixed
companies. Accordingly, we pose the following sypédthesis:

H9.1: This negative effect of externalisation on QoL is less significant in the

case of mixed companies.

3. EMPIRICAL RESEARCH DESIGN
3.1. Sample for the analysis

The data used correspond to 78 Spanish citiespuiplulations of over 100,000
for which MERCG (Spanish Corporate Reputation Monitor) carriedabatudy of their
levels of QoL for the fiscal years 2007, 2008 a2 The initial sample of 153
municipalities and the period of time were redubedause these are the full available
dataset about QoL provided by MERCO. This is anaoigation and reputational
assessment instrument similar to the one publighdétrtune magazine in the United
States. It draws up six rankings that measure @patation in different areas: the best

firms to work for, (mercoPersons), the most préstig leaders (mercolLeaders), the

! http://www.merco.info/es/countries/4-es
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most reputable firms (mercoFirms), the best finanbrands (mercoBrands) and the
best cities in which to live, work, visit, study dado business (mercoCity). At the

present time, its reports are reviewed by KPMG uh8AE3000 standard.
3.2.Dependent variable

As dependent variable, we used the QoL of inhatitam Spanish
municipalities. This variable is measured using Hoere obtained by each of the
Spanish cities in themercoCity analysis, which is directed by teachers at the
Complutense University of Madrid. Its objectivetes determine the level of QoL in
urban areas, in particular, the largest SpanisiescitTo do so, it considers 250
sustainability indicators; these are aggregatedbtiain a score for each municipality.

The methodology comprises of a four step assessment

i) Macro-survey: compiled the opinions of 9,000 citizens for theags 2008
and 2009 and 9,100 for 2010, from habitants agegehBs or older living in
cities of over 100,000 inhabitants. Respondentstnassess 41 different
indicators such as the social, economic, functi@ral physical situation of
their own city. Telephone interviews using the CAYktem are used for this

purpose (Computer Assisted Telephone Interview).

i) Benchmarking: analysis of more than 100 indicators for hightyiable
secondary sources related to the different parameteurban sustainability:
environment, urban planning and housing, securitypbility, culture,

economy, social services and quality of life.

iii) Direct Assessment Analysis of Merits: consists in a formal applioatfor
additional information from municipal administrat® in order to assess the
evolution of different municipal indicators, for axple the level of cities’
urban sustainability, mobility, competitiveness,owtedge, solidarity and

excellence.

2 http://www.merco.info/es/countries/4/rankings/3
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Iv) Expert Assessment experts in urban management choose the three best
cities in Spain according to a series of headlmgicators. This randomly
chosen panel comprises more than 100 experts frenpaiblic and private

spheres, the academic world and civil servantsbharumanagement.

The final ranking is computed as the weighted sdnthe scores of the four

stages mentioned.

The maximum score is 1000, which indicates thainkabitants enjoy a high
level of QoL. Madrid obtained 1000 points over theee years, which indicates that i)
it is the Spanish city whose inhabitants enjoy treatest economic, social and
environmental well-being; and ii) it is the prefedrcity for living both by experts in

urban management and by other third parties.

3.3.Independent Variables

The following independent variables have been ahaggpropriately to test the

hypotheses put forward in this study.

To test hypothesis H8 on the effect of the decésatzon process on Qol,
several variables were defined, identifying thefedént typologies of local public

services delivery.

e TOTAL_DECENTRALISATION : numerical variable that represents the
number of decentralised agencies created in eacficipality. Concretely, this

process may be carried out by:

o COMPANIES: number of Government owned corporations created b

each municipality.

0o AUTONOMOUS ORGANIZATIONS (AAOO):  number of

autonomous bodies created in each municipality.

o0 PUBLIC BUSINESS ENTITIES (PBE): number of municipal business

entities created by each municipality.
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0 FOUNDATIONS: number of municipal foundations created in each

municipality.

And to test hypotheses H9 and H9.1 on the effedhefintroduction of the
private sector on QoL, we defined two variabled tHantify the level of autonomy of

the private sector within local services management

e EXTERNALISATION : numerical variable that represents the number of
private agencies that have acquired the right twide public services in each

municipality.

« MIXED_COMPANIES : numerical variable that represents the number of
mixed companies that are created in each munityp&oth public and private

sectors are owners of these companies.

3.4.Control variables

Furthermore, in order to avoid biased results, meguded a set of variables
whose influence on the level of the QoL of the dapon has been widely confirmed
(Cheng, 1992, Bavetta and Padovano, 2000; Cama&f@2; Garcia-Sanchez and
Prado-Lorenzo, 2008; Dave, 2011; Prado-Lorenzt. ,e2@12).

More concretely, taking into account that the Qsldéetermined by a wide mix
of socio-economic and political characteristics f£Report, 2009), different variables

that represent these factors were selected:

« UNEMPLOYMENT : voters and interest groups channel votes andures®
respectively, to the centre of power that bestsBasi their objectives, so they
can influence the policy implementation decisioristh@ political leadership
(Bavetta and Padovano, 2000), including QoL pokigcisions. Thus, these
actors are expected to be particularly interestedparticipating in public
decision-making in order to obtain more benefiteaaditionally socioeconomic
variables have been used as surrogates for theses,agiven that a higher
economic and educational status usually leadsgeehniparticipation and voting

rates; in addition, as society increases in pojmidaand urbanisation, diverse
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organisations develop to represent their inter@Skeng, 1992). Prado-Lorenzo
et al. (2012) found a significant direct relatiopsbetween urban sustainability
and municipal economic activity. We use the leveinainicipal unemployment
as a proxy of citizens’ economic level. Previoupgyg, for example, Cheng
(1992), have generally used the variables repremgtiie municipal population
and GDP to identify these groups. With respecthto first variable, it must be
pointed out that a control variable of populatioansity has to be entered
subsequently, and that there is a high correlatith the population variable,
and so this cannot be used. In the case of GDigtnot available for the fiscal

years analysed.

« DENSITY: numerical variable that reflects the populatioansity of each
municipality. Population density is a basic QoLigador (EEA Report, 2009).
There is a general assumption that cities of difteisizes and types achieve
consistently high levels of collective welfare, whhiillustrates both the strength
and the potential vulnerability of large metropafitagglomerations, which are
more powerful attractors of enterprises, symbols eacbnomic power and
modernity, but also extremely expensive machinegeedering enormous social
and environmental strains (Camagni, 2002). Howewavyeral aspects of
sustainability, such as the environment, urbarmasatsocial welfare and quality
of life are more highly related to population déypgCamagni, 2002; Howley et
al., 2009; Dave, 2011). The consideration of padjputadensity and its strong
correlation with the factors that form it, poputati and surface, make it

impossible to use the three variables togethdreéranalysis models.

Finally, we consider, as control variables, sométipal factors. Public choice
theory provides an analysis of the complex politieavironment in which voters,
interest groups and politicians play an importame in government decisions to adopt
particular policies (Mueller, 1979 and 1989). Roléns are the main actors in the
decision-making process regarding the future demetmt of a city. They are
considered opportunistic agents, and as such, d@loeyn their own interest, leaving
citizens’ interests to one side. From a utilitarigmint of view, politicians are either
trying to enter government or to be re-elected, emdo so they implement policies
with the purpose of achieving that aim. Therefdney select a given amount of effort
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(resources, agent’s time, expertise, financial rmean provide services to voters in
exchange for votes, and to interest groups in exgdafor resources that can be
reinvested to achieve a positive electoral outcdBavetta and Padovano, 2000).
According to this theoretical perspective, politi€actors that determine the different
reforms carried out in the public administratioe &nked to ideology, competition and
political stability, which can significantly affeche QoL of a city. Accordingly, the

variables that represent these factors are:

* RIGHT_IDEOLOGY : dummy variable that takes the value of 1 if the
governing party is conservative and 0, otherwiseviBus studies have found a
negative influence of right-wing parties on the lempentation of 21 Local
Agenda Garcia-Sanchez and Prado-Lorenzo, (2008}hdnnational sphere,
Anderson and Mizak (2006) observed that the maiediptor of a pro-
environmental law vote is whether the Americandkgor is a liberal democrat,
and Steurer and Hametrer (2010) conclude that desnwith social democratic
governments improve social rights for all theirzgnhs, promote equality of high
social standards as well as social benefits, wharehuniversal and independent
of class and status. While, countries with conder@agovernments are
characterised by granting modest social rights, raathtain existing class and
status differentials, with limited redistributivéfexts. Because of this, we expect

a negative influence of right ideology on the QoL.

* POLITICAL_COMPETITION : numerical variable that represents political
competition, calculated, in accordance with Sol€0@), as the difference
between the percentages of votes obtained by thieegpaoming in first and
second place. Politicians may ignore their ele¢jmr@amises for citizens without
any immediate penalty (Carcaba and Garcia, 201@nck, as political
competition increases, the checks and balancesliicpl control will prevent
overreliance on political decisions (Ni and Bretseider, 2007) and a
favourable environment for reforms could be creagdith and Fridkin (2008)
argue that interparty competition plays a key mléhe decision of politicians to
devolve institutional power to citizens so thatytheve to pay attention to the
demands of their constituents. In this sense, puptogrammes are more

representative of the desires of the whole popratif a country, rather than
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just those of the inhabitants that voted the partgower, who could present a
lower/higher interest in QoL than the rest of tlopylation.In addition, Prado-

Lorenzo et al. (2012) showed that political conti has a positive effect on
the sustainability of Spanish cities. Based on @hasguments we expect a

positive relationship between competition policy dine QoL.

e STABILITY : numerical variable identifying the electoral sappthe local
government obtained in the latest elections, and it represented by the
percentage of seats obtained by the governing .plarty necessary to consider
that the level of political stability may lead to advancement of or a halt in the
activities related to sustainability, because thplementation of these measures
tends to require sufficient support to choose gigasresources, with effects that
are detectable only in the medium or long termdB+lorenzo et al. 2012). For
this reason, there is expected to be a positivatioalship between political

stability and the QoL of the local population.

3.5.Research model

Based on the variables selected to test the hypeshgroposed, we have defined

the following model:

QoL =ptp.Decentralisation+B,;EXTERNALISATION ; + p.MIXED_COMPANIES ; +

+ BsUNEMPLOYMENT;+B,DENSITY;+ BsRIGHT_IDEOLOGY; + BsPOLITICAL_COMPETITION, +
+ B;STABILITY i +& + it

(4]

where,

QoL is the dependent variable proposed to idetiigyquality of life of each city.

“Decentralisation” represents the different decentralised entitiec@ MBANIES, AUTONOMOUS
ORGANISATIONS (AAOO), PUBLIC BUSINESS ENTITIES (PBEand FOUNDATIONS and all of
them jointly (TOTAL_DECENTRALISATION).

i indicates the municipality artdrefers to the time period,

p are the parameters to be estimated,

g; represents the persistent unobserved heterogeneity

Wi represents the classic disturbance term.

93



The impact of functional decentralisation and externalisation on quality of life | CHAPTER 3

To estimate this model, we need an adequate mdtigyddhat takes into
account that the dependent variables take valuggeba 0 and 1000. The technique
adopted is the Tobit regression for panel data tspaich allows us to use the QoL
index considering that it is left and right-sidensered (0-1000). The Tobit model
estimates coefficients by the maximum likelihoodtmoe. In addition, using the
random-effects estimator, it controls for indiviluheterogeneity because the
individuals are observed in different periods. Qetely, the random error term is
broken down into two partgy; which changes among municipalities and periods of
time, and the individual effeei which characterises the municipality and is insati
over time; thus, these can be interpreted as tb@ri&athat are not included in the
regression and are specific to each municipality.

An important limitation is the use of data for onlyee years. Nevertheless, as
explained above, we are using the full datasetishatailable, because the QoL index is

only published for the period of time under consadien.

4. EMPIRICAL RESULTS
4.1. Descriptive Analysis

Table 8 shows the descriptive statistics for theatdes included in the models.
The average score is 429.69 on a scale from 0a0.10 addition, there was an average
of approximately nine decentralised entities (TOTAIECENTRALISATION), in
contrast with two externalised ones (EXTERNALISATND This shows that public
services management is predominantly effected e@ewkralisation and specifically by
means of public companies, which is in line witk tbllowing explicative results. 59%
of the municipalities are governed by a right-wipgrty, and they have an average

unemployment rate of 6.168% and a population dgr$i2930 per sq. km.
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Table 8. Descriptive Statistics

Variable  Obs Mean Std. Dev. Min Max
Dependent Variable
QoL 234 429.688 138.8608 200 1000
Independent Variables
COMPANIES 234 4.393162 4.684844 0 29
FOUNDATIONS 234 0.6410256 1.228849 0 6
AUTONOMOUS ORGANISATIONS 234 3.602564 2.672414 0 11
PUBLIC BUSINESS ENTITIES 234 0.1282051 0.5641426 0 4
TOTAL DECENTRALISATION 234 8.764957 7.262719 0 47
EXTERNALISATION 234 1.782051 0.7112964 0 3
MIXED COMPANIES 234 0.2435897 0.4301681 0 1
UNEMPLOYMENT 234 6.168376 2.345488 2.6 135
DENSITY 234 2929.984 3725.374 51.88  18359.85
POLITICAL COMPETITION 234 0.1442308 0.1072463 0 0.49
STABILITY 234 0.4714103 0.075263 0.3 0.66
Frequency
RIGHT IDEOLOGY 234 0.5897436

4.2. Explanatory Analysis

Table 9 shows the effects of the three differentiesoof public services delivery
(functional decentralisation, externalisation anded companies) on the level of QoL.
In Model 1, the significant variables are “TOTAL _DECENTRALISAON”,
“UNEMPLOYMENT”, “RIGHT_IDEOLOGY”, “POLITICAL_COMPETITION” and
“STABILITY”, the first two of these at a 99% level confidence, and the remainder at
95%. There was a positive effect on the dependantle in every case except
“UNEMPLOYMENT” and “POLITICAL_COMPETITION”, which tad a negative

impact on the level of QoL.

Models 2, 3, 4 and 5 show the impact of the difier@rms of decentralised
entity (public companies, foundations, autonomorgawisations and public business
entities) on QoL. I'Model 2, the variables “COMPANIES” and “UNEMPLOYMENT”
are statistically significant at the 99% confideheeel, with the first having a positive
effect and the second, a negative one, on the depénvariable (QoL).
“RIGHT_IDEOLOGY” impacts positively on QoL and isgsificant at 95%. Finally,
“POLITICAL_COMPETITION” has a negative impact an@TABILITY” a positive
one on the dependent variable, and they are statigt significant at the 90%

confidence level.
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For Model 3, “FOUNDATIONS” has a positive effect on QoL, andig is
statistically significant at 99%. The effect of théNEMPLOYMENT” variable is also
significant at 99% confidence, but this has a negampact. In addition, “DENSITY”
and “RIGHT_IDEOLOGY” have a positive effect on Qoland are statistically

significant at 99% and 95%, respectively.

The delivery mode of autonomous organisatidiiedel 4) also has a positive
effect on QoL, which is statistically significant 89%. “UNEMPLOYMENT”,
“DENSITY” and “POLITICAL_COMPETITION” have the samenpact as above.

Finally, in Model 5, we can observe that public business entitiesciaffoL
positively, in the same way as the other forms exfeshtralised entity. In this case, the
effect is statistically significant at the 99% coleince level, while
“UNEMPLOYMENT” and “RIGHT_IDEOLOGY”, the other vaables that are

significant in this model, again have the samecti® the dependent variable.

These results show that municipalities which usetional decentralisation for
public services delivery, rather than other modeshsas externalisation or mixed
companies, tend to have a higher level of QoL. Aasyn of decentralisation (public
company, foundation, autonomous organisation otipblisiness entity) has a positive
effect on QoL. This finding leads us to accept higpsis H8. However, there is
insufficient evidence to accept hypotheses H9 a@d Hoecause externalisation and the
creation of mixed companies are not statisticatipificant in any model, although the
effects on QoL are in accordance with the hypothepmposed (the effect of
externalisation on QoL is negative and the effdcinixed companies is between the

impact of decentralisation and externalisation).

With respect to the control variables, in genaralnicipalities that are governed
by right-wing parties that have won the previowescgbn with an absolute majority and
whose environment is characterised by a low degfegolitical competition have a
higher level of QoL. These right-wing parties ceeabmpanies, foundations and public
business entities to increase citizens’ QoL, anerwholitical competition is lower,
local governments use companies and autonomousisagjans with the same aim.
Finally, and as expected, municipalities with a late of unemployment have a higher
level of QoL.
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Table 9. The impacts of the modes of public services dejfiva QoL
Model 1 Model 2 Model 3 Model 4 Model 5
QoL Coef. Std. Coef. Std. Error Coef. Std. Error eCo Std. Error Coef. Std. Error
TOTAL_DECENTRALISATION 1.017093*  0.16202
COMPANIES 1.272999* 0.268686¢
FOUNDATIONS 5.548956*  0.903897¢
AAOO 1.261955* 0.423811"

PBE 9.944949* 2.756156
EXTERNALISATION -0.582743  1.67740 -0.9617702 1.801482 -2.095692 1648 -2.457717 1.978213 -2.320168 1.917775
MIXED_COMPANIES 0.9333321  2.73689 0.5163341 2.931273 0.9741523 ?2H82  -1.133602 3.275207  -0.2699025 3.188949

UNEMPLOYMENT -1.338854* 0.41814 -1.28339* 0.4303565-1.226194*  0.4119802 -1.266472* 0.4414947  -1.1947740.4357846
DENSITY  0.0005503 0.00037 0.0006372 0.0004032 0.88867 0.000349 0.0010541**  0.0004409 0.0004981  0.60904
RIGHT_IDEOLOGY 5.102268* 2.50669 6.577771* 2.6731 5.000152**  2.363301 4.949697 3.060742  7.447527*2.933456
POLITICAL_COMPETITION -34.72637** 16.9562 -32.3483%* 18.13661 -21.8452 15.96726  -34.06459***  20.52145 -26.09997 19.8072
STABILITY 49.91533* 24.0605 45.15601**  25.75466 31842 22.35573 32.63454 28.74109 44.13017 28.2505
D2007 -8.947451* 1.45841 -8.730665* 1.49411 -8.4@350 1.455967 -8.903067* 1.521078 -8.639419* 1.504019
D2008 -5.226809* 1.17030 -5.120727* 1.195978 -4.€877 1.175454 -5.086814* 1.210726  -4.898131* 1.19935
_cons 24.77144* 10.7001  -29.19288** 11.39838 40.47333* 60@b13 39.14238* 12.35943 34.93325* 12.18731
/sigma_u 9.515938* 10.22178* 8.903535* 11.60089* 11.22847*
/sigma_e 3.858209* 3.871135* 4.027289* 3.76845* 3.7807*
rho 0.8588207 0.8745657 0.8301527 0.9045522 0.8981729

* ** and *** indicate significance at the 1%, 5%d 10% level, respectively.
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5. DISCUSSION OF RESULTS

Our results show that municipalities which make ueé functional
decentralisation in their public services deliveend to enjoy a higher QoL. This
finding is in agreement with Sanderson (1996) amhdd(2011), as well as Molinari
and Tyer (2003) and Utrilla (2007), who have highted the importance of
corporatisation as a form of decentralisation oerg years.

However, as observed by many authors (Wolf, 199&ti 2000; Savas, 2005;
Fernandez, 2007; Norton and Blanco, 2009; GazauaRellicelli, 2009; Gonzalez et
al., 2011b), outsourcing provokes a negative efbecQolL, although this effect is not
statistically significant in the models examined.the case of mixed companies, the
effect is not as negative as the effect of extesaabn, even it is positive in some
models, because of their part public/part privad¢us. But this effect is not significant

in our analysis.

Therefore, we conclude that functional decentrabsa rather than the use of
the private sector (externalisation or mixed congsn is the best way to deliver local
public services, as it allows more quality pubkevices to be provided, thus improving
the population’s well-being (Sanderson, 1996; H&td,1).

Regarding the political and socioeconomic varigble® observed that in
municipalities which are governed by a conservatpaty and where political
competition is lower, the QoL is higher, which aasts with the findings of Garcia-
Sanchez and Prado-Lorenzo (2008) and Prado-Loreinab (2012). These differences
could be explained by our inclusion of different dee of public services delivery,
which can modify the effect of political factorsnda as observed in the previous
chapter, because such decentralisation processesftan promoted by right-wing

ideologies.

We also observed, in line with Prado-Lorenzo e{2012), a positive effect of
the economic level of the municipality on its inftabts’ well-being. Concretely, our
results show that the QoL is higher in municipasitwith a lower unemployment rate.
This is because areas with greater economic actjtaking unemployment rate as a
proxy variable of economic activity) are more pregus and so local governments can
provide more and higher-quality services.
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6. CONCLUSIONS

This study is grounded on the idea that the liwwogditions of a municipality
could have an impact on the QoL of its populatiand that these conditions are

strongly influenced by the public services providgthe local government.

Nowadays, municipalities are assuming an increasurgber of public services
(FEMP, 2006). The proper management of such sexyvened their sufficient quality,
impact positively on the QoL of the population (@by2007). As a form of
management, functional decentralisation and exiisat@mn have been adopted by
numerous local governments in recent years, asddgwelopment could affect the QoL

of their populations (Barroso, 2007).

Some studies have been made of this question, bst amalyse the impact of
public services management on regional dispardresn cities’ sustainability, but not
the direct impact on the population’s QoL. In amhfit much of this research has only

focused on a single form of management, eitherrdesdesation or externalisation.

This chapter is intended to highlight the effedtshe functional decentralisation
and externalisation of local public services on plgulation’s QoL. For this purpose,
we examined 78 Spanish cities with a populatiorowér 100,000, where MERCO
(Spanish Corporate Reputation Monitor) studiedlkewé QoL in 2007, 2008 and 2009.
The effect of both forms of public services managetmwere tested empirically,
through dependence models using panel data maddénd a certain dynamism to the
analysis and to achieve better consistency, as agebetter explanatory power, with
respect to previous studies, which mainly use #temal or static econometrics

techniques.

Our results reveal the positive impact of functiodacentralisation on QoL.
Moreover, all forms of decentralised entity — pablcompanies, foundations,
autonomous organisations and public business entitihave the same direct effect on
citizens’ well-being. However, externalisation antked companies are not statistically
significant in our analysis. Hence, we concludet fbaal governments make use of
public services (to a greater or lesser extenthamage public administration, through
functional decentralisation, rather than the pevaector (through externalisation or

mixed companies), in order to improve their inhabis’ QoL.
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Finally, the political and socioeconomic variablesamined show that the
population’s QoL is higher in municipalities whi@dre governed by a conservative
party, enjoying a more stable political positiordamhere little political competition is
present, as well as in municipalities with a loweemployment rate (as was to be

expected).
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1. INTRODUCTION

The three main pillars on which NPM rests are: @ifeness, efficiency and
flexibility. In the words of Pollitt and Bouckaef2000), “public management reform is
usually thought of as a means to an end, not aniremdelf. To be more precise, to
multiple ends. These include makirgavings (economies) in public expenditure,
improving thequality of public services, making the operations of gowent more
efficientand increasing the chances that the policies wdnielchosen and implemented
will be effective” To achieve these important objectives, publicnagement reform
may make use of diverse processes, including jeat&in, decentralisation and

externalisation (Kettl, 2000).

Some years ago, the study of efficiency acquiredessing importance, when
the European Economic and Monetary Union estaldigiestrictions with a view to
attaining budgetary stability, which oblige goveemts to assign their resources
efficiently to satisfy their citizens (Benito et,a2010). In Spain this particularly affects

local governments, which provide most public sessic

In order to improve the efficiency of the publicnadistration and to reduce
public sector spending, politicians began to refpublic services in different ways. In
the case of Spain, reforms under the NPM theoiyeatiate (Hood, 1996); however, as
the empirical evidence shows, local administratiares resorting to private contracting
(Pina and Torres, 1998; Garcia, 1999; Ramio-Matas @arcia-Codina, 2006) and
decentralisation of the administration (Cuadradd)&® Prado-Lorenzo et al., 2009,
Benito and Bastida, 2003a, 2003b, 2005, 2008; Maombds et al., 2010) in order to

supply the services that users demand.

A large number of studies have analysed efficiesmicthe local level, including
Worthington (2000) for Australia; Bueckner (1979 New Jersey; Grossman et al.
(1999) for the USA; Vanden et al. (1993), De Borgeal. (1994) and De Borger and
Kersten (1996) for Belgium; Tairou (2000) for Fran®orthington et al. (2001) for
Wales; Dijkgraaf and Gradus (2003) for the Nethetta Dijkgraaf et al. (2003) for
Denmark; Reeves and Barrow (2000) for Ireland; @htsson (2003) for Sweden.

However, literature focused on the effect of de@disation and externalisation

with respect to Spanish local government efficiengyscarce. Most studies have
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focused merely on the dichotomy between private @raic management, and do not
consider the different ways of providing public 8ees through functional

decentralisation. In addition, previous papers eufither limitations as regards the
samples selected and the number of services adalyrsegeneral, their analyses are
carried out in a specific year, so the real effedifficult to observe, and they are only
focused on one region of Spain. Furthermore, onky or two services are included in
most such studies, and so the evidence obtaineabtde generalised for all public

services.

Accordingly, the main aim of this chapter is to lgea the effect of functional
decentralisation and externalisation processes hen efficiency of Spanish local
governments. Concretely, we expect to add empigealence on this topic and clarify
the situation about this line of research by (ga@fying the impact of these processes;
(i) conducting a complete analysis of functionalcdntralisation, taking into account
the different decentralised entities — public comes, foundations, autonomous
organisations and public business entities — idstdaonly one mode of delivery; and
(i) choosing a time period that permits the usg@anel data methods, which provide
more robust results and allow us to control thebgeovable heterogeneity and correct

the endogeneity problems between dependent andendent variables.

With this goal in mind, we considered 129 Spanishnitipalities with
populations of over 10,000 between 1999 and 20®@Tuysive. In order to provide more
precise findings, the process of decentralisatsodisaggregated according to the legal
form of the organisation: corporations, autonomauganisations, public business

entities and foundations.

The results obtained show that both pure formsulilip services management
have a negative impact on efficiency. Neverthelpsglic business entities created by
right-wing parties may improve the annual efficigraf the local governments, as well
as, companies with an ownership structure formedabgublic-private sector mix
increases inter-annual efficiency, especially wlileay are promoted by right-wing

governments too.
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2. EFFICIENCY, FUNCTIONAL DECENTRALISATION AND
EXTERNALISATION: Research Hypotheses

In general, in research into efficiency at the Idegel in Spain, certain authors
can be highlighted, such as Pina and Torres (1862801), Bosch et al. (2000), Diez-
Ticio and Mancebon (2002 and 2003), Prieto and &Z¢#001), Giménez and Prior
(2003 and 2007), Balaguer-Coll (2004), Garcia-Sanc{2006 and 2007), Balaguer-
Coll et al. (2007 and 2010), Benito et al. (2010 8el et al. (2009), although most of
these studies do not focus on how functional deaksdtion and externalisation

processes affect efficiency in the provision of lpubervices.

The main conclusion in the case of Spain is thatuke of the private sector in
the provision of public services does not guaragteater efficiency, and so the balance
between public and private management is not optiasashown by Bel and Warner
(2008) and Bel et al. (2009) in the case of watet waste services. Other papers
support this ideain the specific case of water services (GarciacBen, 2006; Garcia-
Rubio et al., 2009; Ordofez de Haro and Bru-Maztir03) and refuse collection
services (Bosch et al., 2000).

However, the evidence is not overwhelming in otbeuntries. In general, in
regard to refuse collection services, authors fivad private provision generates savings
in costs, as in the study by Reeves and BarrowQR00Ireland, McDavid (2008) in
Canad4 Dijkgraaf and Gradus (2003) in the NetherldndBijkgraaf et al. (2003) in
Denmark and Ohlsson (2005) in Sweden. For water servamse authors do not find
a superiority of private or public provision in thkSA (Bhattacharyya et al., 1994 and
1995; Wallsten and Kosec, 2005), England and W@&aal and Parker, 2001; Bottasso
and Conti, 2003; Saal et al., 2007), Brazil (Faetaal., 2005; Seroa da Motta and
Moreira, 2006; Sabbioni, 2008) and some countrieifiica (Kirkpatrick et al., 2006).

! Although this is the evidence most found, it mbstpointed out that Picazzo-Tadeo et al. (2007 and
2009) find that private management is better.

% This evidence is stronger in small municipalities.

¥ However, the population does not experience thising directly due to the fiscal system in the
Netherlands.

* Private production is used more in small munidijgs. In addition, these authors find evidencéhia
opposite sense, that is, public production is usede by municipalities with high unemployment rates
and by those that receive high levels of transfers.
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But, at the same time, other authors find thatgievprovision is preferable in
Colombia (Arevalo and Schippener, 2002; Beato andz,D2003), Cote d’lvoire
(Collignon, 2002) and other countries in Africa f@&he and Kouassi, 2002), as well as
Honduras (Diaz, 2003) and Argentina (Estache angl®r;, 2003; Salatiel, 2003).

Water and waste disposal services have been the mapst studied, although
some studies have addressed local police (Diep &ied Mancebon, 2002; Drake and
Simper, 2002 and 2003; Garcia-Sanchez, 2007), ptialnsport (Kerstens, 1999; Pina
and Torres, 2001; Garcia-Sanchez, 2009), fire sesviCuenca, 1994; Kristensen,
1983; Ahlbrandt, 1973), and so on.

However, most studies are focused merely on theothieny between private and
public management, and do not consider the diftereys of providing public services
through functional decentralisation. In additioreypous papers suffer other limitations
as regards the samples selected and the numberviées analysed. In general, their
analyses are carried out in a specific year, anthasageal effect is difficult to observe.
Furthermore, only one or two services are incluglechost of the studies, and so the

evidence is not generalised for all public services

From the theoretical point of view, functional detalisation is defined as the
creation of management units that are smaller awde nflexible with a business
orientation (Aberbach and Rockman, 1999), which esathem more dynamic and
enhances public sector efficiency. In addition,soutcing is expected to improve
efficiency, because management is in the handgefialist suppliers (Cannadi and
Dollery, 2005; Gonzalez et al, 2011) that are amued to incorporating performance

criteria in public services delivery.
Accordingly, the following hypothesis is proposed:

H10: Functional decentralisation and externalisation have a positive effect on local

government efficiency.
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3. MEASURING EFFICIENCY

The literature reveals that a wide range of staistechniques has been used by
different researchers to estimate efficiency. Amtrege techniques, Data Envelopment
Analysis (DEA) is the most commonly accepted beeahss methodology is superior
to estimations that use ordinary least squaresjsaoonsistent with the definition of the

production function (Russell, 1985).

The use of DEA techniques when multiple outputs preduced offers
advantages such as: (i) allowing the overall amalgs each unit; not requiring prior
definition of a production function that needs theation of a mythical unit with which
to perform the comparison (Shang and Sueyoshi, )1gBbproviding information on
the best practices for each inefficient unit, (aljowing the inclusion of exogenous
variables as uncontrollable inputs, and (iv) nguigng the assumption of fulfilment of

statistical hypotheses such as normality and aleseingeteroskedasticity.

DEA techniques measure the efficiency of variousalogovernments (called
DMUs or units) which provide the same municipalvgsss. Each local government
uses a vector X of inputs and produces a vectof dutputs. The efficiency of a DMU
is measured as the maximum ratio of the linear ¢oation of the outputs to the linear
combination of the inputs. The maximum is found d&fecting the optimal weights
associated with the inputs and outputs. The highessible efficiency reaches the value
of 1, indicating a point on the frontier and headechnically efficient DMU.

In this paper, in line with Prado-Lorenzo and Gai$éanchez (2007), Garcia-
Sanchez (2008) and Garcia-Sanchez et al. (20112@kib), the indices of technical
efficiency were calculated using the VRS-DEA estwnawith the application of
bootstrapping, and calculated overall for eachhef four sectors. We used Wilson’s
Software Package for Frontier Efficiency AnalysistwR (FEAR) to estimate
bootstrapped technical efficiency (Wilson, 199%).alddition, based on our panel data,
the analysis of the evolution of efficiency was ret out using the Malmquist
Productivity Index (e.g. Garcia-Sanchez et al.,1204nd 2011b), originally developed
by Caves et al. (1982a and 1982b). From the pdinieav of outputs, these indices

interpret the differences in productivity as theffatent capabilities, given the
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restrictions imposed by technology, for incrememtioutput without additional

consumption of resources (decreasing inputs withediicing outputs).
3.1.Input and output for DEA index

According to Balaguer-Coll et al. (2010), the sttmt of inputs is based on
budgetary variables that reflect municipality costat in turn reflect the economic
structure of Spanish local government expendituireghis sense, Spanish legislation
defines three basic categories: current, capital fimancial expenditures. Current
expenditures are further divided into four categeribut this paper takes only three of
them into account: personnel expenditurg)(Xurrent goods and services expenditures
(X2); and current transfers ¢X Capital expenditures are also broken down i@l r
investments (X) and capital transfers g which refer to payments from institutions to

finance certain investments.

The selection of outputs, Table 10, is based ons#gices provided by each
municipality, and the classification of municipargices made by Prado-Lorenzo and
Garcia-Sanchez (2006) has been adopted for iadascwhere similarities exist between
Spanish municipal services and the areas of compet®f other European local
governments, the outputs were selected accordingeveral parallels with previous

studies.

Table 10.Output variable
MUNICIPAL SERVICES OUTPUTS
Protection or emergency service
Police services (public and road saf Surface area (;)
Fire prevention and extinguishi Population Density ()
Utility services

Paving of public roads and acc
Public street lightin Surface area (;)
Supply of drinking water and sewer

Support services and transportatiot

Street cleaning, waste collection and treati Surface area (;)
Public transpo Population (%)
Planning service:

Urban planning Surface area (y)
Urban manageme Taxes on construction y)

Human and health service
Social srvices Unemployed population (s)
Culture and Spor Population (%)
Environmental protection and public pe Surface area (1)
Health service Number of economic activities g)

Source The authors
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The emergency services item includes police amdsirvices. The police service
pursues: (i) public safety through the preventiébrerames and offences of any nature,
patrolling the geographical area of the town, anddad safety, facilitating traffic flow.
The fire service has as its objective “to redueegtobability of fires occurring and help
to limit losses in property and lives in fires thdd occur” (Schaenman and Swart,
1974). The probability of the fire spreading wile bepresented using the variable

density of population, in line with Duncombe anahyer (1993).

Utility services comprise the paving of public readtreet lighting and water
supply and sewerage services. The first two sesviepresent the civil construction
works necessary to maintain road surfaces in gepdir and adequate street lighting.
Water supply refers to the continual distributidnvater that has been made drinkable
and safe by means of various preliminary treatmextapted to the daily demand of the
customers. The purpose of the sewerage servioe lisntove the sewage originating
from both rainfall and from the return of the driimg water supply after it is used, which
involves channelling the sewage from the place wheis generated or where user
consumption occurs to water treatment plants. Alhese services are represented by
the street infrastructure surface area, which itlestthe kilometres of infrastructure

needed for paving and street lighting and to supg@ter or remove sewage.

The support services and transport group comprigestreet cleaning, which
consists of the manual or mechanical washing ofdiva streets and paved surfaces, (ii)
collection of municipal solid waste that is genedain households, industries, shops and
offices, provided that it is not classified as hdpaiS; and (iii) public transport, which
provides mobility for citizens within the municipatea. In addition, political authorities
usually impose obligations on public transport camps, and these obligations can be
manifested in different ways: a minimum level ofvéee for those users that do not

have other means of transport or maintaining rotitasare not economically justifiable.

Urban planning services deal with the architectaralering of the town, and
involve the suitable distribution of residentia¢as, parks, leisure spaces, etc., as well as
verification that the planning proposed is adaptedhe town. The importance of this

® The waste is deposited by the residents in memiligolyethylene containers distributed througttbet
urban surface area that are then emptied intoatmlevehicles
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service is due not only to town planning or to emguthat building regulations are
fulfilled, but to the fact that it is the municipsérvice that generates the most resources
for the local council. The taxes linked to urbarvelepment are very important for
towns, specifically the Real Estate Tax (IBl), fhex on Construction, Installations and
Works (ICIO) and the Tax on the Added Value of Urzad Land, which together

comprise more than 65% of the total tax collectbiocal government.

Human and health services include social servigglseep of cemeteries, culture
and sports, as well as environmental protection lauginess regulations in matters of
health and consumer protection. In general, theseices are meant to attain and
guarantee basic welfare for certain social grouppis special needs or situations, as well

as the general population through control of aaldy, etc.
3.2. Annual efficiency

DEA is a multiple-input and multiple-output prodiact technology, where
inputsx€R,% are used in the production of outpy&R.” and can be represented by the

production sety of attainable input-output combinations:
v ={(x y) € R"*% x can producg}.
The technology is defined asW.E {x: (X, y) € y}.

The value of the efficiency measure is giveroby y) = ||x || / ||x]|,

wheref(x, y) = min {6: 6, € L(y)}, X" € IsogLy) = {x: X € L(y), pn x & L(y), p

<1}, is the frontier input.

A unit is considered technically efficient if th&ieiency measure equals one.
Following Charnes et al. (1978), the constant retior scale (CRS) DEA efficiency
estimator0“FS is given byo“R° = min {0: 6 x € L,""° (y;)}, whereXx; is the d-vector of

inputs andy; is the p-vector of outputs..t™° (y;) is the piece-wise linear conical hull of

vector of non-negative intensity variables.
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Following Banker et al. (1984), the variable retuno scale (VRS) DEA
efficiency estimator is given by the solution oé thnear program8'R5=min{ 0: 6x €
L.""(y) }. Ln""3(y;) is the piece-wise linear convex hull envelopmeithe observed
samplex, given by L,""5(y) = { x yi <Y, %X, 2"=1z=1, z€ R".

According to Simar and Wilson (1999), the safesprapch in estimating

efficiency, which avoids a possible misspecificatis to use the VRS estimator.

As a result of the advancement in the developménbootstrap techniques
(Simar and Wilson, 2000a and 2000b), we decidedptdy resampling methods and
bootstrapping techniques, in accordance with Siaradt Wilson (1998). The SW-

algorithm is given by the following steps:

1) Transform the input-output vectors using the oagefficiency estimatest{ i =
1,....,npas &', y) = (%0, ).

2) Generate smoothed resample pseudo-efficiencies follows:

« Given the set of estimated efficiencie} {use h = 0,96°*° min {o
R14/1.34} to obtain the bandwidth parameter h.

« Generate § '} by resampling, with replacement, from the empitic

distribution {6} of the estimated efficiencies.

« Generate the sequenc& Jusingd; =& + he if & + hg < 1; 2-@i +

he;") otherwise.

« Generate the smoothed pseudo-efficiencigs {isingyi = & + &
8 N1 + H/ o4

3) Let the bootstrap pseudo-data be given by (xi*) w(xif/ yi*, yi).

4) Estimate the bootstrap efficiencies using the psealata and the linear program
LnVRS(yi) = { x: yi <Yz , x>Xz, Zni=1zi=1, z€ R+n} as6SW* = min{ 0:
yi<Yz, 6xi>X*z, Zni=1 zi=1, £ R+n}.

5) Repeat steps 2 to 4 B times to create a set of iBspacific bootstrapped
efficiency estimateBSW*b, i=1, ..., n,b=1,..., B.
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Table 11 (page 118) includes a year by year summiatige main variables in
this estimation. On average, in all analysed yda<fficiency index “vdhat” about the
provision of public services is close to 1 (arouh87), which represents the perfect
efficiency, and the average is lower only in 20020632). However, the efficiency
index is lower when we apply the bootstrap techaigthich takes account of slack

efficiency measures, specifically in years 200)2®006 and 2007.
3.3.Inter-annual evolution of efficiency

The definition of the Malmquist indices can be madéhe following terms: the
starting point is a group of production possitekj St: & {( X, y")| X can introduce/, t

=1,..., T whered = Inputs vector in t ang = Outputs vector in t.

Assuming that such a group complies with the regments established by
Shephard (1970), we can establish an input distammeion, whose inverse represents

a measure of technical efficiency.
D'i(x", yi') = sup $<0: (x'|9, ) €S}

This function takes values ranging between zeroaed Thus, when a decision
unit is efficient, its distance function will be @nand if it is inefficient, its value will be
lower than one and the higher its inefficiency leige the nearer to zero it will be. In
that case, and as a factor-oriented radial indicate could conclude that it is possible
to reduce the use of inputs in the proportion idetlibetween the value of the distance

function and one.

The distance functions so-defined constitute thendations to create the

Malmquist productivity indices.

D (x{, yi)
DE(xI+L, yi+1)

MEGE Y xE v =
Here, Bi(x, yi") represents the distance function of unit i dupegiod t (taking

the technology of period t as a reference), takialges between zero and one. On the

other hand, Bx"* y'') is the distance function establishing a comparisd

productivity of company i during period t+1, witegpect to the technology of period t,
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that is, the proportional variation that shouldwcin the input vector in t+1 to be over

the frontier in t.

An index higher than 1 indicates that the totatdaproductivity has increased
from period t to period t+1; values lower than Iplyna decrease with respect to the
most efficient units; and, finally, when the indéakes value 1, it means a stable

situation.

Table 11 (page 118) includes a year by year sumuofahjis estimation. It shows
that the mean of the Malmquist index is higher than all years, and so the total factor

productivity has risen on average from periodtittbin Spanish municipalities.

4. EMPIRICAL RESEARCH DESIGN
4.1. Sample for the analysis

The data employed correspond to the 129 local gowents whose budgetary
information was included in the Spanish Public S8e@atabase (BADESPE) for the
total period 1999 to 2007, inclusive. It includdkpovincial capitals and almost all
municipalities with a population of 10,000 or mo@ther data were obtained from the
La Caixa Annual Statistical Report and the Spafitdtistical Institute. The initial 153

municipalities were reduced due to the lack of labdity of some data.
4.2. Dependent and independent variables

The dependent variables correspond to the annfialeety index obtained by
the DEA methodology, as well as the Malmquist indehich represents their

evolution.

The independent variables correspond to the exieatian and decentralisation
processes carried out in the local administratamfriarge municipalities. Concretely, the

variables employed are:

e TOTAL_DECENTRALISATION : numerical variable that represents the
number of decentralised agencies created in eacicipality. This process may

be carried out by:
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o COMPANIES: number of government owned corporations created b

each municipality.

0 AUTONOMOUS ORGANISATIONS  (AAOO): number of

autonomous bodies created in each municipality.

o PUBLIC BUSINESS ENTITIES (PBE): number of municipal business

entities created by each municipality.

0 FOUNDATIONS: number of municipal foundations created in each

municipality.

e EXTERNALISATION : numerical variable that represents the number of
private agencies that have acquired the right twide public services in each

municipality.

« MIXED_COMPANIES : numerical variable that represents the number of
mixed companies that are created in each munityp&oth public and private

sectors are owners of these companies.

In addition, we include the following variables thiapresent the number of the
different agencies created by right-wing parties.we evidenced in chapter 2, the use
of decentralised agencies with the aim of increp#ie level of public debt is more used
by left-wing parties. So, maybe the right-wing pegtuse these entities with the aim of
raising the efficiency.

* RIGHT_TOTAL_DECENTRALISATION, RIGHT_COMPANIES,
RIGHT_AAQOQO, RIGHT_PBE, RIGHT_FOUNDATIONS,
RIGHT_EXTERNALISATION, RIGHT_MIXED_COMPANIES : variables
that were calculated as the product of “RIGHT _IDEW&Y” and the variables
that represent the different modes of public sewidelivery. These variables
show the decentralised and externalised entitigshtve been created by right-
wing parties. With them we want to test if rightagi parties are in favour of
private control mechanisms in order to improve pubéctor efficiency (Borge

et al., 2008), such as it is commonly assumed.

118



The impact of functional decentralisation and externalisation on local governments efficiency | CHAPTER 4

4.3. Control variables

In order to avoid biased results, several conteslables have been included in
order to represent the economic and tourist lewel political factors. They are as

follows:

e GDP_pc income level is measured using the variable gdmsaestic product
per capita. It has been shown that the higher ititrees’ economic level, the
greater the income local government collects, dmlléss pressure exists on
politicians and managers to be efficient in thevmion of municipal services
(Spann, 1977; Silkman and Young, 1982). In a simiay, De Borger and
Kerstens (1996) find that a higher economic legdinked to more inefficiency.
However, when Giménez and Prior (2003) analysedirtigact of municipal
economic level on efficiency, they concluded thiffiecences in economic level

are not significant when evaluating efficiency.

« TOURISM_INDEX : Mathieson and Passell (1976), Diez-Ticio and Maoo
(2003) and Garcia-Sanchez (2006) explain that sehgmpulations have an
important impact on municipal services given tlnytincrease the demand for
the services designed to satisfy citizens’ needsvdver, if we examine other
investigations of the tourist condition and overallinicipal efficiency, we see
there is no agreement in the literature. Bosch.gR800) posit that the tourist
level of the municipality has an impact on effiagnspecially related to the
refuse collection services, because in some cseqopulation of very tourist
municipalities is above their normal resident pagioh. But in contrast, Bel
(2006) concludes that tourist activity is not sfg@int when it comes to

assessing the efficiency of municipalities.

* RIGHT_IDEOLOGY : dummy variable that takes a value of 1 if theagoing
party is conservative, and 0, otherwise. It is caniy assumed that right-wing
parties are in favour of introducing budget disciel(Allers et al.,2001) and
private control mechanisms in order to improve mubéctor efficiency (Borge
et al., 2008). However, previous evidence is calittary: Vanden et al. (1993)
and Benito et al. (2010) do not find a significanfluence of the political

ideology of the incumbents. In contrast, De Borged Kerstens (1996), and De
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Grauwe (1985) observed a direct relationship batwaegressive parties and

local authorities’ efficiency.

* POLITICAL_COMPETITION : numerical variable that represents political
rivalry. It is measured according to Solé (2006)ttees difference between the
percentages of votes obtained by the parties comirigst and second place.
Based on the Weak Government Hypothesis, the iotuis: the higher the
competition, the higher the efficiency through taglaccountability, because
politicians will be pressed to assign better awdgaesources if they have more
opponents for the elections. This hypothesis shthas fragmentation has a
negative effect on decision-making power, and sionfiacts on the ability of
governments to be efficient (Roubini and Sachs91%blkerink and de Haan,
2001; Ashworth et al., 2005 and 2006; Coffé and<€:8905; Goeminne et al.,
2007). In addition, political competition prevergsliticians from extracting
rents in exchange for services (Fisman and G&l62p, and so they can focus
on providing services efficiently.

e STABILITY : numerical variable identifying the electoral sapgpthe local
government obtained in the latest elections, remtesl by the percentage of
seats obtained by the governing party. If the guower party has an absolute
majority, it can control expenditure with fewer fditilties in relation to other
parties, and so efficiency may not be the critetised when local governments
have to decide how public services are to be mahamsd a negative
relationship between electoral support and efficyeof public services has been
found (Balaguer-Coll et al., 2007).

4 .4.Research models

In order to achieve the proposed aim of analysimgeffect of decentralisation
and externalisation processes on the efficiendga#l public services, and based on the
variables selected, we estimated the following nsdm which efficiency indexes
depend on the modes of public services deliverydfional decentralisation and

externalisation) and on different control variakileduded to avoid biased results.
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Efficiency =B, +p;Decentralisation, + B, EXTERNALISATION ; + BsMIXED_COMPANIES j; +
B/RIGHT_IDEOLOGY; + BgPOLITICAL_COMPETITION; + BeSTABILITY ;; +
B1:TOURISM_INDEX; + B;0GDP_pg+ B;RIGHT_Decentralisatign+

BsRIGHT _EXTERNALISATION; + BsRIGHT _MIXED _COMPANIES + g1; + Myt

[57]
where,

“Efficiency” represents different kinds of efficiency: (i) aahwefficiency; and (ii) the inter-annual
variation of efficiency measured by the Malmquigtex.

“Decentralisation” represents each of the different decentralisediest“COMPANIES”, “AAOQO”,
“PBE” and “FOUNDATIONS”, and all of them jointly TOTAL_DECENTRALISATION").

i indicates the municipality artdrefers to the time period,
p are the parameters to be estimated,
g; represents the persistent unobserved heterogeneity

Wi represents the classic disturbance term.

To estimate these models, we use truncated regnsssihich have been shown
by Simar and Wilson (2007) to provide better andststent statistical inference than
Tobit regressions. These authors showed that ubmg obit regression (also called a
censored regression model) is an inappropriateocappr Moreover, they justified a
truncated regression, because of its satisfactogyfopnance in Monte Carlo

experiments.

It is worth noting that the Tobit model is desigriecstimate linear relationships
between variables in cases where the dependerdbl@arshows either left or right
censoring. When censoring variables, it is comnwoset a threshold, so that there can
be censoring above that threshold (which takeseplacases with a value at or above
that threshold) or below the threshold (values ftiadlt at or below, that are finally
censored). With censored variables, all observatiare in the dataset, but the real
values of some of them are not known. With trurmcasome of the observations are not

included in the analysis because of the value®ftriable.
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Specifically, we apply Simar and Wilson’s (2007)gatithm#1. This process is
carried out in a way similar to that used for thlation of productivity estimated
through the Malmquist Index. The truncated regmsss estimated in Stata, since this

software lets us treat information as panel data.
5. EMPIRICAL RESULTS
5.1. Descriptive analysis

Table 11 presents the statistics for the dependerables discussed above. Over
the entire period considered, mean annual effiegsnincreased by around 97%,
although the index presents a lower value whendb@gping processes are used (these
procedures guarantee the validity of efficiency sueas against sample modifications).
A Malmquist index higher than one indicates a pesievolution of local government
efficiency from 1999 to 2007.

Table 11.Descriptive statistics of annual efficiency

Annual Efficiency Bootstrap efficiency Inter-annual variation of
(vdhat) (vdhat_bc) efficiency
Mean Std. Mean Std. Mean Std.
(Std. Error)  Deviation  (Std. Error)  Deviation (Std. Error) Deviation
1999 97597 .07323! .95357% .06809
(.006448 (.005996
2000 .9732¢ .07465 .94457 .06844: 1.714¢ 2.65767
(.006573 (.006026 (0.2340
2001 9774« .06679: .9534¢ .06209:- 2.286" 4.03470:
(.005881 (.005467 (0.3552
2002 .9631¢ .08396-¢ 92767 .07532¢ 1.4857 2.20446!
(.007393 (.006632 (0.1941
2003 .9696: .06816: .9305¢ .05916! 2.274¢ 5.24817:
(.006001 (.005209 (0.4621
2004 .9764: .06697! .9519¢ .06211: 1.876( 3.34110!
(.005897 (.005469 (0.2942
2005 .9799: .04930( .9509: .04289: 1.61¢8 2.75095.
(.004341 (.003776 (0.2422
2006 .9700¢ .06643: .9325¢ .05754! 1.250¢ 1.22939;
(.005849 (.005067 (0.1082
.9690° .06827t .9272¢ .05944° 1.563¢ 1.96885I
2007 006011) (.005234) (0.1733)

Table 12 provides the descriptive statistics fatejpendent variables, showing
that, on average, each municipality created sew®erdralised entities between 1999
and 2007. Of these, two or three were public congsathree or four were autonomous
organisations, and at most, one foundation or pufblisiness entity was created. Of
these municipalities, 49.35% were governed by +iging parties.
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Table 12.Descriptive Statistic

Variable Obs Mean Std. Dev Min Max
COMPANIES 1161 2.68906: 3.72349: 0 27
FOUNDATIONS 1161 0.217054 0.798329. 0 7
AUTONOMOUS ORGANISATIONS 1161 3.35745 3.309685 0 19
PUBLIC BUSINESS ENTITIE: 1161 0.100775 0.463503 0 4
TOTAL _DECENTRALISATION 1161 6.364341 6.348831 0 43
EXTERNALISATION 1161 1.796727 0.7462709 0 3
MIXED COMPANIES 1161 0.25581: 0.453932. 0 2
POLITICAL_COMPETITION 1161 0.175135 0.125847 0 0.€
STABILITY 1161 0.468391 0.091999 0.2t 0.7¢
TOURISM_INDEX 1030 412.1728 1085.503 0 9898
GDP_pt 1161 18451.7' 5079.80:! 0 33834.2
RIGHT _TOTAL_DECENTRALISATION 1161 2.68992. 4.44626 0 32
RIGHT_EXTERNALISATION 1161 0.9078381 1.042683 0 3
RIGHT _MIXED_COMPANIES 1161 0.136950 0.363442. 0 2
RIGHT _COMPANIES 1161 1.087855 2.213018 0 21
RIGHT_FOUNDATIONS 1161 0.096468 0.545511 0 7
RIGHT_AAOO 1161 1.490956 2.517551 0 14
RIGHT PBE 1161 0.0146425 0.1460724 0 2
Frequency
RIGHT IDEOLOGY 0.493540

5.2.Explanatory analysis

Table 13 shows the effect of the different modegudilic services delivery on

the inter-annual variation in local government@éncy.

Model 1 takes into account the three general modes ofiqabtvices delivery:
functional decentralisation, externalisation and xedi companies. Only
“EXTERNALISATION?” is statistically significant atiie 90% confidence level, with a
negative effect on the level of annual efficienc@f the control variables,
“POLITICAL_COMPETITION” and “TOURISM_INDEX" are stistically significant
at 95% and “GDP_pc” is significant at 90%; all bése have a negative impact on the

efficiency index.

Models 2, 3, 4 and 5 show the results for each btfpdecentralised entity. In
Model 2, the statistically significant variables in theafsis are “COMPANIES” and
“EXTERNALISATION?”, at the 90% confidence level, andth a negative effect on the
annual efficiency. “POLITICAL_COMPETITION”, “TOURIBI_INDEX” and
“GDP_pc” are also statistically significant at 95%so with a negative effect on the

efficiency index.
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Table 13.Effects of public services delivery amnual efficiency

Model 1 Model 2 Model 3 Model 4 Model 5
Coef. Std. Err. Coef. Std. Err. Coef. Std. Err. Coe Std. Err. Coef. Std. Err.
TOTAL_DECENTRALISATION -0.0005976  0.000430
COMPANIES -0.001272** (0.000705¢
FOUNDATIONS -0.0078243*  0.0039844
AAOQOO 0.0002047 0.000778
PBE -0.0231262* 0.0048902
EXTERNALISATION -0.0062189*** 0.0035568 -0.0066029*** (0.0035601 -0.0058448*** (0.0035368 -0.0064587*** 0.0035671-0.0061333*** 0.0035202
MIXED COMPANIES 0.0067483 0.006611 0.0056126  0.00664580.007004 0.0066111 0.0067958 0.00666390.0046386 0.0065612
RIGHT _IDEOLOGY -0.0164057 0.0125964 -0.0147025 0.0125764 -0.0017757 0.0110831 -0.013654 0.0117693-0.0143366 0.0110436
POLITICAL COMPETITION -0.0687855** 0.0281629 -0.0647501** 0.0285228 -0.0662563** 0.0278854  -0.069435* 0.0279451-0.0619545**  0.0277767
STABILITY 0.0352038  0.0391009 0.0304355  0.0394346 0.0323407 0.0386573 0.0364308 0.03885140.0192875 0.0389877
TOURISM_INDEX -5.26E-06** 2.24E-06 -4.71E-06** 2.11E-06 -1.00E-06 2.27E-06 -7.02E-06* 1.96E-06 -2.70E-06 1.93E-06
GDP_pc -8.55E-07*** 4.78E-07 -9.69E-07** 4.77E-07 -8.67H®0*  4.70E-07 -7.34E-07 4.82E-07 -7.34E-07 4.70E-07
RIGHT _TOTAL
DECENTRALIZATION 0.0011134  0.000712
RIGHT_COMPANIES 0.001748 0.001304
RIGHT_FOUNDATIONS -0.008313 0.005177¢
RIGHT_AAOO 0.001788 0.001272
RIGHT_PBE 0.0377766* 0.014044
RIGHT_EXTERNALISATION  0.0061065  0.0055127 0.0062983  0.0055993 0.0030465 0.0054006 0.0057308 0.005415 0.0064479 0058892
RIGHT MIXED COMPANIES -0.0144621 0.0090494 -0.0140305 0.0090927 -0.01833** 0.0089124 -0.0141688  0.0089628 -0.0127415 0.0088267
dol 0.0015861  0.0079022 0.0019085  0.0078995 0.001823 0.0078528 0.0011998 0.0078992 0.001358 0.0078203
do2 -0.0236007* 0.0079634 -0.0231721* 0.0079586 -0.0232958*  0.0079099 -0.0241457* 0.0079614-0.023871* 0.0078774
do3 -0.0211367* 0.0080726 -0.020612** 0.0080716 -0.0199449**  0.0080022 -0.0216046* 0.0080563-0.0207751* 0.0079722
do4 0.0010971  0.0082423 0.0017576  0.0082378 0.0039002 0.0081867 0.0003005 0.00821410.0012284 0.008123
do6é -0.0161772** (0.0086989 -0.0149648** 0.0086892 -0.0121844 0.0086274 -0.01734*  0.00866030.0162023**  0.0085337
do7 -0.0215921* 0.0088933 -0.0199874** (0.0088653-0.0162781*** 0.0088221 -0.0229476* 0.008864  -0.8284** 0.0086981
_cons 0.9792882* 0.0185391 0.9826596* 0.018695  0.9737542* 0.0180201 0.97318650.0181706 0.9820339* 0.0180858
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For Model 3, the statistically significant variables are “FODNTIONS” and
“EXTERNALISATION", with a negative impact on the anal efficiency of local
governments. In addition, “POLITICAL_COMPETITION” nd “GDP_pc” are
significant at the 95% and 90% confidence levadspectively. All of these negatively
affect the level of annual efficiency of local govments.

For Model 4, “EXTERNALISATION", “POLITICAL_COMPETITION” and
“TOURISM_INDEX” are statistically significant at 99, 95% and 99%, respectively.
Again, all have a negative effect on the efficienglex. Autonomous organisations
have a positive effect on efficiency although tkigot statistically significant.

Finally, in Model 5, the relevant variables are “PBE” and “RIGHT_PBE&t the
99% confidence level, “EXTERNALISATION” at 90% and'POLITICAL
COMPETITION” at 95%. All of them have a negativdeet on the annual efficiency,

except the public business entities created by-sghg governing parties.

These results show that private sector involvenmergublic services delivery
worsens efficiency in Spanish local governmenteathan improving it. Therefore, the
main justification advanced for incorporating thévate sector in the provision of local
services is rejected (as regards Spain) becausenalisation has a negative effect on
the level of annual efficiency, while mixed compssihave no statistically significant

bearing on the analysis.

The same results are also applicable to the fumaitidecentralisation process: a
negative impact on efficiency is caused by all kirad entities, especially companies,
foundations. However, when public business entgies created by right-wing parties,
they have a positive impact on the annual effigret the local government. In
addition, we note that efficiency is lower in mupalities that are characterised by a

high degree of political competition.

Table 14 shows the effects of the modes of pulgligises delivery on the inter-
annual variation of the efficiency. In all model$je only relevant variable is
“RIGHT_MIXED_COMPANIES”, with a positive effect othis variation. Thus, the use
of mixed companies by right-wing parties does iaseethe inter-annual efficiency in
Spanish local government. This means that the hgset H10 of this chapter could be
only partially accepted.
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Table 14.Effects of public services delivery amter-annual variation of efficiency
Model 1 Model 2 Model 3 Model 4 Model 5
Coef. Std. Err. Coef. Std. Err. Coef. Std. Err. Coe Std. Err. Coef. Std. Err.
TOTAL_DECENTRALISATION -0.0091361 0.023188¢
COMPANIES 0.0058966 0.038182
FOUNDATIONS 0.257407 0.207241
AAOO -0.0384311 0.042239

PBE -0.0578194  0.2674176

EXTERNALISATION 0.2335579 0.1918028 0.2309398 0.1921229.2193783  0.1917771 0.2489577 0.1922449 0.2282207 0.1917514

MIXED_COMPANIES  -0.2746374 0.3569369 -0.275391 0.35909580.2371746  0.359058 -0.23794  0.3595147-0.2837442  0.3580262
RIGHT_IDEOLOGY  0.2300469 0.6828895 0.0613953 0.682981%.1042354  0.6043279 0.1941308 0.63648 0.1205084  0.6034517
POLITICAL COMPETITION -0.2077118 1.519295 -0.3880838 1.539445  -0.2609327.512196 -0.3632296  1.508047 -0.2685288 1.514601
STABILITY 1.703228 2.100597 1.935057 2.120794 1.867416 261873 1.899719 2.086007 1.690349 2.114779
TOURISM_INDEX -0.0000128 0.0001233 -0.0000723  0.00011610.0001379 0.0001256 -5.98E-06 0.000107 -0.0000533  0.0001071

GDP_pc  6.53E-06 0.0000253 9.93E-06 0.00002530.0000103  0.0000251 5.39E-06  0.0000255 0.0000103 0.0000251

RIGHT_TOTAL
DECENTRALIZATION -0.0139371 0.037971¢
RIGHT_COMPANIES 0.0040536 0.068963
RIGHT_FOUNDATIONS -0.1487092 0.271756
RIGHT_AAOO -0.0245625 0.068265

RIGHT_PBE -0.3477093  0.7994656

RIGHT_EXTERNALISATION -0.1765492 0.2992764 -0.1286283 0.304284  -0.11813882946633 -0.1662639 0.2936056 -0.1531666  0.2949072

RIGHT_MIXED_COMPANIES 0.8539368*** 0.4891089 0.9225768*** 0.4918457 0.887546*** 0.4847455 0.828402*** (0.4840236 0.9194603*** 0.4822358

dol 0.5618015 0.3985466 0.202138 0.441560D.2687994  0.4421376 0.1473583 0.4407579 0.2007161 0.4373585

do2 -0.243163 0.4004236 0.7556573 0.43032 0.818402 1a¥s5 0.7098484 0.4297969 0.755237**  0.4271493

d03 0.5526443 0.4048597 -0.0535627  0.423128D.0087993  0.4245843-0.0921647 0.4221976 -0.0542091 0.420227

do4  0.1560998 0.4121769 0.728637 0.41478040.795366 0.4175159 0.6983579 0.41520150.7244367*** 0.4133486

doé -0.4776747 0.4332463 0.3216144 0.4080228.3476551  0.4079864 0.3002798 0.4087686 0.3187414  0.4072939

do7 -0.1401369 0.4427806 -0.330265 0.39813490.3216357 0.3980518 -0.3364651 0.3980037 -0.3321873  0.3980374
_cons 0.5217489 1.007036 0.1513473 1.11897 0.1039804 5838 0.3749493 1.078355 0.2640827 1.078748
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6. DISCUSSION OF RESULTS

Our results show that externalisation is harmfuktficiency in Spanish local
government, which is in accordance with the popuiew of this question, i.e. that the
involvement of the private sector in the provisarpublic services does not guarantee
greater efficiency, such as Bel and Warner (2008) Bel et al. (2009) in the case of
waste disposal and water services in Spain, byi&&anchez (2006), Garcia-Rubio et
al. (2009) and Ordodiiez de Haro and Bru-MartineD82Gor water services in Spain,
and by Bosch et al. (2000) for waste disposal sesvin Spain. This conclusion has also
been reached in studies elsewhere, for exampleeitySA (Bhattacharyya et al., 1994,
1995; Wallsten and Kosec, 2005), England and W@&aal and Parker, 2001; Bottasso
and Conti, 2003; Saal et al., 2007), Brazil (Faetaal., 2005; Seroa da Motta and
Moreira, 2006; Sabbioni, 2008) and some countriesfiica (Kirkpatrick et al., 2006).

Moreover, our analysis reveals that, in genera, diecentralisation of public
services delivery impact negatively on the efficgf local governments in Spain. It
means that these agencies produce poor coordipati@rlapping functions and the
misuse of resources (Rhodes, 1994). In this respecbrding to Talbot and Johnson
(2007) and Andrews and Boyne (2009), the evidenggests that large bureaucracies
are cheaper and that regrouping processes shoglddoeraged.

Only the public business entities created by riging parties may improve the
level of annual efficiency in Spanish local goveemts, as well as, the mixed
companies created by the same parties could r&iseinter-annual variation of
efficiency. Thus, to a certain extent, there i®latron between the political ideology of
the governing party and the level of local governtmefficiency, as reported by De
Borger and Kerstens (1996) and De Grauwe (1985)eder, their results are contrary
to ours; these authors concluded there was a dekationship between left-wing parties
and local government efficiency, and this is net ¢ase in Spain.

Finally, our findings show that annual efficiensylower in municipalities that
are characterised by high political competition, vess expected, because political
competition prevents politicians from extractingtsein exchange for services (Fisman
and Gatti, 2002), and so they must focus on pragidservices efficiently and on

increasing their decision-making power, and thiaimgmpacts on local government
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efficiency (Roubini and Sachs, 1989; Volkerink ahel Haan, 2001; Ashworth et al.,
2005 and 2006; Coffé and Geys, 2005; Goeminne. e2@0b7). GDP was not found to
be very significant in our analysis, which is incamlance with Giménez and Prior
(2003). The tourism index impacts negatively on #mmual efficiency, according to
Bosch et al. (2000).

7. CONCLUSIONS

There is generalised concern about the ineffectiserand inefficiency detected in
the rendering of public services at all levels,sthéailings normally being associated
with bureaucracy and political incompetence, aru$aly linked to the very nature of
public assets (Prado-Lorenzo and Garcia-Sanché&g)20

In order to overcome these problems, internatishadies have led to the design of
a new public operating system. The aim of this ra@proach is to achieve a public
sector which operates exclusively in areas wheeeetlldoes not exist a more suitable
provider, which might render the service effectvahd efficiently (Pilcher, 2005). To
do so, the public sector externalises public ses/mwhenever possible or collaborates
with the private sector to meet citizens’ needs.rédwer, internal restructuring is
carried out, to eliminate bureaucracy, adopt matmmal processes and obtain greater
autonomy in management by the creation of deceésedhlunits (Greiling, 2006;
Kolthoff et al., 2007).

The empirical evidence compiled to date is conttady as regards the best form of
management for public services, and no clear oglakiip has been found between the
form of managing public services and the efficientyocal governments. In addition,
most studies in this area have focused only owlitteotomy between private and public
management, and have not considered the diffecentsf of providing public services
through functional decentralisation. Moreover, thestudies often present other
limitations: in general, their analyses are caroedl only for one specific year, and so
the real effect is not apparent; and/or they famlg on one specific region; and/or only
one or two services are addressed. These fact@s that the evidence obtained cannot

be generalised to all public services.

Therefore, the aim of the present study is to a®aihe effect of processes of

decentralisation and externalisation on the efficye of Spanish public services, in
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order to contribute to the empirical evidence ald# on this question. For this
purpose, we examined 129 Spanish municipalitieb witpulations of over 10,000 for
the period from 1999 to 2007, inclusive. Furtherepdo obtain more precise findings,
the different forms of decentralisation were disaggted according to the legal form of
the organisation (corporations, autonomous org#aiss public business entities and
foundations).

The results obtained show that involving the pevaector in public services
delivery through outsourcing improve neither theeleof annual efficiency nor the
inter-annual variation of this level of local gomarents in Spain. Similar effects were

observed for decentralisation entities, especjallylic companies and foundations.

However, the public business entities could imprdbe level of annual
efficiency in Spanish local governments and the lwoation of public and private
sector delivery, in the form of mixed companies,ymacrease the inter-annual
efficiency of public administrations. But this effeis observed when such agencies
(public business entities and mixed companies)caeated by right-wing governing

parties.
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1. INTRODUCTION

Citizens, as providers of resources, increasingguire information and
accountability in relation to the activities thae alefrayed by their resources. In this
regard, transparency favours the understandinghef fgolicies implemented by
governments, and citizens are encouraged to takenpaecision-making (Guillamon
et al, 2011b). Transparency enables the observatidranalysis of the ways in which
governance, business and public affairs should dreducted (Heald, 2006). The
OCDE (2001) defines it as “opennésabout policy intentions, formulation and

implementation”.

Furthermore, the economic difficulties that manyumies and local
governments are suffering have led higher autlesritsuch as the World Bank, the
Financial Monetary Institution and the European @uossion, among others, to focus
on the behaviour of the public sector. More speaily, several financial scandals
that have become public knowledge have intensifitgtest in particular topics like
transparency and corruptiofy concepts that are closely linked, since goverrimen
transparency is essential to prevent corruptionofhl®2001; Fozzard and Foster,
2001) because the lack of transparency in govertsmiarours this bad behaviour
(Tanzi, 1998).

Several authors have focused their attention on gheioeconomic and
political determinants of the level of public traasency (Alesina and Perotti, 1996;
Ferejohn, 1999; Alesina et al., 1999; Traunmu&01; Fisman and Gatti, 2002a; Alt

1 In general, transparency and openness are ussgnasyms (Nolan Committee, 1995), although
some authors find distinctions between them. Fanete, Larsson (1998) posits that transparency
extends beyond the concept of openness to makeré simple and comprehensible, and he also states
that transparency requires external recipientsat@tapable of processing the information provided

2 Sharman and Chaikin (2009) posit that good govereds assessed first in terms of the degree of
transparency in decision-making and policy impletagon. This assessment affects the image that
citizens have of the government, so that theretisrad towards open-government in the United States
and in most OECD countries.

3 Corruption is the most important financial problémdeveloping countries and one of the most
important obstacles for economic development (Sharrand Chaikin, 2009)The definition of
corruption adopted by the World Bank is the “abaseublic power for private benefit”. However, in
some cases, this abuse of power is not necesfaribne’s private benefit, but it can be for thenbfit

of a certain party, friends, family, etc. (TanZ298).
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et al., 2006; Alt and Lassen, 2006; Piotrowski ®ath Ryzin, 2007; Guillamon et al,
2011a and 2011b), but relatively few studies havaysed the impact of functional
decentralisation processes on the level of puldatcs transparency, specifically at
the local level, since measuring this concept éemplex task (and more in the local

sphere) and, in addition, it is difficult to findlrable data (Guillamén et al., 2011a).

Decentralisation involves the creation of differéyges of agencies that have
greater autonomy in the achievement of their ohjest This requires an adequate
system of accountability for their actions. Decaligation may help to reduce
corruption (Huther and Shah, 1998; Fisman and G2ft02a), thus improving the
transparency of public administrations in an attetapestore citizens’ confidence so
that society might perceive the actions carriedlyupublic administration as ethical
and free of corruption (Ostrom et al., 1993).

Nevertheless, the results shown in previous papessonly partial if other
modes of public services delivery, such as extea@bn or outsourcing, are not
taken into account. The effect of these processdbeprovision of public services is
controversial. Despite the advantages of outsogreinterms of the efficiency and
guality of services, some scholars argue that ontéty may lead to fraud and
corruption (Kettl, 1993; Frederickson, 1999; Jolle3008; Pessoa, 2009), since
politicians may intervene too often in the selactad the providers of these services,
with cases of favouritism in the assignation oftcacts (Fernandez, 2007; Gonzélez
et al., 2011).

In accordance with the above, the main aim of shigly is to observe the
effect of functional decentralisation and extesetion processes on the transparency
of Spanish local governments. In this regard,gnal is to further contribute to this
line of research by (i) specifying the impact ofndtional decentralisation and
externalisation processes; (i) conducting a coteplanalysis of functional
decentralisation, since we take into account tleaton of different entities (public
companies, foundations, autonomous organisatiorts @mblic business entities),
instead of only dealing with corporatisation; anig) €hoosing a time period that
permits the use of panel data methods, which peomidre robust results than cross-

sectional studies by the control for unobserveeérogieneity. This method also allows
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for the correction of endogeneity problems betweependent and independent

variables.

With these goals in mind we selected a sample ef1th0 most important
Spanish cities, for which information regardingitheansparency has been published
by the non-government organisation “InternationatariBparency Spain”. This
information is available for the years 2008, 200@ 2010, and therefore our study
focuses on this period of time.

The Spanish context was chosen because of the tampatevelopments in
processes of functional decentralisation (Cuadrad08) and externalisation (Ramio-
Matas and Garcia-Codina, 2006), especially in lgmiernments. Furthermore, in
relation to transparency, Spanish local governmanmtsto be held responsible for
their economic, financial and budgetary undertakirajthough there are disparities
regarding the processes that they follow (i.e.erimational Transparency Spain,
2010).

Our results show that the most transparent munitgsatend to be those
which are most decentralised in their public sawidelivery, especially when the
transparency concerns corporative information andiaipal relations with local
citizens. We have insufficient evidence to drawaosions about the effect of the
introduction of the private sector (via externdiisia and mixed companies) on the

level of municipal transparency.

2. CORRUPTION, DECENTRALISATION AND EXTERNALISATION:

Research Hypotheses
2.1. Functional decentralisation and local government tansparency

There has been a clear trend towards decentralisali over the world, both
in industrialised countries such as the U.S., Reattaly and Spain, and in developing
countries (Bahl and Sjoquist, 1990; Ahmad et @97). Specifically, in the case of
Spain -a country that lags considerably behind rtgg the incorporation of the
reforms proposed by New Public Management (NPM) o@01996)- we can
appreciate a significant development as far as pmecess of functional

decentralisation is concerned (Cuadrado, 2008).
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There is much debate on the relationship betweerdétentralisation of the
administrations’ activities and the level of cortiop. In general, there is a
widespread belief that high levels of decentralisatind low levels of corruption are
closely related, although, to date, few studiesehampirically analysed this
proposition (Vernon et al., 2006). The little enigat evidence there is (Huther and
Shah, 1998; Fisman and Gatti, 2002a) suggestsxibelece of a negative correlation
between corruption and decentralisation, thus sdipygothe opinion on this issue of
certain institutions like the World Bank (Verga2®00).

One of the reasons for this opinion is that deedisition can correct
imbalances in the vertical relationships of goveents, and so it is frequently
proposed as an action plan to encourage greatgongibility and good governance
(Fisman and Gatti, 2002a; Bjedov et al., 2010). €llab (2000) emphasise the
importance of direct responsibility in the sensatthin decentralisation contexts,
politicians and agents become more directly respngor their actions and, as a
result of these higher levels of direct responsihiltheir actions and ethical
commitment might become improved. Furthermore, digaksation can help to limit
the “predatory” behaviour of governments; althoitghay have the opposite effect if
certain institutional and political restrictionsjick as private incentives for local

governments, are not respected (Bjedov et al., 2010

Nevertheless, most studies on the relationship é@mtwdecentralisation and
transparency or corruption only take into accoumcal or administrative
decentralisation, not dealing with the functiongpd. However, the theoretical
arguments in favour of decentralisation as a gat® improve efficiency and
efficacy are the same for all its types and, tloreefthese ideas also apply to

functional decentralisation.

However, there are criticisms about the aforemeetiorelationship between
corruption and decentralisation. Some authors dsupport this relationship; this is
the case of Prud’homme (1995), who believes tharethis a possibility for
decentralisation to be accompanied by more cowoptif corruption is more
widespread at local than at national level, thered&alisation automatically

increases the overall level of corruption. Furthemen other authors posit that results
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may depend on the type of decentralisation thiaeisg dealt with (Fisman and Gaitti,
2002b) and the way in which it is measured (Sha&dég).

In accordance with the above, and due to the absehstudies analysing the
relationship between functional decentralisatiod &lansparency in the case of local

governments in Spain, we pose and test the follgwipothesis:

H11: Functional decentralisation has a positive (negative) effect on transparency

(corruption).
2.2. Externalisation and local government transparency

The introduction of the private sector in publicrvéees provision is
controversial. Some scholars argue that outsourbig the potential to produce
considerable fraud and corruption if managerialt@rby the public sector is weak
(Kettl, 1993; Frederickson, 1999; Jolley, 2008; d&a@s 2009). Politicians have
intervened too often in the selection of providemsth cases of corruption and

favouritism in the allocation of contracts (Fernénd2007; Gonzéalez et al., 2011).

The level of transparency diminishes as overworkedtract managers in
governments pay less attention to service delia@ performance indicators than to
financial audits (Raffel et al., 2009). To combaibbry, skimming and fraud it is
essential to have very tightly drawn contracts ahase oversight (Marvel and
Marvel, 2007), preferably by experienced governmeontract managers, since

otherwise governments are open to corruption (KE&®93; Frederickson, 1999).

In this regard, public managers should have theadfp to assess the
implementation of externalised public services (Buary and Waechter, 2009), which

is a very time-consuming task (Brown and Potosk3).

In accordance with the above, and due to the fadtwe are dealing with a
highly controversial topic, we propose the follogitypothesis with the aim of
clarifying the relationship between externalisatimmocesses and local government

transparency:

H12: Externalisation has a negative (positive) effect on transparency (corruption).
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However, the existence of mixed companies in wipatt of the management
is in public sector hands (like decentralisationfl @another part is in the hands of the
private sector (like externalisation) provokes & i the previous hypothesis, in the
sense that the negative effect proposed in H12 belless negative in the case of

mixed companies. Accordingly, we pose the followsudp-hypothesis:

H12.1: This negative effect of externalisation on transparency is less
significant in the case of mixed companies.

3. EMPIRICAL RESEARCH DESIGN
3.1. Sample for the analysis

This analysis is based on data for the 110 lartg®gts and cities in Spain, for
which “Transparency International Spain” has putds information on economic
and financial transparency. It includes all prolahccapitals and almost all
municipalities with a population of over 50,000 atiitants. We decided to study local
governments because corruption and transparenatedeproblems tend to be more
common at this level (Tanzi, 1994; Prud’homme, 1995 local politicians usually
enjoy greater discretionality of action. The timeripd analysed comprises the years
2008, 2009 and 2010 because this is the availaiftermation in “Transparency
International Spain”. With these data, we are ushegfull dataset available, of the
153 municipalities initially selected.

3.2. Dependent variables

The main aim of this study is to analyse the eftdaifferent modes of public
services delivery on the economic and financialdparency of local governments. It
follows that the selected dependent variable rgotsstransparency in municipalities.
For our purposes, we selected an index publishedTbgnsparency International

Spain” (http://www.transparencia.org.es/), which thgaed information about

economic and financial transparency in the lar@sinish cities This index takes

*In 2008, “International Transparency Spain” séetdquestionnaire to the 100 largest municipalities
Spain, but this sample was extended to includecitle® in 2009 and 2010.
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values between 0 and 100 and it is one of the dlpetrvariables in the present study,

referred to as “IT_index”.

In addition, this index summarises the informat@ontained in five sub-
indexes concerning the following topics: (a) mupaticorporations; (b) relationships
with citizens and society; (c) economic and finaht¢ransparency; (d) transparency
related to the bidding for municipal services caats; (e) transparency in urban
planning and public works. In our analysis we deitth all these sub-indexes, each of
them appearing as a dependent variable. On this has show the areas of
transparency that are most influenced by decesatadn and externalisation

processes.

This transparency index is useful for the assessofetiata provided by local
governments, and its publication encourages themintprove their level of
transparency (Guillamoén et al., 2011b), since aidke to increasing competitiveness
among local governments, each of which attemptgetoa better score than the rest
(Lizcano, 2010).

3.3.Independent variables

The following independent variables were chosetesbthe hypotheses of this
study. For hypothesis H11, we defined differentialdes to identify the different
typologies of entities involved in the decentrdi@a process as a mode of public

services delivery. These are:

» TOTAL_DECENTRALISATION : numerical variable that represents the
number of decentralised agencies created in eadicipality. Concretely, this

process may be carried out by:

o COMPANIES: number of government owned corporations created b

each municipality.

0 AUTONOMOUS ORGANISATIONS (AAOO): number of

autonomous bodies created in each municipality.
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0 PUBLIC BUSINESS ENTITIES (PBE): number of municipal

business entities created by each municipality.

0 FOUNDATIONS: number of municipal foundations created in each

municipality.

For hypothesis H12 and H12.1, we defined two véegmthat identify the level

of autonomy of the private sector in local servicesagement.

EXTERNALISATION : numerical variable that represents the number of
private agencies that have acquired the right ¢@ige public services in each

municipality.

MIXED_COMPANIES : numerical variable that represents the number of
mixed companies that are created in each munityp&oth public and private

sectors are owners of these companies.

3.4.Control variables

Furthermore, in order to avoid biased results, ntduced a set of variables

whose influence on the financial transparency oal@overnments has been widely

confirmed. These are our control variables:

DEBTpc: numerical variable that represents the level oblig debt per
capita. In general, evidence shows that the lovessts of debt are related to
the most transparent budget procedures and institu{Alesina et al., 1999;
Stein et al., 1998; Marcel and Tokman, 2002; Ald dlassen, 2006; Gavazza
and Lizzeri, 2009) and to fiscal transparency @lal., 2006).

RIGHT_IDEOLOGY : dummy variable that takes the value of 1 if the
governing party is conservative and 0, otherwisethis case, the highest
levels of transparency appear to be implemented ldffrwing parties
(Guillamén et al., 2011a), since their aim is tgpaxd the public sector
(Ferejohn, 1999).

POLITICAL_COMPETITION : numerical variable that represents political

competition, calculated, in accordance with Sol60@), as the difference
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between the percentages of votes obtained by thiegpa@oming in first and
second place. Political competition can reduceugiion because it generates
more freedom of information, thus helping to lintile chances for corrupt
behaviour, and the possible power turnovers impét politicians’ promises
are not always credible because of the difficultresiaintaining their position
in the future (Montinola and Jackman, 2002). Somtéas find that political
competition is associated with greater levels s¢dl transparency (Alt et al.,
2006), although this effect can be nonlinear (Mamian and Jackman, 2002).
In addition, increased competition reduces the charof looting (Nyblade
and Reed, 2008).

3.5.Research models

In order to test the proposed hypotheses, we focogeanalysis technique for
obtaining panel data on the selection of severpeddence models based on linear
regressions. Specifically, we used the followingdels:

IT_index = o + B:Decentralisation, + B, EXTERNALISATION ; + BsMIXED_COMPANIES ; +
B.DEBT_pg + PsRIGHT_IDEOLOGY, + BPOLITICAL_COMPETITION, + &5 + pyii  [6]

IT_subindex = ag + B;Decentralisation, + a,EXTERNALISATION ; + azsMIXED_COMPANIES
+ 4DEBT_pG + asRIGHT _IDEOLOGY; + agPOLITICAL_COMPETITION; + &5 + Lot [77]

where

IT index is the index supplied by “International TranspaseRspafna”

IT_subindex represents each topic comprising the global intlimte that these topics are: (a)
information about the municipal corporation; (b)atmnships with citizens and society; (c)
economic and financial transparency; (d) transpgresbout municipal services contracts
bidding; (e) transparency about urban and publike:o

“Decentralisation” represents each of the different decentralisedtieent COMPANIES,

AUTONOMOUS ORGANISATIONS (AAOO), PUBLIC BUSINESS ENTIES (PBE) and
FOUNDATIONS, as well as all of them jointly (TOTADECENTRALISATION).

i indicates the municipality aridrefers to the time period,
B anda are the parameters to be estimated,
g represents the persistent unobserved heterogeneity

w;; represents the classic disturbance term.
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To work with these models, we need an appropriathadology, because our
dependent variables take values between 0 andTh@defore, the technique adopted
is that of the Tobit regression for panel data ngdehich allows us to use the IT
index and sub-indexes, with left and right-censatath (0-100). The Tobit models
are used to estimate efficiency and provide caefiitis by the maximum likelihood
method. In addition, the random-effects estimasoused to control for individual
heterogeneity, taking into account that the indieid are observed in different
periods. The random error term is decomposed wbop@arts:u;;, which varies among
municipalities and over time, and the individualeef &, which characterises the
municipality and is invariant over time. These taninterpreted as the factors that are
not included in the regression and which are spetfeach municipality.

4. EMPIRICAL RESULTS
4.1. Descriptive analysis

Table 15 shows the descriptive statistics for theables used. The mean of
the transparency index is 62.45, which is simitathte mean of sub-index E, which
summarises the information regarding urban andipulbbrks. On average, the
highest scores achieved by Spanish municipalitigsear in sub-index B, which
summarises transparency in the relationship witizesis and society. On the other
hand, the lowest scores are displayed in sub-ijexhich reports the economic and
financial transparency of local governments in 8parhus, it is interesting to know
whether decentralisation/externalisation proceds¢srmine the transparency of local

governments.

As far as the rest of the variables are concermexican observe that on
average, local governments create about 8 pubtitemnin the analysed period, of
which 4 are public companies, 1 foundation and tbraamous organisations or
almost any type of public business entity. Likewise contracts with private
companies for public services delivery are esthblis while local governments just

use mixed companies for this delivery.

Finally, we note that the Spanish municipalitiealgsed are mainly governed

by right-wing governments, although these do natehabsolute control, since the
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percentage of right-wing governments is 58%. Initeaty the difference in votes
between the election-winning party and the partyhwhe second largest vote is only
0.16; therefore, Spain is a two-party country.

Table 15.Descriptive statistics

Variable Obs Mean Std. Dev. Min Max
IT index 320 62.45375  21.05091 12.5 100
A _subindex 320 69.69844  20.65767 15.8 100
B_subindex 320 72.66219  18.35811 15 100
C_subindex 320 47.91906  35.23493 0 100
D_subindex 320 55.81563  29.48701 0 100
E_subindex 320 62.99781  24.70239 0 100
TOTAL_DECENTRALISATION 330 8.327273 7.32665 0 43
COMPANIES 330 3.733333 4.1126 0 26
FOUNDATIONS 330 0.5363636 1.242685 0 7
AAOO 330 3.966667  3.361969 0 15
PBE 330 0.0909091 0.4783226 0 4
EXTERNALISATION 330 1.9 0.7390539 0 3
MIXED_COMPANIES 330 0.2727273 0.4660333 0 2
DEBT_pc 327 72.01932 56.32022 1.735725  542.9564
POLITICAL_COMPETITION 330 0.1599091  0.12098 0 0.58
Frequency
RIGHT_IDEOLOGY 330 0.5818182

4.2. Explanatory analysis

4.2.1. The effect of decentralisation/externalisation proesses on the
global transparency index

Table 16 shows the effect of the different modepuddlic services delivery in

Spain on the global transparency index publishebhteynational Transparency.

Both functional decentralisation and externalisati@ve a positive effect on
municipal transparency, although the “TOTAL_DECENVNRSATION” variable is
the only statistically significant one, at a 95%nfidence level. This justifies
hypothesis H11, which was established at the beginof the study; however, there

is not sufficient empirical evidence to accept hyyesis H12 and H12.1, due to the
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fact that the externalisation and mixed companiagables are not statistically

relevant in the analysis.

In this regard, the most transparent municipaliaes the most functionally
decentralised ones, in particular through publimpanies, foundations and public
business entities, which are significant at the 99%OMPANIES” and
“FOUNDATIONS”) and 95% (“PBE”) confidence level. Mawhile, autonomous

organisations are not significant in the model.

In relation to the control variables, political alegy is the only significant
variable (at a 90% confidence level) except indase of autonomous organisations.
The effect of this variable on transparency is hega therefore, the level of
transparency is higher in municipalities governgdelft-wing parties.

4.2.2. The effect of decentralisation/externalisation on he different

transparency sub-indexes.

Tables 17, 18, 19, 20 and 21 show the effects bfipservices delivery in
Spain on the different transparency sub-indexesE)YAelated to (a) municipal
corporations; (b) relationship with citizens andisty; (c) economic and financial
transparency; (d) transparency related to the bglthr municipal services contracts;

(e) transparency in urban planning and public works
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Table 16.Effects of modes of public services delivery onbgllotransparency index

IT index Coef. Std. Error Coef. Std. Error Coef. Std. Error Coef. Std. Error Coef. Std. Error

TOTAL_DECENTRALIZATION 0.4814413* 0.149041
COMPANIES 0.949068*  0.268958t
FOUNDATIONS 2.755157* 0.885082
AAOO 0.3620302  0.3146114

PBE 5.441743* 2.232333
EXTERNALIZATION 1.317619 1.511851 1.518175 1514199 0.6336287 3580 0.6817898 1.499523 0.6223062 1.481434

MIXED_COMPANIES -1.983231 2.329656 -1.753269 2.333583  -2.044018 24385  -3.220523 2.293001 -2.702237 2.309319

DEBT_PC -0.0123375 0.0181022 -0.0131826 0.0181403-0.0131862 0.0181277-0.0094494 0.0179671 -0.0106088  0.0180217
RIGHT_IDEOLOGY -4.615954*  2,153268 -4.170294** 2166034 -5.60853 2.14132 -5.26009 2.14052 -4.115225**  2.200252
POLITICAL_COMPETITION 3.55139 8.88215 2.472429 8.842616 1.891173 8.82740B416841 8.887674 2.442628 8.863337

_cons 60.49291* 4.508257 60.49647* 4.399246  65.22245* 2477 65.09234 4.434413 65.2742* 4.060387

/sigma_u  9.744763* 0.826345 9.646471* 0.8187699.806478* 0.825945  10.16084 0.8512739 9.932612* 3%b859
/sigma_e 17.45874* 0.74602 17.46408*  0.745765817.43314* 0.7436831 17.39925 0.743227 17.41965* 0.7448729
rho 0.2375388  0.0363252 0.2337766  0.0359356 0.2403686 0.0363475 0.254307 0.0376175 0.2453533 0.0370541
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Table 17 shows a positive effect of decentralisatimd externalisation on
transparency regarding municipal corporations. Hamme the only significant
variables are those related to decentralisatiorcgsses, and this at different
confidence levels (“TOTAL_DECENTRALISATION”, “COMPNIES” and
“FOUNDATIONS” at 99%; “AAOQO” and “PBE” at 95%). Thee results comply with
hypothesis H11, although we do not have sufficevitlence to accept hypothesis
H12 and H12.1 about externalisation and mixed conesa

Again, the political ideology is the only controanable that is statistically
significant at the 95% and 99% confidence levekpemding on the model. This
variable has a negative effect on transparencyhande the municipalities governed
by left-wing parties tend to be more transparent.

Table 18 shows the effects of decentralisation a&xternalisation on
transparency, with respect to citizens and socipain, functional decentralisation,
whatever form of decentralised entity is adoptedsitvely affects this kind of
transparency, at the 99% confidence level, exc&BE", which is statistically
significant at 95%. These effects confirm hypoteesH1l. In addition,
“MIXED_COMPANIES” are statistically significant inthe analysis at different
confidence levels, except in the model of *“COMPANIE and
“TOTAL_DECENTRALISATION?". Its effect on transparegds negative, and so the
use of the private sector for public services dgijv negatively affects local
government transparency in its relations with eitig and society, as we proposed in
the hypothesis H12.1. Externalisation did not reatdtistical significance in this
analysis, so there is no evidence for the hypathia$p.

Table 19 summarises the effects of functional deaksation and
externalisation on economic and financial transpaye Public companies and
foundations are the only factors found to be dta#iBy significant, at the 90% and
95% confidence levels, respectively, with a positieffect on the financial
transparency. The variables that represent oth&tiesnare not significant in the

analysis, and so hypothesis H11 is only partiatiyepted.

Regarding the control variables, the political idgy of the governing party is
the only statistically significant factor, at 95%da99% confidence, depending on the
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model, with a negative impact on transparency. lemunicipalities that are
governed by left-wing parties tend to be more foansnt in their relations with

citizens and society.

Table 20 shows the effects of the functional deedisation and
externalisation of public services delivery on sparency regarding the form of
delivery. Both processes have a positive effecthiskind of transparency (except if
the decentralisation process involves autonomouganisations), while mixed
companies have a negative effect on it. Howevargrad the variables are statistically

significant in the analysis, and so we cannot diaw conclusions.

Finally, Table 21 presents the effect of decergation and externalisation on
municipal transparency regarding town planning gublic works. In general,
transparency is positively affected again, but ohipctional decentralisation is
statistically significant in this model. Municipadis with more public companies were
found to be more transparent because the varid@MPANIES” has a positive
effect on this sub-index, at the 90% confidencelleVhese results, therefore, lead us
to partially accept hypothesis H11 but they do sbbw sufficient evidence for
hypothesis H12 and H12.1.

In conclusion, the most transparent municipaliaes those which are most
decentralised regarding public services deliveng especially when the transparency
concerns municipal information and its relationghweitizens. Finally, we did not
obtain sufficient evidence about the effect ofititeoduction of the private sector (via

externalisation and mixed companies) on the levielmunicipal transparency.
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Table 17.Effects of modes of public services delivery om$garency subindex “A”

(Information about the municipal corporation)

A_subindex Coef. Std. Error Coef. Std. Error Coef. Std. Error  Coef. Std. Error Coef. Std. Error
TOTAL_DECENTRALIZATION 0.6348759* 0.148636
COMPANIES 1.214254*  0.273154
FOUNDATIONS 2.584328*  0.8489841
AAOO 0.7036126**  0.305176
PBE 6.35378*  2.836942

1.846146 1.444704 0.662564 13930 0.8891282 1.431205 0.6840692  1.406502
-1.03883 2.203533  -1.896798 5209 -2.834544 2.189246 -2.336085  2.180288

EXTERNALIZATION 1.620991 1.443486

MIXED_COMPANIES -1.301738 2.212932
DEBT_PC 0.0159077 0.0169479 0.0150888 0.0169848 0.0163536  0.0169802 0.0191673.0168552  0.0181138 0.0168745

RIGHT_IDEOLOGY -4.854775* 2.036187 -4.320546* 2.046497 -6.058544*  2.035147 -5.703608* 2.033705 .43@352** 2.075574
POLITICAL_COMPETITION  1.218504 8.389551  -0.228731 8.347763  -1.698391 1835 -0.9261335 8.440477 -0.738322  8.375313
_cons 64.14402* 4.358916 64.40951*  4.237279  71.14534* 5379 69.00804* 4.313177 70.82469*  3.893755
/sigma_u 12.36576* 1.027678 12.22046*  1.022403 12.7153* 3303 12.88383* 1.062868 12.76136* 1.050265
/sigma_e  15.529* 0.692731  15.54061* 0.6945177 15.50129* DPOSB2 15.49013* 0.6909014  15.49601* 0.6904325
rho 0.3880408  0.0470995 0.3820891 0.0471917 0.4022171 0.047581 0.4089131 0476026  0.4041214 0.0472867
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Table 18.Effects of modes of public services delivery omsgarency subindex “B”

(Relationship with citizens and society)

B_subindex Coef. Std. Error Coef. Std. Error Coef. Std. Error  Coef. Std. Error Coef. Std. Error
TOTAL_DECENTRALIZATION 0.620282*  0.135226¢
COMPANIES 0.9775496* 0.226511%
FOUNDATIONS 3.064314* 0.8337539
AAOO 0.6977834*  0.264754
PBE 4.70493**  1.954918
EXTERNALIZATION 0.4168973 1277713 0.3511732  1.274295  -0.5045192 243465 -0.2781878 1.263238  -0.6125652 1.245192
MIXED_COMPANIES -3.200908 1.927202  -3.181148  1.9316433.543518**  1.927282  -4.665814*  1.904095 -4.266015**1.913172
DEBT_PC 0.0019015  0.0145491 0.0020671 0.0145875 0.0017454.0148728 0.0049573  0.0144981 0.004386 0.0145216
RIGHT_IDEOLOGY  -2.803538 1.798187  -2.281943  1.807486  -4.04404* 791333 -3.62527* 1.792983 -2.348459  1.829243
POLITICAL_COMPETITION  -1.565477 7.396306  -2.638632  7.353234 -4.150084 71728 -3.518902 7.424548 -2.887011  7.373138
_cons 69.86174* 3.849996  71.25413*  3.714106 76.36236* 96831 74.53273% 3.749978 76.49093*  3.40851
Isigma_u  10.9417* 0.873558  10.96082* 0.8767043  11.15092* 812852 11.45529*  0.9118747  11.29849* 0.9005856
/sigma_e 13.67127*  0.5921047 13.67801*  0.592651 13.65508* 5905142 13.64345*  0.5921666  13.65096* 0.5920211
rho 0.3904477  0.0450002 0.3910442 0.0451383  0.4000688.0452504 0.4134753  0.0458171  0.4065417 0.0456336

156



The impact of functional decentralisation and externalisation on the transparency of local governments CHAPTER 5

Table 19.Effects of modes of public services delivery omsgarency subindex “C”

(Economic and financial transparency)

C_subindex Coef. Std. Error Coef. Std. Error Coef. Std. Error  Coef. Std. Error Coef. Std. Error
TOTAL_DECENTRALIZATION 0.3854705 0.299016
COMPANIES 1.016339**  0.5380346
FOUNDATIONS 4.461367* 1.732613
AAOO -0.3801931  0.633220
PBE

7.096722 4.502532
EXTERNALIZATION 3.748173 2.990679 4.215384 2.995486 3.288045 29835 2.773178 2.962268 3.270675 2.931397

MIXED_COMPANIES -1.511153 4.695958 -0.9044271 4.706774 -0.6271726 .704412 -2.949968 4.622517 -1.797315 4.661939
DEBT_PC 0.0046086 0.0372958  0.0017867 0.0373321 0.0005889 .037832 0.0076962  0.0369824 0.0047859 0.0370802
RIGHT_IDEOLOGY -9.066179**  4.348112 -8.368129*** 4.366809  -9.946495** 4.332834 -90.714796**  4.3269378.165766***  4.445096
POLITICAL_COMPETITION  8.373782 17.59942 8.225113 17.51334 8.224544 17508 4.227762 17.5931 8.445343 17.57694

_cons 44.09206* 8.829199 42.2888* 8.618209 46.48687 7.896851 51.85179*  8.662604 47.08585* 7.960701
/sigma_u 11.66748* 1.247744 11.47578* 1.223735 8303* 1.21035 11.96119* 1.272879 11.62588* 1.242164
/sigma_e 35.92221* 1.748544 35.93596* 1.744641 &ER9 1.743368 35.81969* 1.744751 35.90084* 1.746328
rho 0.0954271 0.0218685  0.0925407 0.0211781 0.G1105 0.0207983 0.1003212 0.0227818 0.0949143 0.0217349
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Table 20.Effects of modes of public services delivery omgparency subindex “D”
(Transparency in the outsourcing of services)
D_subindex Coef. Std. Error Coef. Std. Error Coef. Std. Error Coef. Std. Error Coef. Std. Error
TOTAL_DECENTRALIZATION 0.2192425 0.301193
COMPANIES 0.7183414 0.5442327
FOUNDATIONS 0.7633602 1.741863
AAOO -0.2170348 0.633554
PBE 5.30419 4.677495

EXTERNALIZATION 0.6593705 2.953202 1.066989 2.962706 0.3082574 0aen 0.1119229 2.928313 0.3958898  2.898318
MIXED_COMPANIES -5.445831 4.662134 -4.851653 4.667389 -5.721279  524%9 -6.236477 4.59076 -5.370451 4.610193
DEBT_PC -0.0403146 0.0376185-0.0436869 0.0376744 -0.03948 0.0377387 -0.0366956.0373577  -0.0404742 0.0374438
RIGHT_IDEOLOGY  -4.026495 4.313996 -3.46964 4.335348 -4.434546 AZD -4.397425 4.293621 -3.175993 4.399815
POLITICAL_COMPETITION  2.286003 17.64937  2.397232 17.55379 1.360718 13669 0.1112382 17.69357 3.021314  17.61906
_cons 63.83076* 8.818347 61.9167* 8.616762 66.34751 7.869671 68.13913* 8.675965 65.06308*  7.935982

/sigma_u 4.450711* 0.62886584.363413* 0.6198667  4.423878* 0.6332837 4.482615* .6345486 4.321918* 0.6188429
/sigma_e 36.61238* 1.788946  36.58806* 1.786165 Zn6 1.789284 36.62139* 1.789835 36.61193*  1.786916

rho 0.0145624 0.0044178 0.014023 0.0042738 0.0143797 0.0044137 0.0147616 0048853 0.0137435 0.0042175
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Table 21.Effects of modes of public services delivery omgparency subindex “E”
(Transparency in town planning and public works)
E_subindex Coef. Std. Error Coef. Std. Error Coef. Std. Error  Coef. Std. Error Coef. Std. Error
TOTAL_DECENTRALIZATION 0.3673114**  0.2106962
COMPANIES 0.6554367**  0.3802455
FOUNDATIONS 1.932586 1.22767
AAOO 0.4039366 0.442469.
PBE 3.880446  3.194067
EXTERNALIZATION 1.221995 2.081577 1.300698 2.088261 0.6792684 231 0.8396577 2.061476 0.7189064 2.039161
MIXED_COMPANIES 0.0638618 3.281165 0.1001333 3.287609 -0.0529866 274311 -0.7568025 3.227548 -0.4713168.24017
DEBT_PC -0.0195545 0.0260073 -0.0203194 0.026024 -0.0200909.0260598 -0.0160722 0.0258159 -0.01778H80258146
RIGHT_IDEOLOGY -4.589578 3.029194 -4.346641 3.043596 -5.324524**3.016046  -5.070648***  3.015164 -4.293696 3.086598
POLITICAL_COMPETITION 14.08317 12.4853 12.9976 12.42228 12.72759 12.4181413.15419 12.50268 13.19501 12.45973
_cons 62.30998* 6.188528 62.83159* 6.053474 66.2688 5.518055 64.91017* 6.065233 65.94676* 5.557693
Isigma_u 5.897015* 0.7220455 6.017151* 0.7280606 00&AL23* 0.7306353 6.1212* 0.7362843 6.214656* (0SK33
Isigma_e 25.51694* 1.163129 25.45985* 1.1611 2%975  1.162769 25.46996* 1.163384 25.40202* 1.160526
rho 0.0507003 0.0133856 0.0529012 0.0137972 0.8267 0.0138117 0.0546047 0.0141593 0.0564744 0.0B4505
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5. DISCUSSION OF THE RESULTS

On the one hand, we observe that the most trangpangnicipalities are those
that have carried out more functional decentrabsaprocesses for the delivery of
public services, especially through the creatiopulic companies and foundations.
These results comply with the scarce empirical @we (Huther and Shah, 1998;
Fisman and Gatti, 2002a), which suggests a negatelationship between

decentralisation and corruption.

Decentralisation processes improve transparencgpanish municipalities,
because both politicians and the rest of agentlved in them are directly related to
service delivery, thus being more responsible ieirtactions (Tabellini, 2000). This
triggers a more ethical behaviour of all the agenislved, limiting predatory
behaviour in governments (Bjedov et al., 2010),chwould almost certainly lead to

corruption.

In Spain, decentralised entities are controlled different authorities:
foundations are non-profit entities that depengoblic administrations and perceive
monetary funds from them. Accordingly, these esgitnust be periodically audited to
guarantee the adequate use of public funds. Companid autonomous organisations

are attached to councils or departments that cloarie assess them.

On the other hand, empirical evidence shows thatititroduction of the
private sector, in the form of outsourcing or axedi companies, does not trigger

corruption in Spanish municipalities.

Some scholars posit that there are sometimes aasésvouritism in the
selection of private providers of externalised puldervices, so in these cases,
politicians are the ones who corrupt the munictggliFernandez, 2007; Gonzalez et
al., 2011). However, we do not find sufficient eeide for conclude that outsourcing
processes in Spain cause corruption problems at lecel. One of the reasons may
be an adequate managerial control by the Local iPuBkctor (Kettl, 1993;
Frederickson, 1999; Jolley, 2008; Pessoa, 2009ugir close oversight, thus

guaranteeing transparency (Kettl, 1993; Frederick$699) in municipalities.
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6. CONCLUSIONS

Successive international financial scandals have tpa spotlight on the
organisations that operate in both the private taedpublic sector (Svensson et al.,
2004), and governments seek to restore public denfie in their activities, while
citizens require information and more transparermycerning the activities that are

defrayed by their resources (Guillamén et al., 2011

Theoretically, decentralisation processes are aitoe@rds good governance
and accountability, being an effective mechanisntaatrol corruption. However,
there is a heated debate on the relation betweend#tentralisation of public

activities and the level of corruption or transpane

Empirically, most studies deal with fiscal or admtrative decentralisation,
but they set aside functional decentralisation. dderthis paper adds empirical
evidence at local level to this analysis. Furtheemave consider another mode of
public services delivery, externalisation or outsmg, because if we were to deal
only with decentralisation, the results obtainedyimibe biased. With this aim in
mind, we selected a sample of the 110 most impbi&anish cities, for which
“Transparency International Spain” has publishddrmation regarding their level of

transparency for the years 2008, 2009 and 2010.

The results show that the introduction of the pevasector through
externalisation or mixed companies does not affibet transparency level of
municipalities, while functional decentralisationroguces a positive effect.
Concretely, the most transparent municipalities #rese that use decentralised

entities for public services delivery.

Concluding, we do not find that public servicesidaly through other modes
different to direct delivery from the public sectsrthe cause of cases of corruption in
Spanish local governments, in spite of the doulitey traise regarding the
inappropriate use of indebtedness (Monasterio .et18P9; Prado et al., 2009 and
2010; Escudero, 2002) and fraud in relation toatbs&gnation of contracts for services
delivery (Fernandez, 2007; Gonzalez et al., 20Elen we show that the local

governments that adopt decentralised agencies @ tmansparent than the rest.
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Historically, different forms of public service prigsion have co-existed, leaning
towards one option or the other depending on tedgminant ideology and the economic
and political circumstances of the moment. Howeitaas not until the 1990s that the
two forms of service provision were truly combinbdsed on the ideas expressed in the
theory of New Public Management. The fundamenti@bmale of NPM is to champion
the application of certain private sector princgte the management of the public sector,
to develop its activities more efficiently. Withettarrival of this school of thought, two
processes acquired particular importance — funatiodecentralisation and the

outsourcing of public services.

These processes bring public administrations clogefing them a better
understanding of people’s needs and preferencés.improves the efficiency of public
sector activities and allows administrations to padaetter to changes in their
environment through the use of more flexible etitiThey also enable the public sector
to focus its attention on strategic issues, leaunoge operational matters in the hands of

specialist suppliers, thus improving the qualityltd services provided.

In Spain, the introduction of NPM ideas led to thedernisation of cumbersome
bureaucracies and improved the quality and quaotipublic services and in the last two
decades there has been a significant degree oftidnat decentralisation and
outsourcing, especially in the provision of sersidgy local governments. Thus, the
number of public enterprises, autonomous bodieslipwcompanies, foundations,
outsourced operations and mixed companies hasaseteuninterruptedly throughout
the country.

Following the implementation of NPM proposals, masfyits efficiency and
guality goals have been achieved, but at the datdmaging side effects. The latter have
been highlighted by the incoming Spanish governmesich decided to initiate a
process to “streamline” public companies and fotinda, citing their inefficiency and

the huge amount of debt generated in the sect@myatimg to 6% of Spanish GDP.

With these considerations in mind, this paper ptesian analysis of the causes
and effects (in terms of quality of life, efficigqn@nd transparency) of processes of

functional decentralisation and outsourcing by lagavernments in Spain. The main
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objective of this analysis is to identify the reasanderlying the creation and dissolution

of these means of service delivery.

Based on the information obtained from a sample praimg all Spanish
municipalities with over 50,000 inhabitants, togetivith all the provincial capitals, for
the twelve years from 1999 to 2010, various ecornmand statistical analyses were
performed.

This study has two main elements: firstly, a dedgore study, as an initial
approach to the data and the determinants of fumaltidecentralisation and outsourcing
by local governments in Spain. Secondly, we dis¢hsseffects of these processes in
terms of the quality of life of the citizens anak tefficiency and transparency of local

governments.

The descriptive analysis of the data reveals thendtrtoward functional
decentralisation among all the municipalities stdgalthough this change has been more
radical in some than others. In general, this trendtronger in large cities, while
medium-sized municipalities (between 100,000 ar@l@ inhabitants) present a slight
preference for outsourcing. The smaller municigaihave the same pattern, and have
made less use of functional decentralisation, atjhan this case, mainly due to a lack of
resources to do so. This shortage has forced thewhapt other forms of service delivery,
such as associations, or supra-municipal bodiemdans of which small municipalities

combine their resources to provide certain baswises.

Functional decentralisation may be implemented agous types of entities:
public companies, foundations, autonomous bodiek pblic corporate bodies. The
municipalities that are most functionally decensed (normally those with a large
population) have mainly relied on public compar@ied autonomous bodies, creating, on
average, three entities of each type in the perogidered (1999-2010). However, from
2001 local governments also began to use foundation

In contrast, mixed companies have had little succkscal governments have
preferred to use functional decentralisation osoutcing rather than this hybrid figure,
in their provision of public services. Specificallypunicipalities created an average of
about seven decentralised entities during the g@eamalysed (1999-2010) and

established approximately two contracts with pevabmpanies, while virtually no
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mixed companies were created.

To determine the factors which facilitated decdrsasion and outsourcing, we
analysed the influence of the budgetary charatiesiand political factors relevant to
these processes. Data were obtained for 153 maft@g, but the time period analysed
had to be shortened, concluding in 2007. The eogirresults show that local
governments with a right-wing ideology tend to mafpgeater use of functional
decentralisation for the delivery of public sergcespecially when faced with little
political competition and when they are electechaitsignificant majority.

In general, there is a relation between the typeeamentralisation/outsourcing
entity created and the phase of the mandate ofgthernment in power. Local
governments tend to establish foundations at tiggnbang of their first term, to create
public companies following reelection and to creaitonomous agencies at the end of

their term.

Although right-wing governments most commonly adueaecentralisation, it is
the left-wing ones that most tend to use decesgdlinstitutions as a means of generating
funds by increasing indebtedness. So, it is prbfera stricter control when the party in

power has left ideology.

Until new rules were introduced in 2001, estabhighiegal restrictions on
borrowing, left-wing governments used public coniparior this purpose. However, the
new regulations required such mechanisms to beotidated into the municipal
accounts, and the preference changed toward faondatvhich were excluded from this
obligation. In this sense, all decentralised esgishould form part of the consolidated
accounts, because otherwise, public administratidihsise the entities that are excluded

from this obligation.

Having identified the factors that influence the eation of
decentralisation/outsourcing entities, we wisheeiamine their effects on issues such as
the quality of life and the efficiency and transgasy of local governments. Regarding
the former, the quality of life in a municipalitg ilargely determined by the public
services offered and, perhaps more importantlythieyr quality and the way in which
they are provided.

To perform this part of our analysis, the sampld @ be reduced to the 78
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Spanish cities with over 100,000 population, sitiee quality of life data supplied by
Spanish Corporate Reputation Monitor (MERCO) wekailable only for these
municipalities and for the years 2007, 2008 and92dhe results obtained show that
functional decentralisation, whatever the type mtitg created, has a positive effect on
citizens’ quality of life, and so its introductias viewed as more beneficial than that of
outsourcing or the creation of mixed companiestieumore, the quality of life is higher
in municipalities governed by right-wing partiesijttwa very stable, uncompetitive

political environment, and where unemployment isdo

In the case of local government efficiency, althouigvas necessary to reduce the
sample to 129 municipalities (of the 153 originatigluded) due to limited data available
for the years 1999 to 2007, the results are coresid® be representative. One of the
strongest reasons for introducing private secteasdnto public service delivery through
outsourcing is the efficiency traditionally asseedwith such activities. However, our
results show that, in Spanish municipalities, thiovation improved neither de level of
annual efficiency nor the inter-annual variationtbis level at local level. The same
results are got for functional decentralisationgess. These findings show that large
bureaucracies are more inexpensive, so maybe,taiaesing of the Spanish local

administrative system is necessary.

The only good mechanism in this respect is thetioneaf public business entities
for the annual efficiency and mixed companies fbe tinter-annual variation of

efficiency, whenever they are implemented by rigirig parties.

Finally, the numerous cases of corruption deteict&panish municipalities have
opened up the debate on the misuse of power aadroes by local governments. In this
regard, we analysed the possible effects of dealesdtion and outsourcing on municipal
transparency. The latter concept is employed hesnantonym of “corruption” and for
this purpose we examined a sample of 110 Spanists adn whichTransparency
International Spain has published information regarding their levetrahsparency for
the years 2008, 2009 and 2010.

We do not find evidence for concluding that theadtction of the private sector,
via outsourcing or mixed companies, promote corompin local governments in Spain.
However, there is evidence about the decentral@®dies that contribute most to

increase municipal transparency. The reason isdiegntralised agencies are closer to
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citizens, so politicians’ actions are more visiatel they have a more ethical behaviour.

In summary, the results obtained show that prosessé functional
decentralisation produce more positive than negag¥fects on citizens and the
behaviour of local governments in Spain. Firsthe existence of decentralised entities
results in an increased quality of life for citizseand, moreover, administrative corruption
is reduced. However, no greater efficiency is adlein the management of public
services, perhaps due to the perverse use maddibgians of these entities, in order to

circumvent legal limits to borrowing.

Nevertheless, there are certain monitoring mechatbat can hinder this type of
opportunistic behaviour, such as the accountingiiremqent for financial-economic
budgetary information to be consolidated. Furtheendhe introduction of certain
management criteria specific to joint (private-pcplventures could favour the

inter-annual variation in local government efficzgn

In conclusion, we believe these results providéagebasic criteria for action by
local governments with respect to the creation issalution of decentralised entities

and/or contracts with private companies for thevigion of public services.

“The greatest moral perfection of man is to dochity”

Emmanuel Kant
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1. INTRODUCCION

A lo largo de la historia, la preocupacion de lobigrnos ha estado orientada a
coémo prestar servicios publicos razonables a ttmosiudadanos, independientemente
de su capacidad econOmica, y a un coste aceptabl8ector Publico surge como
mecanismo de lucha contra el escaso interés deiditiva privada por establecer
proyectos empresariales relacionados con la préstade servicios universales a
precios sociales. Sin embargo, una excesiva soatafin deja entrever los problemas

de las grandes burocracias, en términos de efieigneficacia.

La teoria de la Nueva Gestion Publica surge comoiamto de evitar dichos
problemas, a través de la modernizacion del Sduibtico, introduciendo elementos
del sector privado (Haynes, 2003) que permitieeapréstacion de servicios de forma
mas eficaz y eficiente. Las corrientes que defisndecombinacion de elementos de
ambos sectores, el publico y el privado, podriandfunentarse en la idea que
Aristoteles resumia como “la virtud es el punto mezhtre dos vicios contrapuestos”.
Esa es precisamente la postura de la Nueva GeBtiblica: tomar los elementos
positivos de ambos ambitos para conseguir unaégestas eficiente de los recursos

publicos.

Entre las principales reformas que se han acomtiidando como fundamento
las propuestas de la Nueva Gestion Publica, se adrau los procesos de
descentralizacion funcional y externalizacion (Smutrcing”) en la prestacion de
servicios publicos. El primero de ellos permiteagAdministracion estar mas cerca de
los ciudadanos y conocer mejor sus necesidadesfgrencias (Hayek, 1945). Asi, los
ambitos excesivamente burocratizados van diluyé@ngiason sustituidos por entidades
mas flexibles (Aberbach y Rockman, 1999) que p&minejorar la coordinaciéon y
control de las actividades (Tullock, 1965). Porpsute, el “outsourcing” supone una
incorporacion radical del sector privado en lavad#id publica, lo que permite dejar en
manos especializadas la prestacion de determirsatoisios (Cannadi y Dollery, 2005)
considerados publicos. Este proceso facilita laoraegn la eficiencia a la vez que
permite que el sector publico se centre basicamentéas actividades estratégicas
(Brown y Potoski, 2003).
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Desde finales de los afios 90, el aumento del nudeeentidades dedicadas a la
prestacion de servicios publicos en Espafa haesipectacular, tanto en forma de entes
descentralizados como a través de la externalizacistos entes permitieron
modernizar el sector publico espafiol, que habidape obsoleto ante los nuevos aires
que corrian en Europa. Muchas entidades fuerordaseeon motivo de algun evento
importante, cultural, deportivo o social, o coneBnde promocion de la industria, el
turismo o el comercio. Algunas de ellas no llegasoronseguir los objetivos que
justificaron su creacion, otras los consiguierarppel evento que les daba razén de ser
ha finalizado hace varios afos; sin embargo, muadleagueron disueltas. Esto hace

sospechar, con fundamento, de su verdadero usalidfd.

Estas sospechas parecen confirmarse especiaimesie djue el nuevo
gobierno, en su lucha contra el déficit, pusiese ndanifiesto la denominada
“sobredimensién” del sector publico empresarial yndacional espafiol. Como
consecuencia, la segunda era de “recortes” puestmacha por el ejecutivo ha
consistido principalmente en la simplificacion diehd parcela del sector publico.
Aparte de sus ineficiencias, el principal problemna plantean estos entes se deriva del

enorme montante de deuda que acumulan.

Entidades empresariales, fundaciones, y otragungines dependientes de las
administraciones publicas, ya sea del Estado, I€temunidades Autbnomas o de los
Gobiernos Locales, acumulan una deuda que supor&@oudel PIB de la economia
espafola, habiendo aumentado en casi un 45% didtilm®s 4 afios justo cuando la
crisis financiera internacional se manifiesta danfo mas intensa. Esta deuda esta
contribuyendo a asfixiar econdmicamente a un granemo de pequefios empresarios,
los cuales tienen que soportar importantes retras@is cobros, lo que les obliga a su
vez a retrasar los pagos, generandose una dindmicapagos que trae de cabeza a las

autoridades, no so6lo nacionales, sino tambiénrnationales.

Al hilo de la reflexion precedente, cabe planteatsestiones como por qué han
evolucionado en la forma que lo han hecho los pagee descentralizacion funcional
y externalizacién, cudles son las razones real®gmsentes a la creacion de este tipo de
entidades y como afecta su creacion a los ciudadémacblisqueda de respuesta a estas

y otras cuestiones relacionadas es un elemente gaxa encontrar una explicacion
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razonable al proceso y, en cierta medida, a algdedss situaciones en las que se

encuentra actualmente nuestro pais.

Asi pues, el objetivo del presente trabajo es rtrdéadeterminar las razones
reales que subyacen a la elevada proliferacion diese descentralizados y
externalizados, creados para la prestacion deelogcios publicos, asi como los efectos

que ello presenta sobre los ciudadanos y sobresk#og de los gobiernos locales.

De los tres ambitos publicos posibles (nacionglioreal o municipal), el estudio
se ha centrado a nivel local, puesto que en 20hfirkero de entes dependientes de los
Gobiernos Locales era mas de 5.000, frente a les 2800 que dependian de las
Comunidades Auténomas y los apenas 500 que depedeli&stado. Por lo tanto, son
los Ayuntamientos los que tienden en mayor medidssa de este tipo de entidades
para la prestacion de sus servicios a los ciudadano

Aunque cabe pensar que el uso de los procesossderdializacion funcional y
externalizacion tiene que responder a una mejorciEte a los ciudadanos, tampoco
puede perderse de vista que algunos de los e@dos son muchos mas impermeables
a la fiscalizacién por los érganos de control pEliEsto facilita la creacion de puestos
de trabajo de “disefio” y la generacion de recungi@s endeudamiento para fines
distintos a la estricta prestacion de servicios ei@sentes. Ademas, no hay que olvidar
gue los ciudadanos son votantes y contribuyentaslopque los servicios pueden ser
utilizados como arma para la lucha en los procelsxsorales.

2. CARACTERISTICAS DEL TRABAJO: Estructura y Contenido .

El presente trabajo consta de cinco capitulosgssectura en dos partes. En la
primera, se examinan los procesos de descentralizdoncional y externalizacion
realizados por los gobiernos locales espafnoletantta de establecer sus factores
determinantes mas importantes. La segunda tratdetieminar los efectos que los
procesos de descentralizacion funcional y exteraailbn han tenido sobre la calidad de
vida de los ciudadanos, asi como sobre la efi@epdransparencia de los gobiernos

locales que los han llevado a cabo.

El analisis de los aspectos determinantes de losepos de descentralizacion

funcional y externalizacion engloba los capituloy 2. En el primero de ellos se
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conceptualizan dichos procesos en Espafa y sedl@abo un analisis descriptivo de
los mismos como primera aproximacion al estudioeEsegundo capitulo se analizan
los determinantes de la descentralizacion funcignal externalizacion, considerando
conjuntamente caracteristicas presupuestarias tpréac politicos como elementos

potencialmente influyentes.

El examen de los efectos de los procesos de desization funcional y
externalizacién engloba los tres capitulos ressarfim el capitulo 3 se analizan los
efectos de dichos procesos sobre la calidad dedédas ciudadanos, mientras que los
capitulos 4 y 5 se dedican a estudiar los efectioseda gestion de los gobiernos locales

en términos de eficiencia y transparencia, res@eoente.

Con estos objetivos en mente, se selecciond unatraueompuesta por 153
municipios espafioles, en la que se integran tamoayuntamientos de mas de 50.000
habitantes y todas las capitales de provincia, @isq poblacion sea inferior. El ambito

temporal considerado es el periodo de doce afiopreotido entre 1999 y 2010.

El caso espafiol es adecuado para el desarrollstdeestudio debido a la gran
importancia de los procesos de descentralizacigrtidnal (Cuadrado, 2008) y
externalizacion (Ramioé-Matas y Garcia-Codina, 2@6pante las ultimas décadas. Los
gobiernos locales han tendido hacia el uso de &stass de provision de servicios en
lugar de la gestion directa con el objetivo de apcbar las ventajas procedentes de las
caracteristicas del sector privado: eficiencia igagfia en la gestiébn, economias de

escala en la provision y calidad de servicios prest (Pollitt y Bouckaert, 2000).

La seleccion del ambito local para el estudio permbtener un mayor niamero
de observaciones disponibles, ademas de ser magkapas que los datos procedentes
de diferentes paises (Garcia-Sanchez et al., 202041b). Su mayor proximidad a los
ciudadanos y a sus tareas diarias les permite eomogjor sus necesidades y adaptarse

a ellas durante la prestacion de los serviciosi@usl

Sin embargo, el gran nimero de municipios espafidlé$4 a fecha 01/01/2010
segun el Instituto Nacional de Estadistica) y liapatidades entre ellos hace necesario
un criterio que permita seleccionar una muestra.mak adecuado es el criterio
relacionado con el tamafio poblacional (Benito et 2010a; Navarro et al., 2010;

Guillamon et al., 2011a; Navarro-Galera y RodrigBelivar, 2011).
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En este sentido, la muestra estad formada por tadidades de mayor tamafio
debido a que estos son los Unicos que por ley esiigados a proveer a los ciudadanos
de todos los servicios indicados en la Ley Regulade Bases de Régimen Local. Por
lo tanto, los resultados obtenidos con esta muesirsideran todos los servicios

publicos posibles, de manera que seran mas robystossistentes con la realidad.

Asimismo, las reformas propuestas en aras de ldatele la Nueva Gestion
Publica se encuentran mucho mejor adaptados adades ciudades, puesto que en los
municipios mas pequefios la gestion es mucho mésmaf y recae sobre una Unica
figura que suele ser “no profesional”, el alcal8& embargo, las grandes localidades
cuentan con candidatos electorales mas profesmrgle se suelen dedicar a la politica,
y con expertos en administracion. Por ello, no ganmeecesario incluir los pequefios
municipios en la muestra (Prado-Lorenzo y GarciacBéz, 2007)

La razon para elegir el periodo de tiempo indicagdajue en él se incluye los
aflos de mayor proliferacion de entes publicosapkricion de dificultades econdmicas
graves que ponen de manifiesto las perversionesistema. No obstante, la dificultad
para disponer de toda la informacion necesaria lga@nstruccion de las variables
empleadas en los analisis ha provocado que erogiedpitulos se haya tenido que
reducir la muestra, en cuanto a individuos y/o quEritemporal, para adaptarse a la

informacion disponible.

En el estudio se han aplicado diferentes técnistaslisticas y econométricas. El
analisis descriptivo del primer capitulo se hadlby a cabo aplicando el software
“SPSS” y la técnica “Biplot”. En el resto de capigise utiliza el software “Stata” para
la estimacion de los modelos de dependencia quaitear contrastar las hipotesis
propuestas en cada uno de los capitulos. Los ekines utilizados responden a las
caracteristicas de las variables empleadas pamroadelo y son adecuados para la
aplicacion de la técnica de datos de panel, lana#mnable para la forma que tiene la

muestra empleada.
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3. CAPITULO 1. Formas de prestacion de los servicios(blicos locales en Espafia
3.1.La Nueva Gestion Publica

El modelo tradicional de gestion publica se hali@ quedando obsoleto, en
términos politicos, sociales y administrativos. tearia de la Nueva Gestion Publica
podria ser considerada como un intento de modeidizade las administraciones
publicas, con el propdsito de mejorar sus operasiaifollit y Bouckaert, 2000) y
conseguir un sistema de gestion mas eficaz y efeido cual permitiria satisfacer las
necesidades de los ciudadanos al minimo coste yacamxima calidad a través de

mecanismos de competencia (Garcia-Sanchez, 2007a).

Este movimiento comenzé a desarrollarse en 198fasmes como Reino Unido,
Nueva Zelanda y Australia y mas tarde se extendid Fstados Unidos, Canada,
Holanda y Suecia. Como principal caracteristicaagesla introduccion de estructuras
de gestibn y de organizacion propias del sectovagd. En concreto, supone la
introduccion de criterios de economia, eficiencédicacia y excelencia en la
implementacion de politicas publicas (Ferlie et 4896; Osborne y Gaebler, 1993;
Pollitt y Bouckaert, 2000), la aplicacién de progptas de gestion como privatizacion,
descentralizacion y externalizacion y el uso deanistnos de control (Kettl, 2000) para

la delegacion de responsabilidades.

Los procesos de descentralizacion funcional carsish la creacion de agencias
encargadas de la gestion de servicios, de menafimmmayor flexibilidad, en las que
predomine una cultura de negocio (Aberbach y Rockm899), con el propésito de
evitar las rigideces tipicas de los sistemas dedhainistracion publica. De esta forma,
los gobiernos locales son capaces de prestar tegiee con mayor rapidez (Downs,
1967) y mas adaptados a las necesidades de l@daiuok, puesto que estas agencias se
encuentran mas cercanas a ellos (Hayek, 1945).

La externalizacion, también denominada “outsourcimgcontracting out”, es
un proceso por el que las administraciones pubtreetadan la prestacion de servicios
publicos al sector privado, a través de la firmaidesontrato con una empresa privada.
Este proceso se fundamenta en dos ideas basicavigion de servicios se deja en
manos de proveedores especializados (Cannadi gripoR005; Gonzalez et al, 2011a)

y, a la vez, supone una transferencia de conocimientre proveedores y clientes,
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contribuyendo ambas cosas a mejorar la calidadoslesérvicios (Norton y Blanco,
2009).

No obstante, la externalizacion soporta fuerteicas por los posibles efectos
negativos derivados de su uso. Por una parte, ilmadanos pueden percibir a la
empresa privada prestadora de los servicios commhstaculo entre ellos y su
gobiernos (Norton y Blanco, 2009; Gonzalez et2f)11a). Por otra, podrian generarse
casos de corrupcion entre los politicos a la heragignar los contratos de prestacion a
las empresas privadas (Fernandez, 2007; Gonzaleal.,et2011c). Asimismo, la
administracion publica se vaciaria de contenid@spu que su tarea se limitaria a la
mera seleccion de los proveedores privados (M&@@0; Norton y Blanco, 2009;

Gonzélez et al., 2011a).

En Espafia, aunque la llegada de las reformas ptiadepor la Nueva Gestion
Publica llegaron mas tarde que en el resto de paissarrollados (Hood, 1996), han
existido importantes avances en los procesos deeiigalizacion funcional (Cuadrado,

2008) y externalizacion (Ramio-Matas y Garcia-Cad006).
3.2.Formas de gestion de los servicios publicos municiles

Las responsabilidades atribuidas a los gobiernoalds en la prestacion de
servicios se encuentran estrechamente relacionemiasel tamafio poblacional del
municipio y aparecen recogidas en el articulo 2®2a Ley Reguladora de Bases de
Régimen Local. En ella se establece un minimo decses que deben ser provistos por

todos los gobiernos locales, y el resto se fijan@erdo con el nimero de habitantes.

Los servicios minimos a prestar por un municipio: salumbrado publico,
recogida de residuos urbanos y limpieza de la ufdiga, provision de agua potable,
alcantarillado, accesos a centros urbanos, mantmionde la via, control de alimentos
y bebidas y gestion de cementerios. No obstant&ndmulos municipios superan los
5.000 habitantes deben afiadir, al menos, parquepbiblioteca y facilidades para el
comercio. Adicionalmente, las localidades con m&2@000 habitantes deben proveer
servicios de proteccion civil y prevencion y extincde incendios, servicios sociales y
facilidades deportivas. Finalmente, aquellos mpiosi con mas de 50.000 habitantes
deben proveer también de transporte publico cetegtiservicios de conservacion del

medio ambiente.
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Las diferentes formas de provision de los servidm®bién se encuentran
establecidas en dicha ley. Concretamente, los guisielocales pueden prestar los

servicios publicos a los ciudadanos a través de:

» Gestion Directa los servicios publicos son gestionados, contodag

suministrados directamente por el gobierno local.

» Descentralizacion Funcional la administracion publica crea agencias para
la provision de los servicios, tales como Organsmaténomos, Entes

Publicos Empresariales, Empresas Publicas o Funmtzi

» Externalizacion: el gobierno local estable un contrato con unaresg
privada para la prestacion de un servicio conc&toembargo, aunque es la
empresa privada la que se encarga de la provisi@dministracion publica

sigue manteniendo la capacidad de decisién y dostloe el mismo.

* Empresas mixtas se trata de un tipo de ente hibrido entre ebsgxiblico y
el privado, puesto que el capital de estas emprgsancuentra repartido

entre ambos.

Dadas sus caracteristicas, las entidades utilizaaiasla gestion de los servicios
pueden presentar distintos tipos de personalidadédicas, perteneciendo unas al
ambito publico y otras al privado, por lo que ndeesregimenes legales y operativos
diferentes. Desde el punto de vista operativo, dg General Presupuestaria 47/2003
indica que el sector publico administrativo, formgabr los Organismos Autbnomos,
debe aplicar en su gestion los principios y norah@sPlan General de Contabilidad
Publica. Sin embargo, el sector publico empresadiahde se incluyen las Empresas
Publicas y los Entes Publicos Empresariales, ydaiothal, formado por las fundaciones
publicas, deben aplicar los principios y normasRlah General de Contabilidad de la

empresa privada y las disposiciones del Codigoataetcio.

No obstante, las empresas y fundaciones publicaissighecho de pertenecer al
sector publico, incorporan peculiaridades en cuani® elaboracién de la informacién
financiera. Concretamente, muchas empresas pubhcasactian en régimen de
mercado, por lo que la informacion elaborada selgdmormativa privada resulta

insuficiente. Por ello, la Ley General Presupuéstabliga a este tipo de entidades a
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presentar un informe sobre el cumplimiento de d@teardas obligaciones econdmico-
financieras junto a las cuentas anuales. Espetifinte, se trata de informacién relativa
a los programas de actuacién plurianual y liguitlaale presupuestos, subvenciones y
aportaciones recibidas, adquisiciones de inmowbzaegionalizadas, ejecucién de
contratos-programas, cumplimiento de publicidadycarrencia, legalidad en cuanto a
contratacion y subvenciones, garantias recibidasntidades publicas y evolucién de

las plantillas.
3.3. Andlisis descriptivo

Como paso previo necesario para el desarrollo de aledlisis empiricos
realizados en los capitulos siguientes, se ha iaesiuda evolucion general de los
procesos de descentralizacion funcional y exteracilbn llevados a cabo en Espania.
Para ello se ha desarrollado un andlisis desanigfiobal mediante el software SPSS y
un analisis individual por municipios a través denhetodologia “Biplot”, que nos

permite representar en un mismo plano distintasiias e individuos.

Los resultadds muestran que durante el periodo analizado (1999)20el
proceso mas utilizado es el de descentralizaciénidnal, especialmente a través de
organismos autonomos y empresas publicas, miegtradas fundaciones y los entes
publicos empresariales practicamente no han sidqueatios. No obstante, el uso de
fundaciones se va incrementando paulatinamentetia gl afio 2002, justo cuando se

estable en Espafia el limite al endeudamiento pargabiernos locales.

El andlisis descriptivo por municipios muestra gael999 los comportamientos
de las ciudades espafiolas eran dispares. Las graruks, Madrid y Barcelona, y otras
de tamafio medio como Badalona, Tarragona, Reusrlgelfia se declinaron por el uso
de la descentralizacién funcional para la provigiénservicios publicos. Sin embargo,
otras como Melilla, Granollers, Elche o Castellgstabon en mayor medida por la
externalizacion. Asimismo, El Ejido, Benidorm, \éablid, Zamora y ciertos
municipios islefios como Telde, Santa Lucia de aivaj San Cristébal de la Laguna y
Santa Cruz de Tenerife, utilizan las empresas sistano principal forma de provision,

especialmente en el caso de los servicios que foainaclo integral del agua.

!Las representaciones graficas se encuentran en las paginas 26 a 29 (capitulo 1)
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Por el contrario, algunos municipios optaron porcdéenbinacion de distintas
formas de gestion. Algunos como Palma de MalldBeajlla, Malaga y Estepona (entre
otros), configuran un grupo que optd principalmegrte la descentralizacion funcional,
pero utilizaron también la externalizacion para rtoe servicios publicos.
Concretamente, la externalizacion se emple6 pastarios servicios de abastecimiento
y saneamiento de aguas, recogida y tratamientedil@uos urbanos y transporte publico
colectivo. Sin embargo, Bilbao y Jerez dotan deanayiportancia a la externalizacion,
aplicandola en igual medida que la descentraliraftiGcional para la provision de los

servicios publicos.

Para poder obtener conclusiones sobre la evolueidios mecanismos de
gestion utilizados, mediante la comparacion errsitbacion inicial y final del periodo
objeto de estudio, se ha realizado el mismo asghiara el afio 2010. Los resultados
permiten comprobar que las grandes ciudades camtintendiendo hacia la
descentralizacion funcional en mayor medida, aungeehan producido algunos
cambios. Concretamente, Barcelona ha intensifieddso de dicha forma de gestion;
Marbella y Reus se asemejan ahora a Palma de ®mlI8evilla, Malaga y Estepona
que acuden a la externalizacion para la provisiéncigértos servicios, aparte de la
descentralizacion. Asimismo, el grupo formado e@919nicamente por Bilbao y Jerez,
incorpora otras ciudades como Tarragona, GranadataCJaén, Matard, Sabadell y
Valencia, las cuales pasan a utilizar en la misredida tanto descentralizacion como

externalizacion.

Por el contrario, el grupo inicialmente formado [@® municipios islefios y otras
localidades como Valladolid, Zamora, Ciudad Reafuito y Sanlicar de Barrameda,
se dividié en dos grupos: los municipios islefiosid@d Real, Sagunto y Zamora han
combinado el uso de empresas mixtas con la deatization funcional; mientras tanto,
el resto de localidades han tendido hacia la ealigaction, principalmente aplicada para

la prestacion de los servicios de recogida y tregata residuos y transporte publico.

Finalmente, dado que las ciudades de mayor tamareseman un
comportamiento diferente a aquellas de tamafio mdscido, podria ser interesante
comprobar las diferencias entre ellas. Por estévmate han agrupado los municipios
segun su poblaciéon y se ha aplicado un analisiplSBIMANOVA” para conocer la

evolucion de la gestion de servicios publicos sdg(poblacion.
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En general, todos los gobiernos locales han tendidoia el uso de la
descentralizacion funcional, aunque unos en mayedisa que otros. Asi, las
localidades entre 100.000 y 500.000 habitantes imastrado también una leve
inclinacién hacia la externalizacién de los senscpublicos, lo que concuerda con los
resultados precedentes. Al mismo tiempo, los mpiaside menor tamafno, por debajo
de 100.000 habitantes, aunque han incrementados@&l de la descentralizacion
funcional, siguen utilizando estos procesos en menedida que los municipios

mayores.

4. CAPITULO 2. Factores determinantes de los procesode descentralizacion

funcional y externalizacion. Factores politicos y euda publica

Tal como se indicé anteriormente, los procesosesdeehtralizacion funcional y
externalizacién han adquirido especial relevannidas Ultimas décadas. Sin embargo,
la literatura sobre los motivos que podrian expliaaconsecucion de dicho significado

€S escasa.

La ideologia y la motivacion politica son las Usivariables politicas que suelen
utilizarse en este tipo de estudios, aunque Belge8ia (2007 y 2009) defienden que la
seleccion de la forma de gestion de los serviditgigos municipales esta motivada por
factores economicos y problemas financieros, unaasnsideraciones de ideologia
politica. El impacto de los factores politicos, exsplmente la ideologia, sobre los
procesos de descentralizacion territorial han saalizados por diversos autores
(O’Neill, 2003; Escobar-Lemmon, 2003; Mardones, 20@ero se han dejado de lado
otros tipos de descentralizacion, como puede skemi@onal. Ademas, existen factores
como la competencia y estabilidad politica y el ranta electoral podrian también
influir en la forma de prestacion de servicios pidd a los ciudadanos (Miranda, 1994;
Warner and Hebdon, 2001; Tellier, 2006; Ni and &reheider, 2007; Bel and Fageda,
2008; Gonzalez-Gomez et al., 2010).

Existe otro factor que en la actual situacion deiscralcanza una especial
relevancia: el uso estratégico de la deuda pulpima parte de los politicos para
manipular las preferencias de sus votantes elirdtuel resultado de las elecciones. Este
tipo de comportamiento ha sido puesto de manifiestmumerosos paises, siendo un

buen ejemplo de ello Francia (Aubin et 4988; Binet y Pentecote, 2004; Foucault et
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al., 2008), Japdén (Kohno y Nishizawa, 1990; Yoshyn®lizoguchi, 2010), Canada
(Blais y Nadeau, 1992; Reid, 1998; Kneebone y Mzlken 2001; Tellier, 2006),
Estados Unidos (Poterba, 1994; Grier, 2008), Alean&Balli y Rossi, 2002; Berger y
Holler, 2007; Schneider, 2010) o Espafia (Garciais#met al., 2011a).

Para prevenir este comportamiento oportunista,algsridades han impuesto
limites al endeudamiento publico. En el caso edpadidolos los gobiernos sub-
nacionales (Comunidades Autonomas, Diputacionesigidipios) estan sujetos a dicha
limitacion. Sin embargo, se han ido creando meoawssy procedimientos para saltarse
estas restricciones y conseguir resultados eldetofavorables. Distintos autores han
demostrado que algunos gobiernos crean entidadesrtealizadas para transferir parte
de sus gastos y deuda publica hacia estos entgseindientes (Dilorenzo, 1982 y 1984;
Blewett, 1984; Marlow y Joulfaian, 1989; Bunch, 19%scudero, 2002; Grossi y
Mussari, 2008; Grossi y Thomasson, 2011).

El objetivo de este capitulo ha sido analizar lstdres determinantes de los
procesos de descentralizacion funcional y exteraaibn para la prestacion de servicios
publicos locales en Esparfia. Al mismo tiempo, seehabizado un amplio estudio de estos
procesos, considerando los diferentes tipos dedads descentralizadas utilizados
(organismos autébnomos, entes publicos empresaratgzesas publicas y fundaciones

publicas).

En el andlisis se han considerado como elementesniieantes, tanto factores
politicos como presupuestarios. Entre los factpmgicos, se han incluido la ideologia
politica del gobierno local en el poder, la compeig y estabilidad politica y el periodo
electoral. En general, la literatura hasta ahor@aconseguido llegar a una conclusion
homogénea sobre el efecto de la ideologia polithianque algunos autores no
encuentran que el comportamiento de los partidoaqigerdas y de derechas en Espafa
sea diferente (Bosch y Suarez-Pandiello, 1995;tBgnBastida, 2004), otros confirman
que las formaciones con ideologia de derechasdieatl uso de técnicas propias del
sector privado en mayor medida (Borge et al., 2608do-Lorenzo et al., 2009). Esta
discrepancia en los resultados exige seguir pradando en la investigacion, por lo que

se propone la siguiente hipoétesis de contraste:
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H1: Los gobiernos de derechas usan los procesodaseentralizacion/externalizacion
para la prestacion de servicios publicos en mayoedida que los partidos de otras

ideologias.

Asimismo, cabe esperar que en entornos caracteszpdr baja competencia
politica los gobiernos locales tiendan en mayor ideedal uso de procesos de
descentralizacion funcional y externalizacion. &adn es que en estos casos, el control
politico sobre las decisiones que toma el gobiemanayor, resultando un entorno
propicio para llevar a cabo reformas (Ni y Bretsastar, 2007). Por ello se propone la

siguiente hipaotesis:

H2: En entornos caracterizados por una reducida cpetencia politica, los gobiernos
locales tienden a implementar procesos de descdimfraion/externalizacion para la

prestacion de servicios publicos en mayor medida.

Ademas, se espera que los gobiernos locales maAlslessutilicen mas dichos
procesos, ya que los partidos que gobiernen cooniayabsolutas tendran mas libertad
para introducir reformas (Warner y Hebdon, 2001} Bd-ageda, 2008; Gonzalez-

Gobmez et al., 2010). Sobre las bases precedeatenuscia la hipétesis siguiente:

H3: Los gobiernos locales mas estables tienden aarudos procesos de
descentralizacion/externalizacion para la prestacidle servicios publicos en mayor

medida que aquellos menos estables.

En cuanto al ciclo electoral, algunos autores ddie que los gobiernos suelen
llevar a cabo las reformas en los afios inmediattevpsteriores a su eleccion (Baber y
Sen, 1986). Otros muestran que los politicos gereatl largos periodos de tiempo
gobernando tienen a implementar mayores reformaisl@@ su experiencia acumulada

(Warner y Hebdon, 2001). La hipétesis que plantesapmopone:

H4: Los gobiernos locales tienden a utlizar los qmoesos de
descentralizacion/externalizacion para la prestagide servicios publicos sobre todo

en los afios inmediatamente siguientes a su vict@liectoral.

Asimismo, se incluyen otras tres hipétesis relami@s con factores

presupuestarios. Hasta ahora, existe evidenciariemgjue muestra que los gobiernos
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locales se valen de las agencias descentralizadagypitar tener que respetar los limites
al endeudamiento legalmente establecidos (Benneitoyenzo, 1982 y 1984; Blewett,
1984; Marlow y Joulfaian, 1989; Bunch, 1991; Moeast 1996; Salinas et al., 1996;
Monasterio et al., 1999; Escudero, 2002; Prado+zweet al., 2009 y 2010). Esto

fundamenta el enunciado de la quinta hipotesis:

H5: Los gobiernos locales con mayores niveles ddeardamiento utilizan en mayor
medida las agencias descentralizadas.

Aunque habitualmente se piensa que seran los partie derechas los que mas
tiendan al uso de los procesos de descentralizdar@ional, también se espera que
sean los partidos de ideologia de izquierdas las ufilicen estos procesos con el
objetivo principal de incrementar los recursos diisples mediante endeudamiento. La
razon es que son este tipo de gobiernos los mébvaoa la intervencion e incremento
de la deuda publica (Tellier, 2006; Garcia-Sanated., 2011a). En el caso espafiol, la
regulacion legal obliga a los gobiernos locales reluir todas las agencias
descentralizadas en las cuentas consolidadas,teXespfundaciones. Por este motivo,
los gobiernos municipales acudiran a este tipordielades si quieren incrementar sus
niveles de endeudamiento por encima de los lingttablecidos. Para contrastar las

afirmaciones precedentes, se plantean las sigsibiétesis:

H6: Los gobiernos locales con ideologia de derech@ésnden al uso de la
descentralizacion funcional en mayor medida que adrideologias; sin embargo, el
uso de estas agencias como mecanismo para increanaitnivel de deuda publica es
mas comun entre los gobiernos de izquierdas, debaldos efectos del “ciclo
partidista”.

H7: Los gobiernos locales con altos niveles de deugcurren a la creacion de
fundaciones en mayor media que de empresas publamasel objetivo de incrementar
el nivel de endeudamiento, debido a las regulac®rentables especificas (obligaciéon

a consolidar cuentas).

Para conseguir los objetivos propuestos, se hamieado 153 municipios
espafoles de mas de 50.000 habitantes para etlperfi99-2007, incluidas todas las
capitales de provincia, aunque no alcanzasen dicidacion. La muestra indicada
inicialmente se tuvo que reducir en cuanto al perieemporal, debido a la no
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disponibilidad de los datos correspondientes aragie las variables, concretamente
presion fiscal directa e indirecta y PIB, que saciuidas como variables de control en

los modelos indicados a continuacion.

Las hipétesis planteadas se contrastan mediargeedies modelos dependencia

para datos de panel, representados como sigue:

Descentralizacion =By + B1DEUDA_pc; + B.LIMITE_DEUDA_pc; + B:LIMITE_DEUDA;; +

+ B4,DERECHA_DEUDA _ pg + BsDERECHA_IDEOLOGIA; +BCOMPETENCIA_POLITICA +

+ B/ESTABILIDAD;; +BsANO_ELECTORAL; +B;ANOS_en_GOBIERN@+ B,)POBLACION; +
+B11PIB_pG + P1,PRESION_FISCAL_DIRECTA pct+ B1sPRESION_FISCAL_INDIRECTA_pc+t &y
+ g [17]

EXTERNALIZACION ; = 0 + 0,DEUDA_pg;, + c,LIMITE_DEUDA_pG; + asLIMITE_DEUDA,, +
+ ,DERECHA_DEUDA_pg + asDERECHA_IDEOLOGIA, + 0cCOMPETENCIA_POLITICA, +
+ a;ESTABILIDAD; + asANO_ELECTORAL, + 06ANOS_en_GOBIERN@+ 0;)POBLACION, +
+ 01, PIB_pG + a1, PRESION_FISCAL_DIRECTA _pe 013 PRESION_FISCAL_INDIRECTA _pc

+egt pgi [2]

EMPRESAS_MIXTAS; =2 + A, DEUDA _pg + 1, LIMITE_DEUDA _pg; + A;LIMITE_DEUDA; +
+), DERECHA DEUDA_pg + A:sDERECHA_IDEOLOGIA, + A,,COMPETENCIA_POLITICA +

+ \;ESTABILIDAD; + %ANO_ELECTORAL; +2ANOS_en_GOBIERN@+ A;(POBLACION, +

+ M1 PIB _pG + A, PRESION_FISCAL_DIRECTA _pe+ A3 PRESION_FISCAL_INDIRECTA pc
+egi+ g [31]

donde Descentralizaciéni representa las diferentes entidades descentakizaoncretamente: nimero
de EMPRESAS PUBLICAS, ORGANISMOS AUTONOMOS, ENTEBBLICOS EMPRESARIALES

y FUNDACIONES, vy todas ellos conjuntamente (DESCRALIZACION TOTAL);
“EXTERNALIZACION " representa el nimero de contratos con empra$eadps firmados para la
prestacion de servicios publicos FMPRESAS MIXTAS” que mide el nimero de entidades de este
tipo creadas en cada municipio.

“DEUDA pc” refleja el nivel de deuda publica murpel en términos per capita, “LIMITE_DEUDA"
representa el limite legal al endeudamiento impudstde el 2001 en Espafa a través de una variable
dicotomica y “LIMITE_DEUDA pc” es la interaccion &a las dos variables anteriores, por lo que indica
el nivel de deuda publica durante los afios enuesed|limite al endeudamiento es efectivo.

“DERECHA_IDEOLOGIA” representa la ideologia poléiadel partido en el poder a través de una
dummy que toma el valor 1 cuando el partido queieggnh es de ideologia de derechas;

“DERECHA_DEUDA” es la interaccién entre la variakdaterior y la que representa el nivel de deuda
publica, por lo que representa el grado de endeieddon de los gobiernos de derechas;

“COMPETENCIA_POLITICA” medida a través de la difesa de votos entre el primer y segundo

partido; “ESTABILIDAD” representada mediante el pentaje de votos obtenidos por el partido que
gana las elecciones; “ANO_ELECTORAL” indica el nimele afios faltan hasta las proximas elecciones
y “ANOS_en_GOBIERNO” muestra el nimero de afiosltava el partido en el poder.
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“POBLACION” refleja el nimero de habitantes en eumipio; “PIB_pc” es el PIB per capita;
“PRESION_FISCAL_DIRECTA” y “PRESION_FISCAL_INDIRECA” representan la presion fiscal
directa e indirecta soportada por los habitanteg®ninos per capita.

i indica el municipio {t representa el afio analizado,

B, a, . son los parametros estimados,

€1, &i, €3j representan la heterogeneidad inobservable,
Wiit, Moit, M3ie representan los términos de error clasicos.

El uso de datos de panel nos permite reducir larbgeénidad inobservable y
evitar problemas de endogeneidad entre variablpendigentes e independientes. El
estimador empleado es el desarrollado por Arelhari®dond (1991) para el Método
Generalizado de Momentos, que se encuentra imptag@en Stata.

Los resultados obtenidos demuestran la influeneiaidrtos tipos de factores
politicos sobre los procesos de descentralizaciancidnal. En general, la
descentralizacion mediante fundaciones tiende aeriahtarse en los afos
inmediatamente posteriores a las elecciones. Eswiltado coincide con el
planteamiento realizado por Baber y Sen (1986) p&i@ tipo de reformas, pero es
contrario a los obtenidos por Escobar-Lemmon (2§02006) en el caso de la
descentralizacion territorial. Esto se debe posiblge a que las entidades territoriales
descentralizadas no se encuentran tan cercanas @uldadanos como las agencias
descentralizadas. Sin embargo, las empresas pgilftogporatizacion) se emplean en
mayor medida cuando los politicos son reelegidos;ulal se sitia en linea con los
argumentos de Warner y Hebdon (2001). Por el caofreps organismos autonomos
son mas utilizados al final del mandato recibido.

Ademas, los resultados muestran que los procesdsgbentralizacion son mas
comunes en entornos politicos con baja competgnaiaa elevada estabilidad de los
partidos en el poder. Esta evidencia es consistamtédas propuestas de los autores que
defienden los modelos partidistas de gobierno: moreos con escasa competencia
politica, el partido en el poder implementa su idgi@a y lleva a cabo reformas de
manera mas competente. El efecto de la estabifd@dlen explicarse en base a los
argumentos de Warner y Hebdon (2001) y Bel y Fag2d@8), quienes defienden que
los politicos que gobiernan con mayoria tienen libéstad de decisidon, especialmente
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en cuestiones socialmente controvertidas (GonZatenez et al., 2010) como puede ser

el proceso de descentralizacion.

La evidencia empirica conseguida muestra que Idglpa de derechas tienden a
utilizar en mayor medida la descentralizacién panarestacion de servicios publicos a
sus ciudadanos. Estos resultados se encuentrarinesm ¢on los encontrados por
Aberbach y Rockman (1999) y Prado-Lorenzo et @092, pero en contra de los
alcanzados por Bel y Fageda (2008), Tavares y Car(i#7), Gonzalez-Gémez y
Guardiola (2009) y Bel et al. (2010). En este skntpodria considerarse que la decisiéon

de descentralizacion no es sistemaética, sino priacg(@®el et al., 2010).

Por otra parte, los resultados muestran un usa@alnie la descentralizacion
funcional como mecanismo para transferir parteaddduda publica municipal hacia
estas agencias externas. Estos resultados conouesdalos obtenidos anteriormente
por Bennett y Dilorenzo (1982 y 1984), Blewett (4R8Marlow y Joulfaian (1989),
Bunch (1991), Escudero (2002) y Prado-Lorenzo et @009). Este uso de la
descentralizacion es implementado en mayor medidalgs partidos de izquierdas,

especialmente a través de empresas publicas yismyasautonomos.

Sin embargo, estas practicas cesan cuando se femteee el limite legal al
endeudamiento introducido en Espafa (afio 20019u&b coincide con los resultados
del trabajo de Riherd (1995). A partir de ese mdmens gobiernos locales comienzan
a utilizar en mayor medida la creacién de fundazsopara la prestacién de servicios,
puesto que son las Unicas agencias descentralizu@asno se incluyen en la
consolidacion de cuentas y, por lo tanto, es pesibhseguir fondos externos a traves

de ellas.

A la luz de estos resultados, parece razonablelaj@ministracion debiera
incluir todas las agencias descentralizadas ercgaistas consolidadas, puesto que de
otro modo, seguiran utilizando aquellas que queldema de la consolidacion con

objetivos presupuestarios.
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5. CAPITULO 3. Efecto de los procesos de descentraliggn funcional y

externalizaciéon sobre la calidad de vida de los adiladanos

El bienestar social ha sido un tema central dedes&n las ciencias econdmicas.
A nivel individual, la calidad de vida procede dehsumo de ciertos factores tangibles
e intangibles (Gonzalez et al., 2011b). Es mas,asa de un concepto relacionado con

diversas dimensiones de la vida, muchas de lasssgah dificiles de medir.

Existe una profusa literatura dedicada a la busgueEduna medida apropiada
para la representacion del grado de bienestar gfieitdn los ciudadanos, ya sea a
través de series, indicadores econdmicos o indieadsociales. En Espafa se podria
destacar a Royuela et al. (2003), Zarzosa (2006pnyzalez et al. (2011b y 2011c),

como investigadores que han profundizado en didkgueda.

Otras lineas de investigacion relacionadas, serarergn analizar la relacion
existente entre las formas de prestacion de logcges publicos y las disparidades
regionales (West y Wong, 1995; Ter-Minassian, 19%Anenward, 1999; Zhang, 2006;
Ezcurra y Pascual, 2008; Lessmann, 2009; Hong, )20l sostenibilidad de las
ciudades (Wu y Wang, 2007; Karger y Hennings, 20p8jo no directamente con la

calidad de vida.

Sin embargo, los factores de bienestar social mmoriantes se encuentran
relacionados con los servicios que demandan logadanos, especialmente los
prestados por los gobiernos locales, ya que soguesmas directamente perciben los
individuos. Por tanto, la forma mediante la que dmbiernos locales prestan estos

servicios podria afectar a su calidad de vida.

Precisamente, entre las formas de prestacion qaesenldan venido utilizando en
las ultimas décadas se encuentran los procesosesieerdralizacion funcional y
externalizacién. Por ello, el objetivo propuestoeste capitulo es establecer la relacion
que puede existir entre dichos procesos como fodmgsestacion de servicios publicos
locales, y la calidad de vida de los ciudadanosn&imo tiempo, se tienen en cuenta las
distintas entidades descentralizadas que podrearsg: organismos autbnomos, entes
publicos empresariales, empresas publicas y fuodesi Y para conseguir resultados
mas robustos, se considera un periodo de tiempaesuEmente amplio que permita la

aplicacion de datos de panel en las estimaciones.
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Por una parte, la descentralizacion funcional oah@jorar la calidad de vida de
la poblacion y el funcionamiento de la ciudad (Mats 2004), puesto que una
organizacién adecuada en la prestacion de servigipkcaria que fueran de mayor
calidad, lo cual repercutiria positivamente en #idad de vida de los ciudadanos
(Sanderson, 1996). Al respecto, Barroso (2007)utesfue el desarrollo local induce al
aumento en el uso de recursos humanos, materiadtisicionales y culturales con el
objetivo de mejorar el crecimiento econémico y igehde vida de los ciudadanos. La
utilizacion de la descentralizacidén (aunque teriata administrativa) como mecanismo
para mejorar la calidad de vida puede observarspagéses como Estados Unidos
(Wright y Perry, 2010), Italia (Bifulco, 2011), lied (Goyal, 2007) o Korea (Hong,
2011). Para contrastar las aseveraciones precsgdsatiormula la siguiente hipotesis:

H8: Los procesos de descentralizacion funcional geatan un impacto positive sobre

la calidad de vida de los ciudadanos.

Por otra parte, se espera que los procesos daabtacion no contribuyan tanto
a la mejora de la calidad de vida de los ciudadasios que por el contrario, podrian
llegar incluso a deteriorarla. La literatura exisée parece revelar que las
administraciones publicas con una mayor orientalkamia el sector privado disminuyen
el grado de satisfaccion de los ciudadanos (Vig@@80). Existen casos concretos,
como Australia (Broughton and Chalmers, 2002) cabiarca (Greve, 2006), en los que
tras la aplicacion debutsourcing la administracion se dio cuenta de determinados
problemas que estaban perjudicando a los ciudadarepda propia administracion,

principalmente relacionados con costes.

Sin embargo, en el caso de las empresas mixtaataise de un hibrido entre el
sector publico y privado, cabe esperar que el efieegativo sobre la calidad de vida sea
menor que en el caso del “outsourcing”. Esto furetasaria el enunciado de las

siguientes hipotesis:

H9: Los procesos de externalizacion presentan urpanto negative sobre la calidad

de vida de los ciudadanos.

H9.1: Este efecto negativo de la externalizaciorbsm la calidad de vida es menos

significante en el caso de las empresas mixtas.
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Para poder contrastar el efecto de los procesaesieentralizacion funcional y
externalizacion sobre la calidad de vida de loglamianos, se seleccionaron las 78
ciudades espafiolas con mas de 100.000 habitantedasacuales MERCO (Monitor
Empresarial de Reputacién Corporativa) ha publidgafmmaciéon sobre sus niveles de
calidad de vida en los afios fiscales de 2007, 302809. Como puede deducirse, la
muestra inicial tuvo que ser reducida en cuantouahero de individuos y el periodo
temporal, debido a la no disponibilidad de datdetires a la calidad de vida en algunas

ciudades y ejercicios.

Al igual que en le capitulo precedente, las hipdtgtanteadas se contrastan
mediante modelos de regresion lineal de datos del geara reducir la heterogenidad
inobservable y evitar problemas de endogeneidade evdriables dependientes e
independientes. Los modelos planteados se repagséatla siguiente manera:

CDV = py+p.Descentralizacion+p,EXTERNALIZACION ; + B, EMPRESAS_MIXTAS; +
+ B:DESEMPLEQ+B,DENSIDAD;+ BsDERECHA IDEOLOGIA+ BsCOMPETENCIA_POLITICA

+ B;ESTABILIDAD ; +&; + iy [4]

dondeCDV representa el nivel de calidad de vida de losthatss de cada municipio.

“Descentralizaciori representa las diferentes entidades descenmlazaconcretamente: niamero de
EMPRESAS PUBLICAS, ORGANISMOS AUTONOMOS, ENTES PUBIOS EMPRESARIALES y
FUNDACIONES, y todas ellos conjuntamente (DESCENTRAACION  TOTAL);
“EXTERNALIZACION " representa el nimero de contratos con empra$eadps firmados para la
prestacion de servicios publicos FMPRESAS_MIXTAS” que mide el numero de entidades de este
tipo creadas en cada municipio.

“DESEMPLEQ" refleja la tasa de paro local; “DENSIDArepresenta la densidad de poblacion en cada
municipio; “DERECHA_IDEOLOGIA” representa la idegj@ politica del partido en el poder a través de
una dummy que toma el valor 1 cuando el partido gobierna es de ideologia de derechas;
“COMPETENCIA_POLITICA” medida a través de la difesa de votos entre el primer y segundo

partido; “ESTABILIDAD” representada mediante el pentaje de votos obtenidos por el partido que
gana las elecciones.

i indica el municipio {t representa el afio analizado,
B son los parametros estimados,
g; representa la heterogeneidad inobservable,

w;; representa el término de error clasico.
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En este caso, la metodologia empleada debe apistdrdipo de variable
dependiente (indice de calidad de vida) que tonferas entre 0 y 1060 Por este
motivo, se aplica la técnica Tobit para la estidacde los diferentes modelos de
dependencia planteados, usando el software Stata.

Los resultados obtenidos evidencian que los ciutzlade los municipios que
utilizan la descentralizacion funcional como ford® prestacion de servicios publicos
presentan un nivel de calidad de vida mayor. Esteltado esta en consonancia con los
alcanzados por autores como Sanderson (1996),natolf Tyer (2003), Utrilla (2007)

y Hong (2011).

Respecto al “outsourcing”, los resultados muestraimpacto negativo sobre la
calidad de vida de los ciudadanos. La razén de efsteto puede derivarse de las
desventajas que muchos autores encuentran eridacah de la externalizacion (Wolf,
1993; Martin 2000; Savas, 2005; Fernandez, 200TtoNoy Blanco, 2009; Gazzola y
Pellicelli, 2009; Gonzalez et al., 2011c).

En definitiva, la evidencia conseguida permiterafir que la descentralizaciéon
funcional se muestra como la forma de prestaciéseaieicios mas adecuada a nivel
local. Probablemente, esto sea debido a que peprotecer de servicios de mayor
calidad, lo cual se traduce en un aumento de idachtle vida de quienes los demandan
(Sanderson, 1996; Hong, 2011).

Asimismo, en los modelos estimados se introdujefactores politicos y
socioecondmicos como variables de control. Losltasdos muestran que los ciudadanos
de los municipios gobernados por partidos de daseghen entornos con una escasa
competencia politica presentan un mayor nivel dielazh de vida, discrepando de los
resultados obtenidos por Garcia-Sanchez y Pradenzor(2008) y Prado-Lorenzo et al.
(2012). Ademés, en linea con los Ultimos autoregsina evidencia muestra que la
calidad de vida es mayor en los municipios con mael econémico. Esto se debe a
que las localidades con mejor situacion econémicarsas prosperas y por tanto su

gobierno puede proveer servicios de mejor calidad.

? El indice de calidad de vida toma valores entre 0 y 1000, pero fue reescalado dividiendo la variable
entre 1000 para manejar un indice entre Oy 1.
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6. CAPITULO 4. Efecto de los procesos de descentraliggn funcional y

externalizacion sobre la eficiencia de los gobiersdocales

Los tres pilares basicos en los que se asientaoldatde la Nueva Gestion
Publica son: efectividad, eficiencia y flexibilidaéara conseguir que esos obijetivos se
hagan realidad, las administraciones publicas laado a cabo diversas reformas,
entre las que cabe destacar los procesos de dedizewton y externalizacion (Kettl,
2000).

El estudio de la eficiencia comienza a ser masvaele hace algunos afios,
cuando la Union Europea Economica y Monetaria éstab restricciones al
endeudamiento de las administraciones publicas umtas a la estabilidad
presupuestaria. Estas restricciones implicaron Igsegobiernos debian asignar de la
forma mas eficiente posible sus recursos parafaatis las necesidades de sus
ciudadanos (Benito et al., 2010b), especialmentd easo de los gobiernos locales, que

son los que prestan la mayor parte de los servitibscos en Espafia.

En la basqueda de la mejora en la asignacion deses, las administraciones
publicas comenzaron a utilizar los procesos de emdsadizacion funcional y
externalizacion en la prestacion de servicios a gudadanos. Estas reformas, se
iniciaron con cierto retraso en Esparfa, pero aunhas tenido especial relevancia
durante las dltimas décadas (Pina y Torres, 198&;i& 1999; Ramio-Matas y Garcia-
Codina, 2006; Cuadrado, 2008; Prado-Lorenzo et2@D9, Benito y Bastida, 2003a,
2003b, 2005, 2008; Montesinos et al., 2010)

Se han realizado un gran namero de estudios oz t@ analizar la eficiencia
a nivel local en distintos paises, por ejemplo Wagton (2000) para Australia;
Grossman et al. (1999) para los Estados Unidosg&faet al. (1993), De Borger et al.
(1994) y De Borger y Kersten (1996) para Bélgicaiirdu (2000) en Francia; Dijkgraaf
y Gradus (2003) en los Paises Bajos; Dijkgraaf.e2@03) en Dinamarca; Reeves y
Barrow (2000) para Irlanda; Ohlsson (2003) paractueEn el caso de Esparfia, se
pueden destacar las investigaciones de Pina ysSI@ré®2 y 2001), Bosch et al. (2000),
Diez-Ticio y Mancebon (2002 y 2003), Prieto y ZofD01), Giménez y Prior (2003 y
2007), Balaguer-Coll (2004), Garcia-Sanchez (2008097b), Balaguer-Coll et al.
(2007 y 2010), Benito et al. (2010b) y Bel et 2D@9).
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Sin embargo, no se encuentra literatura que anadiceefecto de la
descentralizacion funcional y la externalizacidmrsola eficiencia de los gobiernos
locales espafioles. Los trabajos anteriores seateetclusivamente en la dicotomia
entre gestion publica y privada, y no considerardiferentes agencias posibles creadas
a través de los procesos de descentralizaciondoalciAdemas, los analisis se suelen
realizar para un afio concreto, para municipios e negion determinada y/o para

algunos servicios, lo cual dificulta la generalipacde los resultados.

En un intento de superar estas limitaciones, acjpal objetivo de este capitulo
es analizar el efecto de los procesos de desdeatiéin funcional y externalizacion
sobre la eficiencia de los gobiernos locales. Baeael analisis propuesto pueda resultar
mas preciso, la descentralizacion se desagregan seglipo de entidad creada:
organismos autonomos, entes publicos empresaratggesas publicas y fundaciones.
Ademas, en linea con los capitulos precedentestileza la técnica de datos de panel
para conseguir resultados mas robustos y evitablggrmas de endogeneidad y

heterogeneidad.

Desde el punto de vista tedrico, la descentralimaduncional supone la
creacion de unidades de gestion mas pequefas iplélexcon una orientacion de
negocio (Aberbach and Rockman, 1999), que les permér mas dinamicas e
incrementar la eficiencia de sus actividades (Bpy8986). Ademas, la externalizacion
podria mejorar también la eficiencia debido a gugdstién de los servicios publicos se
encuentra en manos de proveedores especializadasngdd@ and Dollery, 2005;

Gonzalez et al, 2011a). En base a estos argumeetestablece la siguiente hipoétesis:

H10: Los procesos de descentralizacion y exterradign presentan un impacto

positivo sobre la eficiencia de los gobiernos lazsl

Para medir la eficiencia se ha creado un indicaw$ de la metodologia DEA
(Data Envelopment Analysis), que es la mas acepgadau adecuacion a este tipo de
analisis. Concretamente, se ha utilizado el estim&RS-DEA con la aplicacion de
“bootstrapping”, calculado mediante el software FREfFrontier Efficiency Analysis
with R). Asimismo, se calculé un indice Malmquist productividad para conocer la

variacion interanual de la eficiencia.
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En el calculo del indice de eficiencia, se considdos siguientes input: gastos
corrientes en bienes y servicios, transferenciaseres y gastos de capital, divididos
en inversién real y transferencias de capital. Encaso de los output, se han
considerado los servicios provistos por cada mpiticde acuerdo con Prado-Lorenzo
y Garcia-Sanchez (2006). Concretamente, se haizashallos servicios de policia y
proteccion, pavimentacion de la via, alumbrado ipablciclo integral del agua,
recogida y tratamiento de residuos, transporte igaiblplanificacion y gestion
urbanistica, servicios sociales, deportivos, calag y sanitarios, extincion y
prevencion de incendios y conservacion del medibiemte. Para representar estos
servicios se han utilizado distintas variables yméan sido empleadas en otros trabajos
previos a nivel local europeo, tales como: supierfien el caso de servicios de policia y
proteccion, pavimentacion de la via, alumbrado ipablciclo integral del agua,
recogida y tratamiento de residuos urbanos, ptaufdon urbanistica y conservacion del
medio ambiente), densidad de poblacion (para reptaslos servicios de extincion y
prevencion de incendios), numero de habitantese(esaso del transporte publico y
servicios deportivos y culturales), impuestos sobrbanismo (representando los
servicios de gestion urbanistica), tasa de desenfpieel caso de los servicios sociales)

y numero de actividades econdmicas (en represeéntdei los servicios sanitarios).

El andlisis se aplica a 129 municipios espafiolesmmas de 10.000 habitantes
para los ejercicios comprendidos entre 1999 y Z@@wos inclusive). Al igual que en
los capitulos anteriores, la muestra inicial tuue ger reducida en cuanto a nimero de
individuos y periodo temporal, debido a la no digpdidad de datos de determinados

servicios.

Nuevamente las caracteristicas del estudio hacen sguopte por emplear
modelos de datos de panel, representados a caritinua

EFICIENCIA = B, +p.Descentralizacion + B,EXTERNALIZACION ; + BsEMPRESAS_MIXTAS;
+ B;DERECHA_IDEOLOGIA; + BgCOMPETENCIA_POLITICA + BESTABILIDAD;; +

+ B1aINDICE_TURISMOQ; + B10PIB_pG+ B,DERECHA_Descentralizacigr

+ BsDERECHA_EXTERNALIZACION,; + BDERECHA_EMPRESAS_ MIXTAS+ &1 + Wit [5]

donde EFICIENCIA " representa los diferentes tipos de eficiencipeficiencia anual y (ii) variacion
inter-anual de la eficiencia medida mediante ecede Malmquist.
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“Descentralizaciori representa las diferentes entidades descentmlazaconcretamente: nimero de
EMPRESAS PUBLICAS, ORGANISMOS AUTONOMOS, ENTES PUBIOS EMPRESARIALES y
FUNDACIONES, y todas ellos conjuntamente (DESCENTRAACION  TOTAL);
“EXTERNALIZACION " representa el nimero de contratos con empreasasdps firmados para la
prestacion de servicios publicos FMPRESAS MIXTAS” que mide el nimero de entidades de este
tipo creadas en cada municipio.

“DERECHA_IDEOLOGIA” representa la ideologia poléiadel partido en el poder a través de una
dummy que toma el valor 1 cuando el partido queieggph es de ideologia de derechas;
“COMPETENCIA_POLITICA” medida a través de la difesa de votos entre el primer y segundo
partido; “ESTABILIDAD” representada mediante el pentaje de votos obtenidos por el partido que
gana las elecciones.

“INDICE_TURISMO” se trata del indice que mide ktdnsidad de la actividad turistica en relacién al
resto de actividades economicas de cada muni¢BIB;_pc” representa el PIB en términos per capita.

“DERECHA_Descentralizacion”, “DERECHA _EXTERNALIZAON” y “DERECHA_EMPRESAS
_MIXTAS” son el producto de las variables “Descafitacion’, “EXTERNALIZACION” vy
“EMPRESAS_MIXTAS” por la variable que representaid@ologia politica del partido en el poder
(“DERECHA_IDEOLOGIA”), por lo tanto representan alimero de cada una de las agencias de
provision de servicios creadas por los partidodatechas.

i indica el municipio \t representa el afio analizado,
B son los parametros estimados,

g; representa la heterogeneidad inobservable,

w;; representa el término de error clasico.

No obstante, en este caso se considera que |alohmjta mas adecuada es la
regresion truncada en lugar de la metodologia Ttditomo proponen Simar y Wilson

(2007), puesto que proporciona una mejor y masistemse inferencia estadistica.

Los resultados conseguidos muestran que, en gerlaralescentralizacion
funcional para la prestacion de servicios publiens€spana afecta negativamente a la
eficiencia de los gobiernos locales, tanto en téosianuales como variacién interanual.
Este impacto negativo puede ocurrir porque las @gsrdescentralizadas dificultan la
coordinacién y podrian dar lugar al solapamientofudeiones y recursos (Rhodes,
1994). Tal resultado sugiere que las grandes bac@s presentan costes menores
(Talbot y Johnson, 2007; Andrews y Boyne, 2009), Ipoque podria ser necesario
reestructurar el sistema administrativo local epaias.

Las Unicas agencias descentralizadas que mejoraficlancia anual son los

entes publicos empresariales creados por los partld derechas para la prestacion de
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servicios publicos locales. Principalmente, se ¢r@ado para servicios culturales y de

gestion y planificacion urbanistica.

Asimismo, la evidencia empirica obtenida indica @li¢‘outsourcing” afecta
también negativamente a la eficiencia anual deglisernos locales espafioles. Este
resultado se encuentra de acuerdo con la ideaajeshefiendida por autores previos,
relativa a que el uso del sector privado en laipi@n de servicios publicos locales en
Espafia no garantiza una mayor eficiencia (Bel yn®ar2008; Bel et al., 2009; Garcia-
Sanchez, 2006; Garcia-Rubio et al., 2009; OrdéfeeHadro y Bru-Martinez, 2003;
Bosch et al., 2000). Pero este resultado tambiésidm evidenciado para servicios
concretos en paises como Estados Unidos (Bhatigehat al., 1994 y 1995; Wallsten
y Kosec, 2005), Inglaterra y Gales (Saal y Parked]; Bottasso y Conti, 2003; Saal et
al., 2007), Brasil (Faria et al., 2005; Seroa datig Moreira, 2006; Sabbioni, 2008) y

algunos africanos (Kirkpatrick et al., 2006).

Sin embargo, aunque el uso del sector privado rfeadieacion) y de la
descentralizacion funcional no mejoran el nivelefieiencia de los gobiernos locales
espafioles, parece que el uso de empresas mixi@dasr@or partidos de derechas
incrementan la variacion interanual de la eficiandParece ser que este tipo de

entidades son capaces de aprovechar las ventagasiies sectores (publico y privado).

Cabe destacar que los impactos positivos aparegando los partidos de
derechas crean determinadas entidades, lo qudicagia que existe cierto grado de
relacion entre la ideologia politica del gobieracal y el nivel de eficiencia. Esta idea
se encuentra en linea con las afirmaciones de DgeBqy Kerstens (1996) y De
Grauwe (1985), si bien de signo opuesto, ya querdssltados obtenidos por estos
autores constatan una relacion directa entre Iggdpa progresistas y la eficiencia de
los gobiernos locales, no coincidente con el capaf@l.

Finalmente, los resultados relacionados con logoff@s socioeconomicos
incluidos como variables de control, muestran gueficiencia anual es menor en los
municipios caracterizados por una gran competgraitica, puesto que dicha situacion
dificulta que los politicos consigan beneficioscedeales a cambio de servicios para los
ciudadanos (Fisman y Gatti, 2002). Como consecaghuas gobernantes se ven mas

obligados a centrarse en la provision eficienteselvicios (Roubini y Sachs, 1989;
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Volkerink y de Haan, 2001; Ashworth et al., 20052§06; Coffé y Geys, 2005;
Goeminne et al., 2007).

7. CAPITULO 5. Efecto de los procesos de descentralicgn funcional y

externalizacidn sobre la transparencia de los gohieos locales

La Organizacion para la Cooperacion y el Desarfeionomicos (2001) define
la transparencia como la “franqueza sobre las amers, formulacion e
implementacion de las politicas”. Los ciudadan@sne aportantes de recursos, cada
vez requieren una mayor cantidad de informaciéretation al uso que se hace de los
mismos. Por ello, la transparencia favorece elrelm@iento de la implementacion de
politicas publicas a partir de los recursos apodaubr los ciudadanos, de manera que

éstos forman parte de las decisiones tomadas gobairno (Guillamon et al, 2011b).

La dificil situacion econémica que muchos paisegopiernos locales estan
sufriendo han llevado a las mas altas autoridadiscas y economicas, como el Banco
Mundial o a la Comision Europea, a analizar eroetimortamiento del sector publico. A
ello han contribuido poderosamente los numerosganéslos financieros ocurrido
recientemente, lo cual ha centrado la atencidnesti® conceptos de transparencia y
corrupcion de los gobiernos. Ambos conceptos seestian muy ligados, puesto que la
transparencia es esencial para prevenir la cowaop@iood, 2001; Fozzard y Foster,

2001), y suelen utilizarse como anténimos.

Muchos autores han analizado los determinantesesmmidmicos y politicos del
nivel de transparencia publica (Alesina y Perdti96; Ferejohn, 1999; Alesina et al.,
1999; Traunmuller, 2001; Fisman y Gatti, 2002; éftal., 2006; Alt y Lassen, 2006;
Piotrowski y Van Ryzin, 2007; Guillamén et al, 2@1yt 2011b), pero son muy escasos
o practicamente nulos los estudios especificocad® impacto de la descentralizacion
funcional y externalizacion sobre la transparencia los gobiernos locales.
Probablemente, esto se deba a que se trata de noepto dificil de medir,
especialmente a nivel local, y enormemente congibicas encontrar datos reales

disponibles para el estudio (Guillamén et al., 2011

El principal objetivo de este capitulo es precisamératar de observar el efecto
que los procesos de descentralizacion funcionalxtermalizacion tienen sobre la

transparencia de los gobiernos locales en Espaiia.élo se consideran los diferentes
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tipos de entidades descentralizadas que podriagreadas (organismos autonomos,
entes publicos empresariales, empresa publicaada@iones) y se elige un periodo de
tiempo lo suficientemente amplio como para poddéicapmodelos de datos de panel.
De esta forma, los resultados son mas robustospyiesge controlar la heterogeneidad
inobservable y la endogeneidad, como se ha puestmahifiesto en los capitulos

precedentes.

En general, la escasa evidencia empirica existesugiere que la
descentralizacion (aunque territorial y/o admiaista) podria contribuir a evitar los
casos de corrupcion (Huther y Shah, 1998; Ver@&@); Fisman y Gatti, 2002; Vernon
et al., 2006). La razon es que con este mecanisnpoieden corregir los desequilibrios
en las relaciones verticales de los gobiernos y etla los politicos tendrian
responsabilidad directa sobre sus acciones, pgudose verian obligados a aumentar su
compromiso ético y se limitaria el comportamienteprédador de los gobiernos

(Tabellini, 2000). Estos argumentos permiten eramaisiguiente hipotesis:

H11: Los procesos de descentralizacion funcionalegentan un impacto positivo
(negativo) sobre el nivel de transparencia (corrignt) de los gobiernos locales.

Por el contrario, las investigaciones realizadastehahora sugieren que la
introduccion del sector privado (“outsourcing”) hmaotivado casos de fraude y
corrupciéon cuando los politicos han intervenido dsiado en la seleccion de
proveedores privados para los servicios publicasn@ndez, 2007; Gonzalez et al.,
2011a). Estas situaciones ocurren sobre todo cuglngtado de control sobre la gestion
publica es escaso (Kettl, 1993; Frederickson, 19@dey, 2008; Pessoa, 2009). Sin
embargo, en el caso de las empresas mixtas, atsteatle un hibrido entre el sector
publico y privado, cabe esperar que el efecto nagaobre la calidad de vida sea
menor que en el caso del “outsourcing”. Esto furetaaria el enunciado de las

siguientes hipotesis:

H12: Los procesos de externalizacion presentan orpacto negativo (positivo) sobre

el nivel de transparencia (corrupcién) de los gotries locales.

H12.1: Este efecto negativo de la externalizaciéobse la transparencia es menos

significante en el caso de las empresas mixtas.
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Para testear empiricamente estas hipotesis, seléeisnado una muestra de
110 municipios esparioles para los cuales la orgeidiz “Transparencia Internacional
Espafa” ha publicado informacion sobre sus nivdedransparencia para los afios
2008, 2009 y 2010. Debido a las limitaciones erinfarmacion disponible sobre
transparencia, ha sido necesario reducir la muésiceal en cuanto a individuos y

periodo temporal.

Para la estimacién de los modelos de dependenumu@stos a continuacion se
ha empleado de nuevo la metodologia Tobit, debigieedla variable dependiente, nivel

de transparencia, toma valores entre 0 y 100. Tatekelos son los siguientes:

Tl_indice = B, + p.Descentralizacion + p,EXTERNALIZACION  + B;EMPRESAS_MIXTAS; +
B,DEUDA pg; + BsDERECHA_IDEOLOGIA, + BsCOMPETENCIA _POLITICA + &1; + s [6]

TI_subindice = ag + B;Descentralizaion + ,EXTERNALIZACION ; + a;EMPRESAS_MIXTAS;; +
asDEUDA _pc; + asDERECHA IDEOLOGIA, + agCOMPETENCIA _POLITICA + &5 + poiy  [77]

donde TI_indice” representa el nivel de transparencia del gobiarcal;l“IT_subindice” representa
cada uno de los aspectos que componen el indibalg@aterior: (a) informacion sobre la corporacion
municipal; (b) relaciones con los ciudadanos yoldexdad; (c) transparencia econémico-financierg; (d
transparencia en las contrataciones de servi@ds;gnsparencia en materia de urbanismo y obras
publicas.

“Descentralizacioni representa las diferentes entidades descentalzaconcretamente: namero de
EMPRESAS PUBLICAS, ORGANISMOS AUTONOMOS, ENTES PUBIOS EMPRESARIALES y
FUNDACIONES, y todas ellos conjuntamente (DESCENTRAACION  TOTAL);
“EXTERNALIZACION " representa el nimero de contratos con empreasasdps firmados para la
prestacion de servicios publicos FMPRESAS_MIXTAS” que mide el numero de entidades de este
tipo creadas en cada municipio.

“DEUDA pc” refleja el nivel de deuda puablica mumal en términos per capita;
“DERECHA_IDEOLOGIA” representa la ideologia poléiadel partido en el poder a través de una
dummy que toma el valor 1 cuando el partido queieggnh es de ideologia de derechas;
“COMPETENCIA_POLITICA” medida a través de la difesa de votos entre el primer y segundo
partido.

i indica el municipio {t representa el afio analizado,

By o son los parametros estimados,

€3, Y & representan la heterogeneidad inobservable,

Mt Y Mo representan el término de error clasico.
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Los resultados obtenidos muestran, por una pade, lgs municipios que
utilizan la descentralizacion funcional para lavysmn de servicios publicos son mas
transparentes que los que no lo hacen, especianceaindo la descentralizacion se
concreta a través de empresas publicas y fundacibnse procesos de descentralizacion
mejoran la transparencia en los gobiernos locapafmles, debido a que se trata de
agencias mas pequefas y cercanas a los ciudadenosnera que las acciones de los
politicos son mas visibles, lo que les hace ser mgigonsables directamente de sus
acciones (Tabellini, 2000). Esto desencadena eromportamiento mas ético por parte

de los gobiernos locales (Bjedov et al., 2010).

En el caso espafiol, las conclusiones se ven refasza/a que las entidades
descentralizadas se encuentran controladas: ldadiomes son entidades no lucrativas
gue dependen de las administraciones publicas ofbeer fondos monetarios de ellas.
Por lo tanto, estas entidades son periddicamendéadas para garantizar el uso
adecuado de los fondos. Asimismo, las empresascpgélde encuentran vinculadas con
ayuntamientos o0 departamentos concretos de las netiraciones publicas que
controlan sus acciones.

Finalmente, no se encuentra evidencia empiricaisnfe para afirmar que la
introduccion del sector privado a través del “outsmg” y empresas mixtas contribuye
a un mayor grado de corrupcion en los municipiga@sles. Aunque algunos autores
defienden que podrian existir casos de favoritignoorrupcion en la seleccion de los
proveedores privados por parte de los gobiernaddeqFernandez, 2007; Gonzalez et
al., 2011a), la evidencia no es suficiente paralomo en este caso, probablemente
debido a la existencia de mecanismos de controlppote del sector publico local
(Kettl, 1993; Frederickson, 1999; Jolley, 2008; dd@s 2009) que garantiza la
transparencia (Kettl, 1993; Frederickson, 1999gegeleccion del proveedor.

8. CONCLUSIONES

A lo largo de la historia se han ido entremezclaniiferentes formas de
provision que tienden mas hacia uno u otro extrearo,funcion de la ideologia
dominante y de las circunstancias econdémicas Wigadi de cada momento. Sin
embargo, no es hasta la década de los 90 cuandadezamente se combinan ambas

formas de provision, gracias a las ideas expugxinda teoria de la Nueva Gestidon
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Pdblica. Su fundamento es la defensa de la apbicade ciertos principios del sector
privado a la gestion del sector publico, para dotde una mayor eficiencia en la
prestacion de servicios. Es a partir del nacimietgoesta corriente de pensamiento
cuando dos procesos comienzan a tener especialamela: la descentralizacion

funcional y la externalizaciénautsourcing

Tales procesos permiten a las administracionesiga@blaproximarse a los
ciudadanos, lo cual les proporciona un mayor coniecito de sus necesidades y
preferencias. Esto mejora la eficiencia de lay/@letdes del sector publico y le permite
adaptarse mejor a los cambios en su entorno gradiasitilizacion de entidades mas
flexibles. Ademas, esta propuesta facilita que et publico pueda centrarse en
cuestiones mas estratégicas, dejando aquellas peéativas en manos de proveedores

especializados, lo que mejoraria la calidad deéogicios prestados.

En Espafia, las ideas defendidas por la Nueva @eBfiblica contribuyeron a
que las pesadas burocracias de antes de los 9hzarae a ser modernizadas y se
mejorara la calidad y cantidad de servicios publidde hecho, en las dos ultimas
décadas, se ha producido un importante desarrella descentralizacion funcional y la
externalizacion, especialmente en la prestaciosedécios por los gobiernos locales a
sus ciudadanos. El efecto ha sido tan intenso ¢ueireero de empresas publicas,
organismos autonomos, entes publicos empresaridlggjaciones, empresas de
externalizacidn de servicios y empresas mixtagéedo de forma amplia y continua.

La aplicacion de las propuestas de la Nueva Gegfidlslica ha conseguido
muchos de los objetivos de eficiencia y calidad sgigoroponian, pero han producido
un dafio colateral, derivado de las perversionda aplicacion de sus propuestas. Esto
es precisamente lo que el nuevo gobierno de Edpmidatectado y que ha conducido a
poner en marcha el proceso denominado “simplifia@cilel sector publico empresarial
y fundacional. Las razones para ponerlo en maronala ineficiencia y la ingente
cantidad de deuda que dicho sector ha generad@anti® a suponer el 6% del PIB

espafiol.

Tratando de identificar las razones reales queaagryen el proceso de creacion
y liquidacion de tales entidades, el presente jodi@analizado, tanto los determinantes

como los efectos (en términos de calidad de viflaierecia y transparencia) de los
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procesos de descentralizacion funcional y exteraeilbn en los gobiernos locales

espanoles.

Para ello, se han llevado a cabo distintos anAlisiediante metodologias
econométricas y estadisticas, sobre una muestnaaflar por todos los municipios
espafnoles de mas de 50,000 habitantes y las empdal provincia, para el periodo de

doce afios comprendido entre 1999 y 2010.

Los trabajos se han agrupado en dos partes: laeg@imecoge un analisis
descriptivo como aproximacioén inicial a los datoky determinantes de los procesos
de descentralizacion funcional y externalizacioiosngobiernos locales de Espafia. La
segunda parte, evidencia los efectos de dichoeposcen términos de calidad de vida

de los ciudadanos, asi como en eficiencia y trapapi de los gobiernos locales.

El analisis descriptivo de la informacion pone danifiesto la tendencia hacia la
descentralizacion funcional de todos los municigistidiados, aunque este cambio ha
sido en unos mas radical que en otros. En genestd, tendencia es mayor en las
ciudades de gran tamafo, mientras que los munscgeotamano medio (entre 100,000
y 500,000 habitantes) han tendido ligeramente t@mlhiacia la externalizacién de
servicios. Por su parte, los municipios mas pegsigiiesentan la misma evolucion y
han utilizado en menor medida la descentralizaftidcional, aunque, en este caso, la
principal razén ha sido la escasez de recurso®miises. Esta escasez les obliga a
utilizar otras formas de prestacion de serviciosna las “mancomunidades”, mediante
las que varios municipios pequefios unen recursfisefzas para prestar servicios

béasicos a sus ciudadanos.

Para llevar a cabo la descentralizacion funcioealsten diversos tipos de
entidades: empresas publicas, fundaciones, orgasiamténomos y entes publicos
empresariales. Los municipios mas descentralizéglosionalmente, es decir los de
mayor tamafio poblacional, han utilizado basicamenipresas publicas y organismos
autonomos, creando por término medio unos tressemgecada tipo en el periodo
considerado (1999-2010). Sin embargo, a partir 6812los gobiernos locales

comenzaron a utilizar también fundaciones.

Por el contrario, las empresas mixtas han tenidm pxito. Los gobiernos

locales han preferido acudir a la descentralizaftidgional o al outsourcing, antes que

203



Resumen en espafiol | SPANISH SUMMARY

a esta figura hibrida para la prestacion de sewi@ublicos. Concretamente, los
ayuntamientos han creado por término medio unae sirtidades descentralizadas
durante el periodo analizado (1999-2010) y harbéstalo aproximadamente unos dos
contratos con empresas privadas, mientras queedion de empresas mixtas ha sido

practicamente nula.

Para determinar los factores que han propiciadwdacion de las entidades de
descentralizacion y externalizacion, se analizainffuencia de las caracteristicas
presupuestarias y factores politicos sobre dichosegos. Los datos disponibles en este
caso permitieron considerar los 153 municipioso per periodo temporal tuvo que
acortarse hasta 2007. Los resultados empiricoersi@n que son los gobiernos de
derechas los que utilizan en mayor medida la désteacion funcional para la
prestacion de servicios publicos, especialment@rgornos con escasa competencia

politica y cuando han sido elegidos con mayorigfstativas.

En general, existe una relacion entre el tipo delat de descentralizacion y
externalizacién creada y la fase del mandato deiegao en el poder. Los gobiernos
locales tienden a utilizar fundaciones al comiedeasu primer mandato, pasan a crear
empresas publicas cuando consiguen ser reelegid@nden mas a la creacion de

organismos auténomos al final de su mandato.

Aunque son los gobiernos de derechas los que nogmigman el uso de la
descentralizacion, sin embargo, son los gobiermogquierdas los que presentan una
mayor tendencia hacia el uso de entidades deslieatles como forma de generar

recursos via endeudamiento.

Hasta que fueron promulgadas las normas que estble las restricciones
legales al endeudamiento de 2001, los gobiernagqigerdas utilizaron las empresas
publicas para este fin; no obstante, al establdogtas normas la obligacion de
incluirlas en la consolidacion de cuentas, pasar@ustituirlas por fundaciones, que
eran las entidades que quedaron excluidas de Eolkdacion. En este sentido, parece
razonable que las administraciones debieran inthdias las agencias descentralizadas
en sus cuentas consolidadas, puesto que de otro segdiran utilizando aquellas que

queden fuera de la consolidacion con objetivosymesstarios poco éticos.
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Una vez evidenciados los factores que influyenaenréacion de este tipo de
entes, el objetivo fue comprobar los efectos qaensmos tienen sobre aspectos como
la calidad de vida de los ciudadanos y la eficigncitransparencia de los gobiernos
locales. En relacion a la calidad de vida, las modes de vida en un municipio vienen
determinadas por los servicios publicos que eneébfsecen y, posiblemente mas

importante aun, por la formay la calidad con las ge prestan.

Para la realizacion del analisis, la muestra haléeque ser reducida a las 78
ciudades espariolas de mas de 100,000 habitantstpmue los datos ofrecidos sobre
calidad de vida por la empresa Spanish Corporaggut&gon Monitor (MERCO)
Gnicamente se encuentran disponibles para estogipias y para los afios 2007, 2008
y 2009. Los resultados obtenidos muestran quedeetdralizacion funcional, sea cual
sea el tipo de entidad creada, afecta positivamania calidad de vida de los
ciudadanos, por lo que su uso se plantea como emgitioso que la externalizacion o
la creacion empresas mixtas. Adicionalmente, ggoldédo comprobar que la calidad de
vida es mayor en los municipios gobernados poiduertde derechas, con un entorno
politico muy estable y escasamente competitivoogdéd el nivel de desempleo es

menor.

En el caso de la eficiencia del gobierno local,gaenha sido necesario reducir la
muestra utilizada a 129 municipios de los 153 adés debido a las limitaciones en los
datos disponibles para los afios 1999 a 2007, kdtaglos se consideran plenamente
representativos. Una de las razones de mayor @gadagintroduccion de las ideas del
sector privado en la prestacion de servicios pablies la eficiencia tradicionalmente
asociada a sus actividades. Sin embargo, lostadsgl muestran que, en el caso de los
municipios esparioles, esta introduccion (outsogjam mejora la eficiencia anual de
los gobiernos locales, ni tampoco el uso de loessdéscentralizados. Tales resultados
sugieren que las grandes burocracias son menossasstpor lo que podria ser

necesaria la reestructuracion del sistema adnatigtrlocal en Espafia.

El Unico mecanismo adecuado a este respecto esdei@n de entes publicos
empresariales en relacion a la eficiencia anuat grdpresas mixtas para el caso de la
variacion inter-anual de la eficiencia, siempre gaan implementados por partidos de

derechas.

205



Resumen en espafiol | SPANISH SUMMARY

Finalmente, los numerosos casos de corrupcion é&aclms en municipios
espafoles han abierto el debate sobre el uso ohmelei poder y los recursos por parte
de los gobiernos locales. A este respecto, se lizado el efecto que podria tener el
uso de entidades descentralizadas y externalizadbee la transparencia de los

municipios.

El concepto de transparencia es utilizado comonamtm de “corrupcion” y para
su estudio se ha empleado una muestra de 110 emidgepbaniolas sobre las cuales,
Transparencia Internacional Espafia ha publicadornrdcion de su nivel de

transparencia para los afios 2008, 2009 y 2010.

En base a los resultados, no se encuentra evidgmace concluir que la
introduccién del sector privado a través de laresiezacion o empresas mixtas esté
contribuyendo a fomentar los casos de corrupciétogrmgobiernos locales esparioles.
Sin embargo, si hay evidencia sobre los entes digalieados, los cuales permitirian
mejorar los niveles de transparencia. Esto se dehe las agencias descentralizadas se
encuentran mas cercanas a los ciudadanos, poeltaglacciones de los politicos son

mas visibles, desencadenando un comportamient@tic@spor su parte.

En definitiva, los resultados obtenidos evidencigme los procesos de
descentralizacion funcional tienen mas efectos tiposi que negativos sobre los
ciudadanos y el comportamiento de los gobiernoaléscesparnoles. Por una parte, la
existencia de entes descentralizados se traduoce @rcremento de la calidad de vida
de los ciudadanos y una disminucion de posiblesscds corrupcién administrativa. Si
bien, no conllevan mejoras de eficiencia en laigesie los servicios publicos, quizas
debido al uso perverso que los politicos hacen sfaseentidades para saltarse los

limites legales al endeudamiento.

No obstante, se ha observado que existen deterosnatecanismos de
monitorizacion que frenan este tipo de comportatogmportunistas, tales como la
exigencia contable de realizar procesos de cormsndid de la informacién econémico-
financiera presupuestaria. Asimismo, la introduccile determinados criterios de
gestion propios de las empresas mixtas (privaddiga®) podria favorecer la variaciéon

interanual de la eficiencia de la gestion local.
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Los resultados obtenidos permiten proporcionar uooterios basicos de
actuacion para los gobiernos locales a la horauhart decisiones sobre la creacion o
liquidacion de entidades descentralizadas y/o #@bésimiento de contratos con
empresas privadas para la prestacion de servialigps.

“La mayor perfeccién del hombre es cumplir el dglarel deber”

Emmanuel Kant
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Annex 1. Municipalities in the sample

Province Municipality iden  MUNICIPALITY

code code PROVINCE
01 059 1 Vitoria-Gasteiz Alava

02 003 2 Albacete Albacete
03 009 3 Alcoy/Alcoi Alicante
03 014 4 Alicante/Alacant Alicante
03 031 5 Benidorm Alicante
03 065 6 Elche/Elx Alicante
03 066 7 Elda Alicante
03 099 8 Orihuela Alicante
03 122 9 San Vicente del Raspeig/Sant Vicent depRig  Alicante
03 133 10 Torrevieja Alicante
04 013 11 Almeria Almeria
04 079 12 Roquetas de Mar Almeria
04 902 13 Ejido (EI) Almeria
05 019 14 Avila Avila

06 015 15 Badajoz Badajoz
06 083 16 Mérida Badajoz
07 011 17 Calvia Baleares (Islas)
07 040 18 Palma de Mallorca Baleares (Islas)
08 015 19 Badalona Barcelona
08 019 20 Barcelona Barcelon
08 056 21 Castelldefels Barcelona
08 073 22 Cornella de Llobregat Barcelona
08 096 23 Granollers Barcelona
08 101 24 Hospitalet de Llobregat (L") Barcelona
08 113 25 Manresa Barcelona
08 121 26 Matar6 Barcelona
08 124 27 Mollet del Vallés Barcelona
08 169 28 Prat de Llobregat (El) Barcelona
08 184 29 Rubi Barcelona
08 187 30 Sabadell Barcelona
08 200 31 Sant Boi de Llobregat Barcelona
08 205 32 Sant Cugat del Vallés Barcelona
08 245 33 Santa Coloma de Gramenet Barcelona
08 266 34 Cerdanyola del Vallés Barcelona
08 279 35 Terrassa Barcelona
08 301 36 Viladecans Barcelona
08 307 37 Vilanova i la Geltra Barcelona
09 059 38 Burgos Burgos

10 037 39 Céceres Céceres
11 004 40 Algeciras Cadiz

11 012 41 Céadiz Cadiz

11 015 42 Chiclana de la Frontera Cadiz

11 020 43 Jerez de la Frontera Cadiz

11 022 44 Linea de la Concepcién (La) Céadiz

11 027 45 Puerto de Santa Maria (El) Céadiz
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11
11
12
12
13
13
14
15
15
15
16
17
18
18
19
20
20
21
22
23
23
24
24
25
26
27
28
28
28
28
28
28
28
28
28
28
28
28
28
28
28
28
28
28
28
28
29
29

031
032
040
135
034
071
021
030
036
078
078
079
087
140
130
045
069
041
125
050
055
089
115
120
089
028
005
006
007
013
014
047
049
058
065
074
079
080
092
106
115
123
127
134
148
161
025
051

46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93

San Fernando
Sanlicar de Barrameda

Castellon de la Plana/Castell6 de lagPlan

Villarreal/Vila-real
Ciudad Real
Puertollano
Cérdoba

Corufia (A)

Ferrol

Santiago de Compostela
Cuenca

Girona

Granada

Motril

Guadalajara

Irun

Donostia-San Sebastian
Huelva

Huesca

Jaén

Linares

Ledn

Ponferrada

Lleida

Logrofio

Lugo

Alcala de Henares
Alcobendas
Alcorcon

Aranjuez

Arganda del Rey
Collado Villalba
Coslada
Fuenlabrada
Getafe

Leganés

Madrid
Majadahonda
Méstoles

Parla

Pozuelo de Alarcén
Rivas-Vaciamadrid
Rozas de Madrid (Las)
San Sebastian de los Reyes
Torrejon de Ardoz
Valdemoro
Benalmadena
Estepona
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Cédiz

Cédiz

Castellon

Castelldon

Ciudad Real

Ciudad Real

Cérdoba

Corufia (A)

Corufia (A)

Corufia (A)

Cuenca

Girona

Granada

Granada

Guadalajara

Guipuzcoa

Guipuzcoa

Huelva

Huesca

Jaén

Jaén

Ledn

Ledn

Lleida

Rioja (La)

Lugo

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)
Madf@om. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Madrid (Com. de)

Mélaga

Méalaga



Municipalities in the sample | ANNEX 1

29
29
29
29
29
29
30
30
30
30
31
32
33
33
33
33
33
33
34
35
35
35
35
35
35
36
36
37
38
38
38
39
39
40
41
41
41
41
42
43
43
44
45
45
46
46
46
46

067
069
070
094
901
054
016
024
027
030
201
054
004
024
044
066
031
037
120
004
016
017
019
022
026
038
057
274
006
023
038
075
087
194
004
038
091
095
173
123
148
216
165
168
131
190
220
244

94

95

96

97

98

153
99

100
101
102
103
104
105
106
107
108
109
110
111
112
113
114
115
116
117
118
119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140

Méalaga
Marbella

Mijas
Vélez-Malaga
Torremolinos
Fuengirola
Cartagena
Lorca

Molina de Segura
Murcia
Pamplona/lrufia
Ourense

Avilés

Gijon

Oviedo

Siero

Langreo

Mieres
Palencia
Arrecife

Palmas de Gran Canaria (Las)

Puerto del Rosario

San Bartolomé de Tirajana
Santa Lucia de Tirajana
Telde

Pontevedra

Vigo

Salamanca

Arona

San Cristébal de La Laguna
Santa Cruz de Tenerife
Santander

Torrelavega

Segovia

Alcala de Guadaira

Dos Hermanas

Sevilla

Utrera

Soria

Reus

Tarragona

Teruel

Talavera de la Reina
Toledo

Gandia

Paterna
Sagunto/Sagunt
Torrent
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Malaga
Méalaga
Méalaga
Mélaga
Méalaga
Méalaga
Murcia (Region de)
Murcia (Region de)
Murcia (Region de)
Murcia (Region de)
Navarra (C. Foral de)
Ourense
Asturias (Ppdo. de)
Asturias (Ppdo. de)
Asturias (Ppdo. de)
Asturias (Ppdo. de)
Asturias (Ppdo. de)
Asturias (Ppdo. de)
Palencia
Palmas (Las)
Palmas (Las)
Palmas (Las)
Palmas (Las)
Palmas (Las)
Palmas (Las)
Pontevedra
Pontevedra
Salamanca

Sta. Cruz de Tenerife
Sta. Cruz de Tenerife
Sta. Cruz de Tenerife

Cantabria
Cantabria
Segovia
Sevilla
Sevilla
Sevilla
Sevilla
Soria
Tarragona
Tarragona
Teruel
Toledo
Toledo
Valencia
Valencia
Valencia
Valencia
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46
a7
48
48
48
48
48
48
49
50
51
52

250
186
013
020
044
078
015
082
275
297
001
001

141
142
143
144
145
146
147
148
149
150
151
152

Valencia (municipio)
Valladolid
Barakaldo

Bilbao

Getxo

Portugalete

Basauri

Santurtzi

Zamora

Zaragoza (municipio)
Ceuta

Melilla

Valencia
Valladolid
Vizcaya
Vizcaya
Vizcaya
Vizcaya
Vizcaya
Vizcaya
Zamora
Zaragoza
Ceuta
Melilla
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Annex 2. Hypotheses by chapter

CHAPTER 2. Determinants of functional decentralisation and externalisation:
political factors and public debt

H1: Conservative local governments tend to use
decentralisation/externalisation to a greater extent than do ACCEPTED (for
parties of other ideologies. decentralisation)

H2: In environments characterised by alow degree of political
competition, local governments tend to implement
decentralisation/externalisation to a greater extent.

ACCEPTED (for
decentralisation)

H3: More stable local governments tend to use

. . ACCEPTED (for
decentralisation/externalisation to a greater extent than do less cc (fo

decentralisation)

stable ones.

H4: Locgl gqvernments tend to use . PARTIALLY
decentralisation/externalisation to a greater extent in the years ACCEPTED
immediately following their election victory.

H5: Loca governments with higher debt levels will ACCEPTED

implement significant functional decentralisation.

H6: Right-wing local governments tend to use functional

decentralisation to a greater extent than do other governments;

however, the use of these agencies as a means of raising the ACCEPTED
level of debt is more common among |eft-wing governments,

due to the effect of the partisan budget cycle.

H7: Inlocal governments with higher debt levels, functional

decentralisation by means of public companies, in order to

increase municipal debt, isless commonly used than the ACCEPTED
creation of foundations, as aresult of specific accounting

regulations (the obligation to consolidate accounts).

CHAPTER 3. Theimpact of functional decentralisation and externalisation on quality
of life

H8: Functional decentralisation processes have a positive

impact on the QoL of the population. ACCEPTED

H9: Externalisation processes negatively affect the QoL of the

populetion. NO SUFFICIENT

H9.1: This negative effect of externalisation on QoL isless EVIDENCE

significant in the case of mixed companies.
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CHAPTER 4. Theimpact of functional decentralisation and externalisation on local
governments efficiency

ACCEPTED (for
H10: Functional decentralisation and externalisation have a public business
positive effect on local government efficiency. entities and mixed

companies)

CHAPTER 5. Theimpact of functional decentralisation and externalisation on the
transparency of local governments

H11: Functional decentralisation has a positive (negative)

. ACCEPTED
effect on transparency (corruption).

H12: Externalisation has a negative (positive) effect on

transparency (corruption). NO SUFFICIENT

. . N~ . EVIDENCE
H12.1: This negative effect of externalisation on QoL isless

significant in the case of mixed companies.
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Annex 3. Used variables for the empirical analyses

DECENTRALISATION
AND
EXTERNALISATION
PROCESSES

» TOTAL_DECENTRALISATION: numerical variable that represent the
number of decentralised agencies created in eachicipality.
Concretely, this process may be carried out by:

0 COMPANIES: number of Government owned corporations created
by each municipality.

0 AUTONOMOUS ORGANIZATIONS (AAOO): number of
autonomous bodies created in each municipality.

0 PUBLIC BUSINESS ENTITIES (PBE): number of municipal
business entities created by each municipality.

0 FOUNDATIONS: number of municipal foundations created in each
municipality.

« EXTERNALISATION: numerical variable that represents the number of
private agencies that have acquired the right twige public services in
each municipality.

e MIXED_COMPANIES:. numerical variable that represents the number of
mixed companies that are created in each munitypdioth public and
private sectors are owners of these companies.

POLITICAL FACTORS

* RIGHT_IDEOLOGY: dummy variable that takes a value of 1 if the
governing party is classified as conservative goldgy, and 0, otherwise.

* POLITICAL_COMPETITION: numerical variable representing political
rivalry, and measured following Solé (2006), as tlifference between
the percentages of votes obtained by the partiesngpin first and second
place.

e STABILITY: numerical variable used to identify the electosapport
obtained by the party presently controlling locabvgrnment, and
represented by the percentage of seats obtainetheinmost recent
election.

e ELECTION_YEARS: numerical variable that represent the number of
years remaining until the next election is dueldwihg Ashworth et al.
(2005) and Bastida and Benito (2009), this varigakes the value of 0 in
the election year, 1 in the first year before aat#bn, 2 in the second year
prior to an election and 3 in the year after arcteda or the third year
prior to an election.

* YEARSINGOVERNMENT: numerical variable that identifies the number
of years the local government has been in power.

BUDGETARY
CHARACTERISTICS

« DEBT_pc: numerical variable that represents the level uflip debt per
capita.

* LIMIT_DEBT: dummy variable given the value of 1 in the ye#rs
Budgetary Stability Act was in effect (from year®@Q and 0, otherwise.

» DIRECT_FISCALPRESS pc: numerical variable that represents the direct
fiscal pressure, calculated by the ratio of incalm®ugh direct taxes to
the local GDP, measured in per capita terms.

* INDIRECT_FISCALPRESS pc: numerical variable that represents the
indirect fiscal pressure, calculated by the rafitnoome through indirect
taxes to the municipal GDP, measured in per capitas.

229



Used variables for the empirical analysIeANNEX 3

SOCI-ECONOMIC
CHARACTERISTICS

POPULATION: numerical variable reflecting the number of initeatts in
each municipality.

GDP_pc: numerical variable that represent the gross démpsoduct per
capita.

UNEMPLOYMENT: numerical variable that represent the level of
municipal unemployment.

DENSITY: numerical variable that reflects the populati@nsity of each
municipality.

TOURISM _INDEX: numerical variable that represent the tourisnellef
each municipality.

QOL, EFFICIENCY
AND TRANSPARENCY

QoL: numerical variable that represent the level ofldgy of life of
inhabitants in Spanish municipalities. This vargald measured using the
score obtained by each of the Spanish cities imtéecoCity analysis.

Annual efficiency index: variable that represents de annual efficiency of
Spanish local governments and it was obtained &yEA methodology.

Malmquist index: variable that represents the inter-annual evautbf
efficiency of Spanish local governments.

IT index: Transparency index: index published by “Transparency
International Spain”, which recompiled informatiabout the economic
and financial transparency of the largest citiesSSpain. It takes values
between 0 and 100.

A, B, C, D, E_ subindex: Transparency sub-indexes: which are related with
different topics: (a) information about the munadipcorporation; (b)
relationships with citizens and society; (c) ecoimonand financial
transparency; (d) transparency about municipalices\contracts bidding;
(e) transparency about urban and public works.

INTERACTIONS

LIMIT_DEBT_pc: numerical variable resulting from the producttbé
variables DEBT_pc*LIMIT_DEBT. This represents theubfic debt
created from the limit to indebtedness was estiaddis

RIGHT_DEBT_pc: numerical variable resulting from the producttbé
variables DEBT_pc*RIGHT_IDEOLOGY. This representse t public
debt using by right-wing parties.

RIGHT_TOTAL_DECENTRALISATION, RIGHT_COMPANIES,
RIGHT_AAOQOO, RIGHT_PBE, RIGHT_FOUNDATIONS,
RIGHT_EXTERNALISATION, RIGHT_MIXED_COMPANIES:
variables that were calculated as the product dGHRT _IDEOLOGY”
and the variables that represent the different manfepublic services
delivery. So, they show the decentralised and eatsed entities that
have been created by right-wing parties.
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