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ABSTRACT:

We examine whether state-level incumbents discaiginn the allocation of transfers in
favour of local governments controlled by co-pantis, and whether the electoral prospects
of local incumbents improve when they are alignetth whe state incumbent. Using a new
database covering around 3,000 Spanish municgslduring the period 2000-07 and a
Regression Discontinuity design, we document a wrgng and robust effect: in close
races, municipalities aligned with the regional gavnent obtain on average 83% more per
capita transfers and their incumbents gain 10% raotes at the local elections. We also
show that the effect of alignment is strongerwfjen regional and local elections are held
on the same day, (ii) in regions with less competitegional elections, and (ii) in regions

with more budget resources.
Keywords C2, D72

JEL Codespolitical parties, inter-governmental transfgrsrk barrel politics

RESUMEN:

En este trabajo examinamos si, en la asignacionralesferencias, los gobernantes
regionales discriminan a favor de los gobiernoslks controlados por el mismo partido
politico, y si las perspectivas electorales de dmbiernos locales mejoran si estan
politicamente alineados con el gobierno regionan @na nueva base de datos que
considera 3.000 municipios espafioles durante eiog®r2000-07 y un disefio de

discontinuidad en la regresion, documentamos uci@i®busto de importante magnitud:

en elecciones ajustadas, los municipios alineadwos et gobierno regional reciben, en

media, un 83% mas de transferencias per capitagobarnante obtiene un 10% mas de
votos en las elecciones locales. También demostg@uwe el efecto de la alineacion politica
es mayor: (i) si las elecciones regionales y lescatecelebran el mismo dia, (ii) en regiones
donde las elecciones regionales son menos comggeyidai) en regiones con mas recursos

presupuestarios.



1. Introduction

In recent decades, a number of countries have ttatiead their provision of public
services (see, e.g., Shah and Thompson, 2004).r8eabkures are recommended by scholars
and international organizations alike as part dbrma packages that can improve the
efficiency and effectiveness of public service daly (e.g, Brosio and Ahmad, 2009). A
better matching of preferences (e.g., Oates, 1%ff) increased accountability (e.g.,
Seabright, 1996) are the arguments often used pgposu this policy. Decentralization is
typically recommended if these benefits can comgientor any inefficiency generated by
spillovers and/or the limitations of economies oéls. However, whether decentralization
can actually deliver these benefits is more comtreal, with failure often being attributed to
measures that are only ‘partial’ in nature, a texmmed to refer to situations where the
devolution of fiscal power is limited (e.g., Brueek, 2009, and Devajarat al, 2009). For
instance, some authors claim that debt-related Inhezzard problems can arise as a result of
an excessive reliance on transfers (e.g., Rodded2,2and Weingast, 2009). Similarly,
corruption is also said to be more prevalent witansfer-dependent sub-national
governments, because of the diminished interegotdrs in holding politicians accountable
(e.g., Weingast, 2009, and Broko al, 2012). Moreover, according to Khemani (2010a and
2010b), ‘partial’ decentralization might reduce izg@h’'s awareness of sub-national
responsibilities thus fostering clientelism andtyegeking.

Various authors also point to the problems creagetigher layer partisan incumbents
that discriminate between aligned and unalignedallogovernments when allocating
transfers, to the point that they are even ablaftoence the results of sub-national elections
(Diaz-Cayeroset al, 2006, and Scheiner, 2005). This interferencth@workings of local
elections can ultimately undermine one of the Jsepefits of decentralization, namely the
improvement in politicians’ accountability It is this specific issue that we focus our
attention on in this paper. We examine whetherctir@rol of a higher layer of government
by one party is beneficial for its co-partisansdid power at a lower layer. Specifically, our
main goal is to determine whether Spanish regignaernments (the so-called Autonomous
Communities) allocate more transfers to alignedllgovernments — i.e., to municipalities in

which the mayor is affiliated to the same partytes of the regional president. We focus on

! Some authors go further and suggest that the Ibvev@l of political competition in the country sebe
reduced if holding mayoralties helps the higheretaywcumbent to become entrenched (see Schein@g).20
Other authors claim that the mere structure ofllgo@ernment might be endogenous to these practiese

incumbents might be reluctant to push for full decaization if this fosters competition (see Khem2010Db).



earmarked capital transfers, which are deemed tihdenost discretionary of the transfers
made in Spain. Additionally, we analyze whethertipan alignment has an effect on the
votes obtained by a mayor at the local elections, &hether this effect is related to the
larger amount of transfers allocated to aligned amayFinally, to shed some light on the
mechanisms explaining these results, we study heget effects differs across municipalities
depending on whether regional and local electiaesheeld on the same day or not, the
competitiveness of the regional election, or th@amnt of regional budgetary resources.

Our analysis is motivated by plenty of anecdotaflence that suggests that the parties
controlling higher layers of government allocatereneesources to local governments run by
co-partisans, and that inter-governmental transdegsan important means of achieving this
goal. At least in Spain, our case of study, vogerd politicians alike seem to believe this to

be the case. A recent post in a Spanish bloguistiitive of this:

“The other problem [with transfers] is the ‘old-bogetwork’ and the
‘partisanship’ of grantors. Nobody dares to medalth this issue, for fear of
being added to the black list, and so risk receivess than is usually received,
but the reality is that having a ‘friend in thehigplace’ and being a ‘member of
the party’ weigh much more heavily than they shouldthe awarding of

transfers.” (http://blocs.mesvilaweb.cat/sbaulida)

Other informal evidence suggests that being aligmigal a party controlling the higher layer

might help a candidate to win more votes at thalletections, and that this might also be
due to the higher amount of resources channellgiolatomunicipality. Here is an example of
how parties campaigned for votes at the last leleadtions held in Spain in 2011:

“People should understand (when deciding their vtitat it is the PP (Partido
Popular, the main right-wing party) who will be gontrol of the resources of the

government of the Autonomous Community.” (http:M@ocalia.info/).

But can these examples be generalized or are tlstyaj Spanish anomaly, anecdotes that
emerge in the middle of a keenly contested electmiampaign? We argue that they are not
merely anecdotal, and to demonstrate this we uakieid more systematic analysis, drawing
on a new database of regional transfers to locatmgonents and of voting patterns at local
elections for around 3,000 Spanish municipalit@stie period 2000 to 2007. Likewise, we
do not believe this issue to be limited to Spaird ao our results should be informative for
other countries. For instance, Scheiner (2005)riesccases of both developing (e.g. India,

Brazil and Mexico) and developed countries (e.gafdaAustria and Italy) in which transfers



to local governments are politically manipulatedamour of co-partisans. However, only a
few papers provide guantitative, empirical evideatéhis effect. Using US data, Grossman
(1994) finds that states aligned with the fedealegnment do, in fact, receive more funds.
Arulampalamet al (2009) find that the effect of alignment in Indgato increase transfers
from central to state governments by up to 16%zi@ayerost al (2006), focusing on the
Mexican case, find that under the PRI, the stateegonents controlled by this party
received up to 40% more transfers than those dtedrdy the opposition. Solé-Ollé and
Sorribas-Navarro (2008), and Brollo and Nannic#1X2), the only papers to examine grants
to local governments, find an ‘alignment effect’ leétween 30 and 40% for the cases of
Brazil and Spain, respectively. A number of papEs® examine the impact of alignment
between layers of government on electoral outconiéeere is evidence, for example, of the
effects of the US presidential vote on state lagjigt elections (see, e.g. Campbell, 1986).
Similar interactions are found for Argentina by @éhu and Remmer (2006). In a
comparative study of Argentina, Canada, GermanythedJS, Rodden and Wibbels (2011)
show that the interaction between federal and siatprovincial elections becomes more
apparent the more centralized the parties are.oBetlp effects, from gubernatorial to
national elections, are found by Samuels (2000Bfezil.

Our paper contributes to these two lines of lite®in several ways. First, our focus on
regional-local interactions provides greater plaility to the main line of reasoning used in
explaining the alignment effect, i.e. the difficelf in assigning political credit to the
different government layers. Note, for instancet tthe spending responsibilities of these
two layers of government tend to overlap to a greaktent than those of federal and state
governments. Indeed, quite often the provisionadid infrastructure (the specific target of
the transfers we study) is a joint task, sharedstiaye and local governments. Second, by
focusing on local elections we are able to presewidence not only of existing
discrimination in transfer allocation but also bétinfluence of higher layer incumbents on
the results of elections at lower layers. It is tlvaroting that no previous attempts have been
made in the literature to analyze ‘incumbency epél’ effects between regional and local
elections. Third, the use of data from severalaegiallows us to exploit institutional and
political differences across these areas, whichhtnghed some light on the particular

’Most of the papers dealing with ‘incumbency spiioveffects examine interactions between different
elections at the same level of government. Thee®idence of US Presidential and Gubernatoriakésfen the
elections for the federal and state legislaturespectively (e.g. Campbell and Summers, 1990; Fahe
Snyder, 2012). Similar effects are found in Eurbpédainmueller and Kern (2008) and Ade and Fre2éd ().



mechanism at work. In this sense, we are able am&e whether the effect of alignment on
transfers and votes depends on the availabilityuofget resources in the region, the timing
of regional and local elections, and the compeditess of regional elections.

Fourth, we are aware that alignment status mighli e correlated with party
popularity and so we use a Regression DiscontinDagign (RDD) in our analyses, thus
focusing on candidates that barely won or lost gorntg of seats at the local elections.
Several recent papers in the ‘incumbency advantiggature use RDD as their main
identification strategy (e.g., Lee, 2008; Lee al, 2004; Hainmueller and Kern, 2008;
Brockman, 2009; Folke, 2010; Folke and Snyder, 20k®unstine, 2011, and Ade and
Freier, 2011). More closely in line with our conegr Brollo and Nannicini (2012) use this
procedure to study the effect of alignment on tienssin Brazil. However, the use of the
traditional ‘close elections’ RDD, where the threkhis located at 50% of the vote, is
problematic in our case, for two reasons. Firdtdgal councils in Spain are elected using a
proportional electoral rule, the d’Hondt rule, wigenerates many possible thresholds at
which an additional vote can result in a party gajnone more seat, and none of these
thresholds is necessarily located at 50% of the.vbd deal with this problem, we use as our
forcing variable the share of votes that the regliamcumbent’s bloc has to lose (win) in the
local elections in order to lose (gain) the majoat seats on the local council. Secondly, in a
large proportion of municipalities, no party hasrenthan 50% of the seats, which means that
in many cases the mayor is elected on the formatiaa coalition of parties. In this paper,
we document that usually these coalitions are fdraieng ideological lines. This means that
the discontinuity in the treatment probability asvier than one, and, as such, requires the use
of a ‘fuzzy’ RDD (Van der Klauw, 2002; Lee and Lexuk, 2010). This method consists
basically in instrumenting the alignment statushwat dummy equal to one if, at the local
elections, the ideological bloc of the incumberargor obtains more seats than those won by
the opposition bloc. This also constitutes a cbatron of this paper to the RDD literature.
Earlier papers have developed an RDD for propaatietections (see Folke, 2010, and Ade
and Freier, 2011), and we use these as a benclionarkr study.

Using the aforementioned ‘fuzzy’ RDD, we find a lhig marked effect of partisan
alignment between regional and local governmenttherallocation of regional transfers to
local governments. Local governments controlled thg same party as the regional
government receive 83% more funds for earmarkedtatapansfers than is the case of
similar unaligned municipalities. This effect is reahan twice that estimated by OLS or
‘difference-in-differences’. Moreover, mayors bajomg to the same party as the regional



president receive around 10% more votes at thd kelegtions. These effects are more
marked when regional and local elections are halthe same day. We also find that these
effects are stronger in regions with less competitegional elections, and with more budget
resources. This last finding suggests that thecefbé alignment on votes works, at least
partly, through the allocation of transfers.

The paper is organized as follows. The next seatorews the theoretical arguments
that explain why alignment between incumbents &emint layers of government might
have an effect on the allocation of transfers. iBecthree provides the background
information on Spain (i.e. local governments, tfarss and local politics) needed to set the
stage for the subsequent analysis. Section foucridbes the econometrics and the data.

Section five presents the results. The last secioicludes.

2. Theoretical discussion

In this section, we review the main theories thadpt an alignment effect (i.e., that
municipalities controlled by the same party as tbhaivhich the regional president belongs
will receive larger transfers from this layer ofvgonment). We briefly summarize the main
theories of targeted public spending, then distwss predictions may vary in the case of
inter-governmental transfers (as opposed to themsent’'s direct spending), and consider
whether the outcomes in local vs. regional electioratter to the higher layer incumbent,
and whether the timing of the two elections is atsportant.

Swing voters, core voterandpivotal districts. Extant models of distributive politics
offer several explanations as to the ways in wipablic spending policies might target
different groups of voters. First, higher layer umbents might seek to enhance their
probabilities of being re-elected by allocating meesources to constituencies with many
swing voters (Lindbeck and Weibull, 1987; Dixit and Londregad996), on the
understanding that their low party allegiance mighéke it easier to buy their votes.
Secondly, politicians may choose to allocate transsfo places in which their partiexre
votersconcentrate. There are several rationales thattnaigtount for this behavior. Risk-
averse incumbents, for example, might prefer tinetadegree of vote variability among core
voters to the only potentially higher average voéturn in swing districts (Cox and
McCubbins, 1986). Additionally, the vote returnsao€ore-voter strategy might be higher if
incumbents have a better understanding of the fsp@eaeds of their core supporters (Cox,

2009) or if transfers to these places are effectivéoosting turnout (Ansolabehere and



Snyder, 2006) Thirdly, when there are many electoral distrimtsl the purpose is to secure
a majority of seats, the strategy might be to alleanore resources pivotal districts i.e.,
those in which the incumbent won/lost by a narroargim (Snyder, 1989; Case, 2001)

Transfers and alignmenHowever, none of the above approaches is abtapture
one of the fundamental traits of intergovernmentahsfers. Contrary to other targeted
spending programs, which are implemented direcyiytHe incumbent, intergovernmental
transfers are decided by the higher layer grartoemment but executed by the sub-national
recipient government. This is especially true i@ tlase of earmarked capital transfers, which
are the focus of this paper. In this case, thetgraselects the projects based on its own
priorities and partly funds them, but it is thedbgovernment that must propose specific
projects for funding and who has to contribute Idaads to them and take responsibility for
their execution. This overlapping of responsiteltimeans that the grantor cannot expect to
reap all the political benefits from the tacticibeation of these transfers, since some share
in the benefits must seep back to the local govemimThis should not represent an
impediment for the higher layer grantor if the llbgavernment is controlled by the same
party as the upper layer grantor (i.e., both layars aligned. However, if the local
government is controlled by the opposition, su@ngfers might not be that effective in
improving the electoral prospects of the higheetagpcumbent.

At least two different explanations might be invdke explain this seepage of electoral
benefits across layers of government. Firstly, otaight split the political credit derived
from the provision of the infrastructure betweeyels of government (Arulampalaet al,
2009). When credit is attributed to the grantoreyament, the party in control at this layer
can reap all the electoral benefits. If creditiigdid equally between all layers, no one party
can obtain an advantage from the additional trassiBocated to a municipality. When the
strategy of the incumbent is to target swing votdre division of political credit between
layers means that a larger proportion of transfalisbe allocated to aligned governments
with larger numbers of swing voters (Arulampalamal., 2009; Solé-Ollé and Sorribas-
Navarro, 2008). The bold and dotted lines in Pagland (b) in Figure 1 plot a hypothetical
(and over-simplified) linear relationship betwebe tlectoral vote margin of the higher layer

*To date the empirical evidence is not conclusivéoashich of these two hypotheses is most pertingmme
papers supporting thewing voterhypothesis (Case, 2001; Johansson, 2003; Dhalretglohansson, 2002)
and others theore-voterone (Ansolabehere and Snyder, 2006).

* The empirical counterparts of thpvotal district and of theswing voterhypotheses are similar, since the

proportion of swing voters is often proxied by theumbent’s vote margin (Johansson, 2003; Casel,)200



incumbent and the transfers allocated to the mpalities under this hypothesis. The graph
implicitly assumes that there are more swing votemunicipalities with a narrow margin
of victory”. If the municipality is aligned with the higherylr incumbent (a situation that
occurs when the vote margin of the regional incumb& positive) and voters split credit
between the two layers, the amount of transfersived will be higher, as indicated by the
jump or discontinuity in the relationship betweeansfers and vote margin. This jump
vanishes when voters are able to assign all thaitdeethe higher layer of government.

Secondly, it is conceivable that partisan alignnmegtiveen layers of government might
also confer some benefit on the higher layer incemblenabling him to reach his core
supporters. The mayor might be particularly adepidantifying who the party’s core
supporters are at the local level and what theeciic needs are. Thus, controlling the
mayoralty would ensure that the initial goals of frojects funded by the higher layer of
government do not become distorted. Such a scesaggests that the alignment effect
might also interact with the core voter strategheold and dashed lines in Panel (a) of
Figure 1 show the shape of a hypothetical relalignbetween the incumbent’s vote margin
and transfers under this hypothesis. In this caseassume that transfers grow with votes at
both sides of the zero-margin threshold. As in shéng-voter case, alignment makes the
amount of transfers jump at the threshold. Of oputee alignment effect vanishes if the
grantor is able to monitor the use of transferlyfwithout the help of the mayor.

[Figure 1
Regional vs local electionShese two justifications of the interaction betwehe

alignment status and the incumbent’s vote margithathigher layer rely implicitly on the
assumption that incumbents aim to maximize thebability of being re-elected at the next
higher-level elections. Arulampalaet al (2009) explicitly acknowledge this fact. The only
paper that suggests that the incumbent’s strateglygtpin fact, be focused on winning local
elections is Brollo and Nannicini’s (2012). Thispea argues that in Brazil the best strategy
for the federal president prior to the local eleat is to aim to win as many mayoralties as
he can, since mayors are influential opinion leadeitheir communities and by engaging in
campaigning and rent-seeking activities on theigeesd’'s behalf can help win more votes for

the president at the higher layer elections.

® As discussed by Johansson (2003), this will be ifithe distribution of ideological preferencessimpport of
the incumbent (and, hence, against the opposit®symmetric and single-peaked. Dahlberg and Jaloans

(2002) present results that suggest that the depdrom these assumptions is not dramatic in m@ct



In line with this hypothesis, to use the resouraehis disposal efficiently, the higher
layer incumbent should focus his attention on @dypivotal municipalitiesi.e., those in
which the mayoralties were won by the narrowestgnar This strategy would target more
funds for these municipalities (compared to alignaghicipalities won by a larger margin)
and punish unaligned pivotal municipalities, whigbuld receive less money than aligned
ones with a similar vote margin as well as less eyahan unaligned municipalities that the
higher layer incumbent lost by a greater margire @lashed and bold lines in Panel (b) of
Figure 1 illustrate this idea. Brollo and Nannigf@2012) find mixed evidence in favor of this
tactic, which they refer to as ‘tying your enemlgands in close races’.

Concurrent vs. alternating electianBrollo and Nannicini (2012) focus on the case of
Brazil, where local elections are held in the méddf the federal term-of-office. As we
explain below, in Spain regional and local eleddi@re concurrent in some regions and
alternating in others. This distinction allows wsdompare the strength of the alignment
effect in both cases. The simultaneous occurrericénen elections may either reduce or
increase the alignment effect. On the one handjght shift the attention of voters towards
the issues that are most relevant at the regiemal,lthus limiting the tactical use of transfers
to localities. Likewise, if the alignment effect lproccurs when the strategy focuses on
capturing mayoralties, then the urgency of winnthg next regional election (typical of
concurrent elections) might attenuate the alignmedfect. Before regional elections, the
regional incumbent might choose to focus on hie emters and if he is able to monitor the
use of resources without the help of mayors, thisgenerate a core-voter type profile but
without any discrimination in favor of the alignedayors. On the other hand, the
simultaneous holding of regional and local eletiomay increase the salience of local issues
during the campaign for the regional elections. &ample, in concurrent elections, regional
candidates may well be obliged to speak about liodadstructure during campaign visits to
municipalities. Similarly, even if transfers do moatter directly for regional elections, they
might matter indirectly though their effect on thaal elections, and the simultaneous
occurrence of both elections could thus generdbmmdwagon effect’, with the impact on
the vote of the local incumbent being transfer@ddme extent to the vote of the aligned
regional incumbent. Finally, note that even in aonent elections, the strategy of capturing
mayoralties might make sense if the regional edestiare not competitive. Intuitively, if the
regional incumbent feels safe, there would be heggl to try to increase the total number of

votes. Instead, it might be worthwhile pursuing ander-term strategy, i.e., winning
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additional mayoralties. This would allow more petéide distributed to party supporters and

might prove helpful at future regional elections.

3. Background information on Spain
3.1 Spanish municipalities

Spanish government comprises three layers: cenggibnal, and local tiers. There are
seventeen regional governments, the so-called Amoas Communities (ACs), which have
fairly wide-ranging spending responsibilities intilng, for example, the provision of health
care, education and welfareSpain’s local layer consists of over eight thousand
municipalities, most of which are relatively smallhese municipalities are multipurpose
governments, with major expenditure categories esponding to the traditional
responsibilities assigned to the local public sef@mvironmental services, urban planning,
public transport, welfare, etc.), with the exceptad education, which is the responsibility of
the regional government. Current spending is fiednout of the municipalities’ own
revenues (approximately two thirds) and uncondéiagrants (approximately a third). The
latter are allocated according to a formula, whiaiders their use for pork-barrel politics.
However, the funding otapital spending is heavily dependent on grant2008, capital
grants, on average, represented 38% of cagitahding. Most Spanish municipalities do not
have the capacity to fund necessary investmenis éther sources: their tax bases are quite
limited, extraordinary resources from asset sales raot always available, and some
municipalities may even have problems to accestitcre

Capital grants are transferred primarily from tagional layer (64%) and take the form
of ‘project grant§: there is an open call at regular intervals (Ugugearly) and a
municipality can apply by submitting its infrasttue projects (e.g., street and road paving,
sewage systems and water pipes, parks and recrg®agducational and sports facilities,
etc.). These are evaluated according to previcestigblished criteria (typically published in
the call), which are subject to the interpretatodrihe grantor. Provisions are usually made
for funding emergency situations or projects comd a priority concern by the regional
government. The call often does not specify cletimyweight attached to each of the criteria
or it fails to specify the link between the scossigned to each criterion and an objective
variable, leaving this very much at the discretwbthe grantor.

3.2 Local politics in Spain

® A 19% comes from upper-local governments andeésefrom the central government or the Europeamhuni
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Local elections are held every four years on thmesday throughout all the Spanish
municipalities. Voters choose between several digsty lists. The electoral system is a
proportional one, votes being allocated to seatsgyubie d’Hondt rule with a threshold. The
mayor is subsequently elected by a majority ofdatencil (see Colomer, 1995). The council
operates as a small representative democracy, andohreach a majority vote to pass the
initiatives and regulations proposed by the mayeho acts as the agenda-setter. The
discipline enforced by Spain’s political parties ans that the chances of amending the
mayor’s proposals are quite low when the mayorigypar coalition controls a majority of
the seats. The proportion of coalition governméntsgh (around 30% during the terms we
analyze), and most are formed along ideologicaslimhere are, however, exceptions to this
rule due, for example, to the fact that the platf®rof many local parties are based solely on
local issues and so they are under less computsiaerach an agreement on ideological
grounds or because of pressure form higher partgstaNevertheless, the influence of the
party on the behaviour of local politicians is dain$ial, the local political system being seen
as a first step to subsequent promotion at th@nagand national levels.

Elections to the regional parliament are also lesery four years and on the same day
than the local elections in thirteen out of theesggen regions. We refer to these polls as
Concurrentelections. In the remaining four regions (i.e.,i@al Catalonia, Basque Country,
and Andalusia), regional elections are held midater relation the local governments’ term
of office. We refer to these polls Afternatingelections. Voters also choose between several
party lists, and the electoral system is also basedhe d’Hondt rule with a threshold.
Representatives elect the regional president widuin, decides the composition of the
Cabinet. Here, also, around a third of the admigmigins are coalition or minority

governments.

4. Empirical design
4.1. The fuzzy’ RDD

Papers using observational approaches to estitmateffiect of party ideology on votes

and policy outcomes may suffer from an omitted alales problem: party control can be
correlated with the incumbent’s popularity and thrs turn, might have an impact on the
outcome variable. To deal with this problem sompepsa have recently adopted the ‘close-
race’ Regression Discontinuity Design (RDD) framekv(see Lee, 2008; Leet al, 2004;
Pettersson-Lidbom, 2008; Ferreira and Gyourko, 208®&ouy, 2010, Folke, 2010,
Trounstine, 2011, and Gerber and Hopkins, 2011¢. fBlasoning behind this method is that

12



elections won by a narrow margin are in practicey\smilar events to elections lost by a
similar narrow margin. Thus, by focusing on closzes, the RDD generates quasi-
experimental estimates of the effects of interese (Hahret al, 2001). In a recent survey,
Greenet al. (2009) show that RDDs are comparable in accura@xperimental studies.

As mentioned, Brollo and Nannicini (2012) use thproach to estimate the effect of
partisan alignment on the allocation of federahgfars to local governments in Brazil. In
this case, the treatment variable is defined asmanaly indicating whether the party of the
federal President (or the coalition that suppoita) hwon the local election. The authors
restrict the analysis to two- and three-candidates so as to avoid problems generated by
the fact that Brazil is a highly fragmented, muléirty system without any stable party
coalitions. In any case, the plurality rule usedBiazilian elections allows the authors to
apply the traditional ‘close-elections’ RDD. This mot an option in our case, since local
councils are elected in Spain using a proportiaattoral rule. This rule generates many
thresholds at which an additional vote brings orearseat to a party, and these are not
necessarily located at the 50% vote threshold. 8 dith this problem, we proceed in two
steps. First, we compute our forcing variable &sdghare of votes that the ideological bloc
(i.e., left or right) of the regional incumbent haslose (win) to lose (gain) the majority of
seats in the local council (and, thus, changdigement status), henceforth referred to as the
vote margin. The calculation of this vote margin net trivial and has required the
development of a specific procedure based on tHerdit rule. We provide more details on
this method in section 4.4 and in Annex A.

Second, we show that if the ideological bloc of tegional incumbent has a majority
of seats in the local council it is more probalalkhiough not certain) that this bloc also holds
the mayoralty, which means that the two layersamfegnment are aligned. This reflects the
fact, discussed above, that, more often than oaljtons are formed along ideological lines.
This means a ‘fuzzy’ RDD has to be used (Van dewkl, 2002; Lee and Lemieux, 2010),
since this allows the treatment (i.e., alignmeatpé determined only partly by whether the
assignment variable (i.e. the vote margin) crossest-off point (from negative to positive).
While in the ‘sharp’ RDD the probability of treatmtejumps from O to 1 when the
assignment variable crosses a threshold, the ‘fuBDD involves a smaller jump in this
probability. Since the probability of treatment jpsnby less than one at the threshold, the
discontinuity in the outcome variable (that is,asbr transfers) at this point can no longer be
interpreted as an average treatment effect. Howelrertreatment effect can be recovered
either by dividing the jump in the outcome varialg the jump in the probability of
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treatment or by estimating the effect of alignment the outcome by 2SLS, using the

threshold dummy as an instrument for alignment.

4.2. Equation specification

In our case, we use the following three-equationl@ho

t=aa +g(m)+e¢ 1)
v =Ba +f(m)+y (2)
a =yd +h(m)+y, 3)

wheret;=per capita transfers received by the local govemtrbefore the local electioa=1

if there is alignment between the regional andldical government and zero otherwises
regional incumbent’s vote margin at the previousalcelectionsy;= vote share of the local
incumbent at the local electiords=1 if the regional incumbent’s vote margin is poesit(i.e.
d=1 if m>0); the termd(m), g(m) andh(m), include polynomial terms of orders one or
higher, fitted separately at either side of theeshold (see Lee et al., 2004; Lee, 2008, and
Lee and Lemieux, 2010). The first equation is useeéstimate the effect of alignment on
transfers. The second estimates the effect ofgaartalignment on the local incumbent’s
vote. The third describes the discontinuity in mfigent that we then use to identify the

effects of interest. Substituting (3) into (1) g&¢l we obtain the reduced form equations:
t=¢,d +k(m)+a 4) (
Vi =g d +j(m)+v, ®)
where ¢=ay and ¢= [y are the ‘intent-to-treat’ estimates, which areada the product of
the effects of alignment on votes and on the diseoity. The estimation of equations (3),
(4) and (5) allows us to recover the effect of mfigent on votes and transfers as=¢@/y
and ﬁ’ = 45/17. We could also estimate (1) and (2) by 2SLS, usings an instrument foa, .
Both procedures should deliver the same estimaleras as the order of the polynomials
h(m) and j(m ) or k(m ) is the same. The estimates obtained can be isterpras a

weighted Local Average Treatment Effect (LATE), whehe weights reflect the ex-ante
likelihood of being near the threshold (see Lee baehieux, 2010). The specification in (2)
and (3) can easily be modified to analyze possielerogeneous effects. Beirga dummy

variable defining two non-overlapping groups of noypalities, we have:

tp =m d +n,d Xz +1,z +k(m) + p(m xz) +¢; (6)
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vV, =A,d +A,d xz +A,xz + j(m)+I(m xz)+ 0w, (7)

To deal with the possible correlation of this dumwh other traits that differ across
subsamples we introduce the interactions betwegnmént and several of the variables that
can affect differ across municipalities and thediginuity dummy and the polynomial at the
same time. Thus, the interpretation of the difféegreffect of alignment across subsamples
relies on an identification strategy based on adimig for observables. Furthermore, in
order to shed further light on the possible mectrasi behind the alignment effect we can
examine the shape of the polynomial at either efdiae threshold, comparing these results
with the predictions derived from the different dhies surveyed in section two. We are,
however, also well aware that the shape of thermulyal has no causal interpretation in an
RDD. To attenuate this problem, we discuss the etapthe polynomial only after the
inclusion of a set of controls. The graphs usedthis purpose plot the residual of the
dependent variable (either transfers or vote shagea)nst the forcing variable. This means
that in this case too our identification strategiies on our controlling for observables and
that the conclusions reached are not as reliabl¢h@se derived from the main RDD

estimates.

4.3. Econometrics

In implementing the RDD we have taken various metthagical decisions. First, as
shown above, our main estimation method uses albtiservations while controlling for a
flexible polynomial. Following Lee and Lemieux (D)1 we explicitly test for the optimal
order of the polynomial with the Akaike informatianmiteria. This procedure allows us to
retain the entire sample when estimating the hgéreous effects. A possible drawback of
this method is that our results might be sensitiveutcome values for observations far away
from the threshold (see Imbens and Lemieux, 2008)cope with this problem we also
provide additional results obtained by restrictihg bandwidths to 25% and 12.5%. The
reason for this choice is that the optimal bandwglze (Imbens and Kalyanaraman, 2009),
is very close to 25% both for transfers (26.3%) tordsotes (23.8%). Thus, in line with Lee
and Lemieux (2010), we present our results withnogitand half optimal bandwidths.

Second, in order to show the need for using a {fURDD, we verify the discontinuity
in the treatment probability. To verify that thésea substantial discontinuity is tantamount to
having a strong first-stage relationship in an Bsign. Third, we also check the continuity of
the forcing variable around the threshold by insipgcthe histogram and using a more

formal test (see McCrary, 2008). The continuityt teovides a means for discarding the
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manipulation of the forcing variable, an issueeadis various papers (see, e.g., Caughey and
Sekon, 2011). For this same purpose, we alsodeshé continuity of some pre-determined
covariates. Finally, we also provide some resuimgia set of control variables (see next
section), in order to provide an additional validatcheck for our estimates (coefficients
should not change greatly) and to improve the preciof our estimates. Furthermore, the
use of covariates helps in the interpretation efgdhape of the polynomials, since, as already

mentioned, they have no causal interpretation iIRBD analysis.

4.4 Sample and data.

Sample.We estimate the effects of partisan alignment betwlocal and regional
governments on transfers from the regional to twoall level and on the votes cast for the
local incumbent using data on Spanish municipaliti®e use two cross-sections of data, for
the terms 2000-03 and 2004-07, with around 3,00@icmealities in each. The sample is
determined by data on transfers taken from a suovelpudget outlays conducted yearly by
the Spanish Ministry of Economics. This databastudes all the municipalities with more
than 5,000 residents and a representative sampihe simaller onés

Transfers The main results we report are for the estimatibtne alignment effects on
capital transfers allocated to local governmentshm two years preceding the next local
election. As explained in section two, given tharelgteristics of these transfers, we expect
them to matter more in the period running up t@ladections. This distinction, however, is
irrelevant for twelve out of the fifteen regionse(i those withConcurrentelections), as
regional and local elections are held on the saaye W is true, however, than even if local
elections matter most, the effect of alignment mijffer in those regions witilternating
regional and local elections (see section two fdisaussion) and this is why we also present
our results for each of the samples. Although noluded here for motives of space, we will
also discuss the results obtained when analyziagetfects of alignment on transfers two
year before the regional elections (in the cas@ltdrnating electionsand during the first
half of the term (in the case Gbncurrent elections

In any of these cases, the two-year aggregatigoshal reducing the volatility of the
variable and the use of yearly information will poovide any statistical advantage, since the

alignment status does not change between yearsnwitlese two year periods. As we

" Due to problems in accessing the data, the amsalgsiestricted to fifteen regions, excluding thasgue

Country and Navarre. These are quite small regamistheir exclusion should not represent a big lprab

16



explained above, we focus on capital grants origigafrom the regional government
because of a presumably higher discretionarityheirtallocation. However, to confirm this
intuition we also present results for the effectab§nment on current grants and on grants
originating from other layers of government (Ceharad Upper-Local).

Votes.The second outcome variable we analyze is the rirayote share in the 2003
and 2007 local elections. Our results using thdittm@s vote share and the probability of
mayoral re-election are similar and not reportece Her the sake of brevity. Votes by party
at the local elections of 1999 and 2003 are usecbtwstruct the forcing variable and the
discontinuity instrument. See Table A.1 in Annexfdéy the source of the vote results.

Alignment As explained above, alignment is measured asvarguequal to one when
the mayor and the regional president belong tostimae party, regardless of whether the
government at both layers is a single party or aition®. See Table A.1 for the sources of
these variables. As robustness checks, we havelésked whether the results are affected
by the use of more comprehensive alignment defimsti situations where one party, even if
it is not the main one, is present at both layars] situations where the mayor and the
regional president simply belong to the same idgiold bloc and not only to the same party.

Forcing variable As explained above, our main forcing variablethe Regional
incumbent’s bloc vote margitomputed as the votes needed for the ideological of the
regional incumbent to gain/lose the majority oftseia the local council, expressed as a
percentage of total votes cast at the local elesti®o define ideological blocs we classify all
the parties standing at the local elections inghgeoupsileft, right andlocal parties(see
Table A.1 for more details). When the regional past a left/right political party, all the
categories except left/right are included in thgiageal opposition’s bloc. As a robustness
check, we also provide results after excluding ¢hosunicipalities with representation of
local partiesfrom the analysis. The results obtained do not dépm the specific treatment
of these parties.

To compute the votes needed to bring about a chianilpe majority of seats from one
bloc to another, we use a very similar method &b tleveloped by Folke (2010). He provides
an algebraic formulation for this distance undee tBaint-League system, the one in
operation in Sweden (his country of study). Witls tormulation he is able to compute the
number of votes that each party needs to win (ee)l@n additional seat. We develop a

similar algebraic formulation for the d’Hondt systeised in Spanish local elections. What

8 The concrete definition of alignment used detemsirthe size of the sample, since we exclude the

observations not included on the treatment or timérol group.
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we compute is the number of votes that the ideolddiloc to which the regional president
belongs must lose (gain) to lose (win) a majoritgeats at the local elections. In order to do
this, we make a number of assumptions regarding wagration. We consider that the
marginal votes lost (won): i) go (come) to (frorhetabstention, or ii) partly to (from) the
abstention and the other ideological bloc. We @ssume that these votes are distributed
among the parties of the bloc in line with theitial vote share in the bloc. The main results
of the paper use the vote margin computed undenaston if. Intuitively, in this case, our
formulation works as if we were subtracting smalinbers of votes from the mayor’s bloc,
distributing them among the parties according teirtivote share within the bloc, while
keeping the number of votes for the parties ofdtiner bloc constant. As we subtract votes,
seats shift from one bloc to the other. The prooedtops when we observe a shift in the seat
majority from one bloc to the other. The humbewrofes needed to reach this point divided
by the total number of votes initially cast at #lection is our measure of vote margin. See
Box A.1 in Annex A for the algebraic formulationagsto compute the vote mardfin

Control variables In order to provide a further check on the religbof the RDD
results and to improve the efficiency of our estesa we also present results when
controlling for several covariates. In the casetlud transfer equation, we control for
log(population), land area per capita, propertyrigbe, assessed value of the property, debt
burden, and Regional dummiesterm effects (see also Solé-Ollé and Sorribas-Naya
2008). In the vote share equation, we control sntypof the mayox term effects, Regional
dummies x term effects, incumbent’s historical vote sharestdnical turnout at local

elections, local coalition dummy, local first-tedammy, and population size dummies.

5. Results
5.1. Exploring the discontinuity

Panel (a) in Figure 2 plots the seat margin ofréggonal incumbent’s bloc at the local
elections against its alignment status which isegia value of one if the mayor and the
regional president belong to the same party. Thplgshows a considerable jump when the
ideological bloc of the regional incumbent movesnir-1 seat to +1 seat (i.e., when it
requires one additional seat to gain/lose a mgjofiseats).

° As a robustness check we have also examined whisia&omputation of the vote margin under assumpti
(ii) does change the results.
%1n Annex B (not for publication) we also providenamerical example which illustrates how this metho

works in practice.
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Although it might seem appropriate to perform thn@lgsis by comparing the average
value of transfers or votes for the municipalitiesated at the -1 and +1 values of the seats
margin, this would not be correct, since this igeya large group with considerable internal
variability in the popularity of the regional inctsent. For this reason, we use the vote
margin as the forcing variable, computed as thegr#age of votes needed for the regional
incumbent’s bloc to win/lose a majority of seatstlie city council. Panel (b) in Figure 2
shows the plot between this forcing variable arel dhgnment status. The dots represent
averages of the alignment dummy over 5% bins. Tie & the bin has been selected using
the ‘bin test’ proposed by Lee and Lemieux (20I®e black line is the flexible polynomial
fitted separately on both sides of the threshotdntthe figure it is evident that there is a
sizeable jump in the probability of alignment wheaving from -1 to +1 seats.

[Figure 3

Table 1 shows the results obtained when estimatiegdiscontinuity with different
bandwidths: 100% with polynomials of orders 1 t@B¢ 25% and 12.5% withlacal linear
regression In the full sample case, the Akaike informationterion suggests that it is
optimal to fit a 29 order polynomial. In this case, the estimated aifithe discontinuity is
85%. The results do not change much when othempatjal orders are used or when the
bandwidth is restricted.

[Table ]

A possible concern with the RDD is the possibitityat the forcing variable might be
manipulated. This could occur, for example, if éhectoral results have been manipulated or,
in the case of multi-party governments, if the vofte¢he last representative needed to form a
winning coalition has been bought. We deal witls tlaist problem by using local votes for
the ideological bloc of the regional incumbent gpased to votes obtained by the actual
coalition that supports the mayor. A way of vemiyithat the forcing variable has not been
manipulated is to examine its histogram or, morenfdly, to test for the continuity of this
variable at the cut-off by running local linear reggions of the log of the density separately
on both sides of zero (see McCrary, 2008). We Ip@veormed both checks, and we have not
found any evidence of manipulation. Another validgheck consists on testing for the
presence of a discontinuity in the pre-determine¢hdates. The results of this exercise also

suggest that none of these variables is discontimacound the threshdfd

1 All these results are reported in Annex B (notgablication), Table B.1 and Figures B.1 and B.2..
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5.2. Partisan alignment and transfers

Figure 3 shows the plots between the forcing végialmd both the amount of capital
transfers and of residual transfers (i.e., thedredi of a regression between transfers and
control variables). The graphs suggest that thsra iclear discontinuity: municipalities
marginally on the right of the cut-off (those whiale very likely to be aligned) do receive
much greater sums in transfers than those margioalthe left (those which are very likely
to be unaligned). The result is a little bit clearethe when using residual transfers. This
shape suggests that the strategy used by regiavarrgments revolves around trying to
influence close local races in places where theomigya co-partisan.

[Table 2 & Figure B

Table 2 presents the RDD estimates. Panel (a) stt@#educed fornestimates while
Panel (b) reports the 2SLS results. Columns ({jifoshow the results with the full sample
and with polynomials of orders 1 to 3. The polynalmof order 2 is the optimal one
(according to the AIC criterion). Column (iv) repeathe results using the optimal
polynomial but introducing the control variables time equation. Columns (v) to (viii)
present the results with the 25% and 12.5% bantiwjdtsing docal linear regressiorand
without (v and vii) and with control variables (@nd viii). The estimates are quite robust to
the choice of bandwidth and polynomial order andh® introduction of covariates. The
reduced forncoefficients are around 80 euro and those of 8iS2are around 92 euro. This
amount has to be compared with the transfers reddiy unaligned municipalities just at the
left of the cut-off, which are around 107 euro. RVihese numbers, an aligned municipality

would receive 83% more per capita transfers thsimdar unaligned one.

5.3. Partisan alignment and votes

Figure 4 shows the plot between the forcing vaeatrid the mayor’s share of the vote.
The graph suggests that there is a discontinuitythiem vote share: local incumbents
marginally to the right of the cut-off do receivera votes than those marginally to the left.
The shape of the plot is as expected: to the wfhhe cut-off the local incumbent’s vote
share is positively correlated with that of theioegl incumbent’s ideological vote share; to
the left of the cut-off, both variables are negaljvcorrelated.

[Table 3 & Figure #

Table 3 presents the RDD estimates. Here, alsordbelts are quite stable across
specifications. The reduced form coefficients degistically significant at the 99% level in
all cases and identify a discontinuity between 3a8% 4.4%. The 2SLS results suggest that
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the average treatment effect is higher, betweetb4afAd 5.8%. These are sizeable effects,
especially if we take into account that a mayoigevshare at the left of the cut-off is just
42.7%, meaning that an aligned mayor will receiQe0T% (=4.3% over 42.7%) more votes
than a similar unaligned mayor. Additional resiffiet shown here) suggest that the effects
on the votes for the whole coalition are a littevér, implying that the mayor’s party is the

one that benefits most from alignment with the ®egi government.

5.4. OLS and ‘difference-in-differences’

The estimated effect of alignment on capital trars{83%) is twice as great as the
effect estimated by Solé-Ollé and Sorribas-NavézD8) using ‘difference-in-differences’.
This differential is striking, given that both stesl draw on very similar data. Comparison of
the respective results, however, is difficult, girtbe samples and periods are different. To
determine the causes of this discrepancy, we hksee estimated the alignment effect on
transfers by OLS and ‘difference-in-differencesé (j including municipality fixed effects) in
our sample, controlling in both cases for the §dait of control variables. The results, shown
in Table 4, imply that aligned municipalities reei52% more grants than unaligned
municipalities. This is higher than the 40% reportey Solé-Ollé and Sorribas-Navarro
(2008), but still much lower than our RDD estimates

5.5. Other transfers

We have also estimated the effect of being aligmét other layers of government
(Upper-local government, and Central government)tiom amount of capital transfers
allocated by these layers to municipalities. Thesom we do not focus on these transfers
from the outset is the smaller quantities involvétie results are shown in Table 5 and
suggest that municipalities aligned with Upper-lagavernments receive around 60% more
transfers than those unaligned. The effect on abapiansfers allocated by the central
government is much lower, around a 27% increase, immot statistically significant. A
possible explanation for this result might be thetfthat it is quite difficult for central
government to discriminate in its allocation ofagesces given the high number of Spanish
municipalities (around 8,000) and the consequesit td specific knowledge about the local
political situation of each. Thus, it might be ttask of intermediate governments (regional
and upper-local) to help channel the monies ofreémfovernment to the most politically

sensitive places (see also Castells and Solé-ZUE,, and Solé-Ollé, 2012).
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We have also estimated the alignment effects oruhent transfers allocated by each
of the three upper layers of government. In eade the alignment effect is not statistically
significant. This is as expected, since most curteansfers to Spanish municipalities are
formula-based and, as such, are much more difftouthanipulate than earmarked transfers
for capital projects. Overall, our results identtfye instruments and governments that are
most prone to being affected by political tactiesSipain: capital transfers and intermediate

governments, mainly regions and, to a lesser &xa¢s0 Upper-local governments.

5.6. Robustness checks

The results are robust to many changes in somasggcts of the methodology. We
briefly discuss the main conclusions of this anialysFirst, the results are very similar when
using two other (more comprehensive) measuresigriraknt: (i) including all the cases in
which the main party at one layer (the one holdireymayoralty or the regional presidency)
IS a mere partner in the coalition at the otheettagnd (ii) including includes cases in which
the two layers are considered to be aligned if itieyor’'s party belongs to the same
ideological bloc than the party of the regionalsident, but it is not necessarily the same
party. Second, the results are also robust toxbkigon of the municipalities in which local
parties are represented in local councils, andstoguonly the municipalities in which the
two main parties obtain more than 80% of the vbteally, the results are more or less the
same when using an alternative measure of voteimargmputed on the assumption that

votes are transferred not solely from abstentidralso from the opposition bloc.

5.7. Heterogeneous effects

Concurrent vs. Alternating electionfable 6 shows the RDD resulteedquced form
obtained when including interactions of the disaanity dummy and the polynomial terms
with the election timing dummies. The results swgdkat the effect is much higher (nearly
twice as high) in the case Gbncurrentelections than in the caseAlternatingelections.

[Tables 6 & T

To shed some light on the mechanism that can ddhese results, we interact
discontinuity dummy and the polynomial terms, nolyowith the election timing dummies,
but also with the other potentially disturbing \adnles. We consider, for example, that the
alignment effect might also be affected by whetlig¢negional elections are competitive or

2 The tables showing the complete results are irclid Annex B (no for publication), Table B.2..
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not, (ii) the region has a large amount of bud@sburces, meaning it can allocate more
generous capital transfers and that the differenbesveen aligned and unaligned
municipalities might be more marked, (iii) the meipality has greater needs or is in a
poorer financial situation. The competitivenesgagional elections has been proxied by a
dummy Competitivé which is equal to one if the regional vote shafethe regional
incumbent in the previous regional election is lowan the sample median. The availability
of budget resources has been measured by a dumrioly imdicates whether the region has
more resources than the medidtigh resourcef®. Municipal needs and the municipal
financial situation are proxied by three dummi8mall indicating whether the municipality
has less than 5,000 resideridgbt indicating whether the debt burden per capita éibove

or below the median, anidigh fiscal capacity indicating whether the per capita assessed
value of the property lies above or below the medMe find thatConcurrentis quite
strongly correlated witlfCompetitive(correlation coefficient equal to -0.52) and wiigh
resourcegcorrelation coefficient equal to 0.18) but nottwihe other variables (correlation
coefficients around 0.05-0.07, in absolute value).

In Table 6, column (iv) shows the results whenadtrcing the interaction with the
three variables at the same time. The previousltgestill hold; the effect inConcurrent
elections being more marked than tha®iternating elections, despite the relevance of the
other interactions. However, the difference betw€encurrentand Alternating elections is
now much smaller, probably as a result of the af@mtioned correlation between election
type and the degree of competitiveness of the nagielections. In results not shown in
Table 7 (but available upon request), we find thktthe financial needs and financial
situation variables have a positive impact on tignment effect, but these interactions are
not statistically significant and their inclusionas not modify our conclusion regarding the
difference betweeoncurrentandAlternating elections. In Table 7 we repeat the analysis
but now for the local vote share. Once again, tliggment effect inConcurrentelections is
stronger than that iAlternatingelections even when we control for the other sxtgons.

[Figure §

The top panel in Figure 5 shows the plot betweesidual transfersand thevote

margin for Concurrentand Alternating elections. The discontinuity is clearly largertire

first case. The shape of the two plots is simitaut, in the case oAlternating elections the

“¥*This variable is equal to one (zero) if per captandardized resources (transfers + standardizedvenues)
is higher (lower) than the sample median. Regidead data to compute this variable comes from BSPE

(Institute for Fiscal Studies, Ministry of Econorsjic
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slope at the right of the threshold is more cleardgative. We will return to this when
interpreting the results in the next section.

Finally, the availability of data for th&lternatingelections sample allows us to look at
the effect of transfers two years before regiotetteons (as opposed to two years before the
municipal ones). Our results (not reported herenfiotives of space) show that in this case
partisan alignment has no effect on the amount agfital transfers allocated. It seems
therefore that these transfers matter mostly feallelection&®.

Competitiveness and Budget resourdeslumns (ii) and (iii) in Table 6 present the
results for the interactions with tH@ompetitivenessand Budget resourceslummies, and
column (iv) shows the effect of these interactiamen they are introduced at the same time
and simultaneously with the election type intex@tsi The results of this last column show
that the alignment effect is also strongemMian-competitive electionand in regions with
High budget resourcesSince there are just three regions witliernating electionsand
given the correlation between election type &@uaimpetitivenesand Budgetary resources
we repeated the analysis considering only the soplgaof municipalities in regions with
Concurrentelections. The results are shown in columns (Mvi) in Table 6 and suggest
that the differences persist: the effect of alignmen capital transfers is higher in
municipalities belonging to regions wiNon-competitive electiorend in regions withdigh
budget resourcesThe differences are statistically significant andaningful, especially for
the Competitivenesmteraction.

The bottom panel in Figure 5 shows the plot betwResidual transferand thevote
margin for Non-competitiveand Competitive Concurrenelections. The discontinuity is
larger when regional elections are non-competiting the slope of the polynomial is clearly

negative only in this case. We will return to thesult below.

5.8. Interpretation of the results

Our results can be interpreted as follows. Fitsg, greater alignment effect reported
here forConcurrentthan forAlternating elections might be due to a modification in voter

behavior (and, hence, in politicians’ incentivegcurring in this latter case due to the

14 Additionally, we have used the sampleG@dncurrentelections to look at the effect of alignment dgrthe
first two years of the (regional and local) termedfice. In this case (results also available upequest) we
find an effect of alignment on transfers which gpximately half the magnitude of the effect found the

second half of the term.
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simultaneous occurrence of local and regional iglest InConcurrentelections, voters cast
their votes for local and regional candidates atsame time. In this case, if capital transfers
confer some sort of advantage to the local incumlbis advantage might automatically be
transferred to the candidate from the same partthatregional level. This ‘bandwagon
effect’ between candidates from the same partydgtgrat simultaneously held elections has
been documented in the literature (see, e.g., AdeFaeier, 2011). Similarly, i€oncurrent
elections, the local and regional campaigns mightriore closely connected, with regional
candidates having to speak about local issuesglursits to municipalities due to the greater
salience of such questions in the local campaidnms Teans that even if the infrastructure
funded by capital transfers from regional governta@tays a small role in party platforms at
the regional level, it might have an indirect effen voters’ decisions at that level. The
absence of an alignment effect on local votes m Ahlernating case can be similarly
explained.

Second, the fact that, iAlternating elections, alignment only seems to matter before
municipal elections, but not before the regionadBuggests that regional incumbents care
most about these local contests. In this case @sd in the case oNon-competitive
Concurrent elections), the shape of the polynomial also pgoim the same direction,
suggesting that regional incumbents aim at cagjuasimany mayoralties as they can. Figure
3 clearly shows that transfers decrease befor¢htteshold and increase after, which is the
pattern identified in section two for this typeeadéctoral strategy (recall Figure 1). Although
the effect estimated through RDD cannot be exteipdl to observations far from the
threshold, the shape of the polynomial can be métive about the strategies used by the
regional incumbents. Among the aligned municipaditithe regional government would
rather target pivotal municipalities than loyal epghile pivotal unaligned municipalities
might be specially punished. Figure 5 shows tha& #irategy is most apparent when
elections areAlternating. However, Figure 5 also shows that in @@encurrentelections,
regions withNon-competitiveregional elections also adhere to this patternreideer, the
polynomial in regions wittfCompetitiveelections is quite flat, and the slope is everitpes
to the right-hand side of the zero-margin thresh8idilarly, the size of the discontinuity is
much lower in this case. This suggests that antakdc strategy centered on pivotal
municipalities might underlie the results of t®ncurren elections sample, at least for
regions with Non-competitiveelections. For the remaining regions in this samnphis

strategy might be attenuated by a strategy thatskx on locations of core voters, with the
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aim of improving the chances of winning a highlyngetitive regional election by trying to

mobilize the electorate.

7. Conclusion

In this paper we have used a ‘fuzzy’ RDD to estantte effect of partisan alignment
between regional and local governments both amolitransfers received and on the vote
for the local incumbent at the local elections. Wae provided very strong evidence that
voters give more support to local incumbents balumgp the party that controls the regional
government. Our results suggest that aligned mpalities obtain 83% more per capita
transfers than unaligned municipalities. Alignedumbents also win 10% more votes than
unaligned incumbents. These estimates are muclehitjan previous estimates for Spain
using ‘difference-in-differences’ techniques andcimtnigher than results reported for other
countries, including those using an RDD.

We have also documented that the effect of partd@mment is stronger: (i) when
regional and local elections are held on the saay @) when regional elections are less
competitive, and (iii) when the regional governmieas more budget resources to fund these
discretionary transfers. This interaction with #mount of budget resources suggests that the
effect of alignment on transfers ultimately has ssmuences in terms of votes. Some
secondary evidence suggests that the alignmertt effgght arise as a result of a regional
electoral strategy centered on the transfer ofuress to pivotal and aligned municipalities
with the aim of winning as many mayoralties as pmss This strategy seems more evident
in Alternating elections and itNon-competitiveConcurrentelections. It seems, therefore, at
least in some cases, that the regional incumbesupa a deliberate strategy of interfering in
the outcome of local elections. As discussed inilr@duction, such practices might erode

accountability at the local level and, thus, undaenhe very benefits of decentralization.
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Tables and Figures

Table 1: Discontinuity in the probability of alignment.

(i) (ii) (iii) (iv) v)

d 0.87¢ 0.85¢ 0.84¢ 0.897 0.86%
(89.13) (55.02) (39.90) (102.78) (59.64)

R® 0.860 0.860 0.860 0.805 0.771
AIC -2368.86 -2380.02 -2376.29 -
Bandwidth 100% 100% 100% 25% 12.5%
Polynomial order 1 2 3 1 1
Obs. 4344 4344 4344 2243 1150

Notes: (1) 2000-03 and 2004-07 terms. (2) Depengantble is Alignmenta = 1 if mayor and the regional
president belong to the same party. (3) Explanatariables: discontinuity dummy d and polynomialtbeRegional
incumbent’s bloc vote margipolynomial fitted separately on either side af #ero thresholdjis one if vote margin
is positive and zero if vote margin is negati¢4. Bandwidth = 100% indicates that all the obseéovet have been
used in the estimation; 25% of vote indicates adbédth of -25% to 25%, 25% being (approximatelyg thptimal
bandwidth of both the transfers and incumbent's\giare used in Tables 2 and 3 (see below)t-¢&8tistic in
parentheses, robust standard errors uSed: & * = statistically significant at the 99%, 95% and 9@els. (6) AIC
= Akaike information criterion.

Table 2:Effect of alignment on capital transfefD results.

0] (i) (iii) (iv) (v) (vi) (vii) (viii)
a) Reduced form

d 63.8¢ 78.5¢ 79.8¢ 80.5¢ 75.11 78.1F 75.5¢ 80.0C

(6.12) (5.07) (4.05) (5.95) (4.39) (4.86) (5.68) (6.02)
R® 0.081 0.082 0.082 0.282 0.073 0.229 0.104 0.234
AIC 58434.10 58429.23 58433.09

b) 2SLS

a 75.6¢ 89.3¢ 92.97 91.6% 83.7¢ 87.12 87.31 90.3¢

(5.31) (5.08) (4.54) (4.97) (4.88) (4.97) (5.13) (5.76)
Bandwidth 100% 100% 100% 100% 25% 25% 12.5% 12.5%
Pol. order 1 2 3 2 1 1 1 1
Controls NO NO NO YES NO YES NO YES
Obs. 4344 4344 4344 4344 2243 2243 1150 1150

Notes: (1) See Table 1. (Reduced fornx OLS regression of capital transfers agathsivhich is one if vote margin is
positive and zero if vote margin is negative, coliitig for a two-sided polynomial of the vote marg2SLS = 2SLS
estimation of capital transfers against the aligmmdummy,a, usingd as the instrument, and controlling for the same
polynomials. (3) Control variables included: log(ptgion), land area per capita, property tax ragsessed value of the
property, debt level and Regioraterm effects . See Table A.1 in Annex A for defonis and data sources. (4) Optimal
polynomial order used in column (iv). (5) Localdar regression with optimal bandwidth used in calsiifv) and (vi); ¥2 of
optimal bandwidth used in columns (vii) and (viii).
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Table 3:Effect of alignment on local vote shaRD results.

() (i) (iii) (iv) (v) (vi) (vii) (viii)
a) Reduced form

d 0.06¢ 0.04¢ 0.047 0.04£ 0.05¢ 0.04¢ 0.03¢ 0.03¢

(9.16) (5.00) (4.01) (3.64) (5.59) (2.56) (2.38) (2.67)
R 0.096 0.103 0.100 0.554 0.065 0.571 0.140 0.644
AlC -4931.17 -4957.77 -4949.28

b) 2SLS

a 0.07¢ 0.05¢ 0.04¢ 0.05¢ 0.05¢ 0.051 0.03¢ 0.04:

(6.44) (5.06) (4.78) (4.86) (5.71) (2.56) (3.10) (2.81)
Bandwidth | 100% 100% 100% 100%| 25% 25% 12.5% 12.5%
Pol. order 1 2 3 2 1 1 1 1
Controls NO NO NO YES NO YES NO YES
Obs. 4344 4344 4344 4344 2243 2243 1150 1150

Notes: (1) See Table 2. (2) Dependent variablen% share for the mayor. (3) Control variables:ypaftthe mayorx
term effects, Regional dummiesterm effects, incumbent’s historical vote shairistdnical turnout at the local and
regional elections, local coalition dummy, locasfiterm dummy, and population size dummies (sédeTA.1).

Table 4:Effect of alignment on transfers & local vote sh&&S & Difference-in Differences

(i) (ii) (iii) (iv) (V) (vi)
a) Capital transfers b) Vote share
a 61.65** 60.4*5** 63.9*(** 0.092** 0.03*1* 0.04*2**
(10.34)"  (5.07) (5.11) (21.23)"  (7.17) (5.08)
R? 0.102 0.214 0.328 0.103 0.243 0.554
Controls NO YES YES NO YES YES
Municipality fixed effects NO NO YES NO NO YES
Obs. 4344 4344 4344 4344 4344 4344

Notes: (1) See Tables 2 and 3. (2) Staneiaads clustered at the municipality level in @id). & (vi).

Table 5:Effect of alignment on other types of transf&B.results.

(i) (ii) (iii) (iv) (v)
Capital transfers: Current transfers:
Provincial Central | Regional Provincial Central
a) Reduced forr
d 22.44 9.33 8.92 3.44 4.56
(3.34 (1.23 (0.78 (0.45 (0.27
b) 2SL<
a 27.65 8.54 12.34 5.09 8.98
(3.45 (1.10 (0.66 (0.37 (0.12
% Increase 62.43 27.13 10.75 12.67 9.76
Obs. 3982 4344 4344 3982 4344

Notes: (1) See Table 2. (2) Mcrease= 2SLS coefficient over capital transfers evaldadé
left limit of the threshold.

32



Table 6:Effect of alignment on capital transfers. Electonsrgin and fiscal capacity.

(i) (i) (iii) (iv) v) (vi) (vii)
All elections Concurrent
d x Concurrent 91.2§ ---- - 67.0**0* - - -
(4.90) (3.77)
d x Alternating 51.06 - 43.15 - - -
(2.96) (2.20)
d x Competitive 50.0z - 53.5¢ - 47.7%
(3.29) (7.07) (3.78)
d x Non-competitive) — --.-- 111.2¢ - 32.0¢ 121.5] - 115.6¢
(6.73) (4.22) (8.00) (8.23)
d x High resources 108.8¢ 16.0¢ - 106.8¢ 18.2¢
(4.19) (1.58) (5.29) (2.23)
d x Low resources -——- -——- 90.4*5** -——- -—- 86.1*1** -—-
(5.15) (9.64)
Difference 46.91 25.3¢ 18.3¢ 30.8¢ 67.9¢ 20.67 67.8¢
[F-test p-valup [0.000 [0.000 [0.12] [0.007 [0.017 [0.049 [0.000

Notes: (1) See Table 3. (Reduced form RD results. (3) Competitive/Non-compaiti vote share for the regional
incumbent >(<) lower than the median. (4) High/Lossources = per capita resources (transfers + atapd tax
revenues) >(<) than the median. (5) All equatioagehbeen estimated using the full sample, a twedsgcond order
polynomial for each of the interacted variables e full set of control variables. (6) Differenealifference between
the coefficients of the two mutually exclusive gaiges (e.g., in column (iv) concurrent vs. altéimg and in column
(viii) High margin vs. Low margin). (7) Standardans clustered at the regional level.

Table 7:Effect of alignment on local vote share. Electorargin and fiscal capacity.

0] (ii) (iii) (iv) (v) (vi) (vii)
All elections Concurrent
d x Concurrent 0.04*§* - - 0.03*5** - - -
(4.01) (2.82)
d x Alternating 0.01: - - 0.01c - - -
(1.29) (1.39)

d x Competitive - 0.037 0.02¢ - 0.00¢
(2.65) (4.53) (0.42)
d x Non-competitive --.-- 0.041 - 0.012 0.04¢ --.-- 0.03C
(6.96) (1.78) (4.02) (3.28)
d x High resources --.-- - 0.06¢ 0.027 --.-- 0.061 0.04%
(5.86) (2.15) (3.13) (2.38)

d x Low resources - - 0.022* - - 0.03*5** -

(1.78) (4.40)

Difference 0.02¢ 0.01c 0.02¢ 0.01¢ 0.01¢ 0.02: 0.02¢
[F-test p-valup [0.049 [0.568 [0.01 [0.047 [0.033 [0.040 [0.047

Notes: (1) See Tables 2 and 4.R2}uced form RD results.
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Figure 1:Transfers vs. vote margin in Swing voter, Core v&t€ivotal municipalities.
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Notes: (1) 2000-03 and 2004-07 terms. (2) AlignnRegional-Local = 1 if the mayor and the regionasuient belong

to the same party. (Fegional incumbent’s bloc seat margindistance in seats to a change in ideological’ blseat

majority; seats as obtained at the 1999 and 20€8 &ections. (4Regional incumbent’s bloc vote margirdistance in
percentage of votes to a change in ideological’®lseat majority; vote shares as obtained at t18® Ehd 2003 local
elections (see Box A.1 in Annex A). (5) Dots = Bireeages; Bin size = 0.05 (40 bins); optimal bin sekected using a
standard F-test for nested models (Lee and Lem20kQ). (6) Black line = 2nd order polynomial, ditt separately on
either side of the zero threshold, using the fatdwidth. (7) Dashed lines = 95% confidence interf@ See Table A.1

in Annex A for variable definitions and data sow.ce
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Figure 3: Capital transfers vs vote margin.

a) Capital transfers b) Residual capital transfers
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Notes: (1) Regional transfers = Capital transfessnfthe Regional to the Local government during &t two years of
the 2000-03 and 2004-07 municipal terms. (2) Resittaasfers = residuals from a regression betwesggital transfers
and controls. (3) Black line = 2nd order polynomféted separately on either side of the zero thoéd using the full
bandwidth. (4) See Figure 2.

Figure 4: Local vote share vs vote margin.

b) Local vote share
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Notes: (1) Local vote share = % vote share efltical incumbent party at
the 2003 and 2007 elections. 3) Black line = 2ncepmblynomial, fitted
separately on either side of the zero thresholdguse full bandwidth.
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Figure 5:Residual capital transfers vs. vote margin. El@ctiming & competitiveness.
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Notes: (1) See Figure 2. (Residual transfers = residuals from a regressiondsst capital transfers and controls.




Annex A: Data and variables

Table A.1:Definitions of variables and data sources

Definition

Source

Capital transfers:
- from the Regional gov.
- from the Central gov.

- from the Upper-Local gov.

Current transfers:

Capital transfers from the Regional, Central, g
Upper-Local governments per capita (items 7.
7.2 & 7.6.1 of the revenue budget)

=

Survey of local finances
undertaken yearly by the Spani
Ministry of Economics

s5h

- from the Regional gov. Current transfers from the Regional, Central, ¢r (years 2000-2007)
- from the Central gov Upper-Local governments per capita (items 4.5,
gov. 4.2 & 4.6.1 of the revenue budget)
- from the Upper-Local gov.
Vote share: Votes for the party of the mayor and for the
- Mayor coalition supporting him at the local elections, [n i o
" % of votes cast Local election statistics (votes
- Coalition and seats for all the parties) and
Alignment(a): partisan identity of the mayor,
) Dummy equal to one if the party of the mayor |s provided by the Spanish
- Regional-Local ; * . L
the same as that of the president of the Ministry of Interior & Ministry
- Central-Local Autonomous Community, the Central government  of Public Administration.
- Upper-Local-Local or the Upper-Local government (2003 and 2007 local elections|
Incumbent’s bloc seat majoritd): | pymmy equal to one if the ideological bloc of the
- Regional-Local party of the president of the Autonomous
- Central-Local Community, the Central government or the
- Upper-Local-Local Upper-Local government has more seats in the vote margin computed with the
local council than the other ideological bloc same data using an algorithm
Incumbent’s bloc vote margitm): | % of votes cast at the local elections that have| tgleveloped for this purposes that
- Regional be added to (subtracted from) the ideological bjoc replicates the workings of the
- Central of the Regional, Central or Upper-Local d’Hondt rule (see Table A.2in
U Local incumbent to win (lose) a majority of seats in the Annex A)
- Upper-Loca local council.
Income per capita Residents’ income level, as estimated from | Anuario Econémico de Esparid,
objective indicators (e.g., cars, bank deposits) et La Caixa
(years 2000-2007)
Debt burden Debt seryice (capi;al, item 9 of the spending Ministry of Economics
budget, + interests, item 3) as a share of currgnt (years 2000-2007)
revenues
Land area per capita Urban land area per capita, including both builtjon Centro de Gestion Catastral y|
area and un-built land plots Cooperacion Triburaria, Spanish
Property tax rate Nominal property tax rate (IBl), % on assessefd Ministry of Economics
property valu (years 2000-2007)
Property value Assessed property value per capita
Population Resident population
% Old % resident population older than 65 years Padrén de Habitantes,
% Young % resident population younger than 18 years  National Institute of Statistics
% Immigrant % resident population non-EU immigrant (years 2000-2007)
% Unemployed % resident population unemployed
Left mayor Mayor belongs to a left-wing bloc party
Coalition Mayor governs in coalition with other parties| L0c@l election statistics (votes
- and seats for all the parties) and
Local party Party of the mayor cannot be classified as left or partisan identity of the mayor,

Historical turnout

Historical vote share

right wing
% of voting age residents voting at the local
elections held sinc197¢
% vote share for the ideological bloc of the may
at the local elections held since 1

provided by the Spanish
Ministry of Interior & Ministry
of Public Administration.
Or(all local elections since 1979)
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Table A.2:Computing the vote margin.

Explanation:

The forcing variable for our RDD is thRegional incumbent’'s bloc vote margicomputed as the ratip
between the minimum number of votes needed foidielogical bloc of the regional incumbent to ghkisé
the majority of seats in the local council and thkal votes cast at the local elections.The contjoutaf this
measure is not straightforward and requires a denaiion of the specific allocation system use@gsign
votes to seats, in this case the d’Hondt rule. Wtkis rule the votes for each party are dividedlby, 3, 4,

., N, where N is the number of seats to be assighlee resulting quotas or comparison numbers areech
and N seats are allocated using this ranking.

We have developed an algebraic proceduosnapute therote marginfor each of the municipalities in
the samplé Our procedure works by subtracting votes from riagional president’s ideological bloc if jt
holds a majority at the local level, or adding woifeit does not. We make some initial assumpti@uarding
the migration of these votes. First, we assumettteste votes either i) go to (come from) the abiteror ii)
go to (come from) both the abstention and the @it the opposition bloc. The formulation we prédere
is for the first approach i) and the formula usedhe second approach and the Stata code areldgailpon
request. Second, we assume that the votes losadged to) the regional incumbent’'s bloc are alledat
between the parties belonging to this bloc propasi to their initial vote share in the bloc. Below present
the formulation used for the close election cases., cases where the seat margin is —1 or +1.

Notation and definitions:

vI & vo votes for partiesandk., from the regional incumbent’s) @nd opposition’s@) blocs, respectively.
al & a'o votes for partiesand k as a proportion of the votes for the blog thelong to.

sI & s5: seats for partigisandk.
cI (sl) Y /sI : comparison number for the last seat won by party
¢ (s +)=v /(sI +1) : comparison number for the next seat to be gairyegiartyi.

¢"™"(s) =min; (d (s))) : smallest comparison number for the last seategainy a party ith.

mf"x(s, +1) ma (d (s +1)): largest comparison number for the next seat tgaieed by a party ih
cl(s5), cS(sS +1), I (sy) and c¥®(s, +1) : comparison numbers for the opposition’s bloc.

Formulation:

If the regional incumbents’s bloc holds a majoiityhe local council and, so, a party from the agfion bloc
has to gain a seat, its comparison number for éx¢ seat to be gainedd®(sy +1) , must be larger than th
comparison number for the last seat distributed party in the regional incumbent’s bloc, onzevotes are
subtracted from that bloc. The condition for pariy the opposition gaining a seat is:
o™ (s1) <c8™(so +1) [A1]

where ¢c["™ (s, ) is the smallest comparison number for the last sgginally gained by a party, say paxy
among the parties from the regional incumbent's€ lWocev votes have been subtracteds the party that
has the highest comparison number for the nextteda#¢ gained among all the parties of the oppwsibioc.
Expression [A.1] can be rewritten @g - v*)/sf <V /(s3 +1) , wherev ™ are the votes subtracted from paxfy
Under the assumption that all the parties fromréggonal incumbent’s bloc lose votes accordinghtotes

originally cast, expression [A.1] determines tha total amount of votes that the regional incurniibdrioc
has to lose to lose one seat is equal to:

v=@al)+1  where v*=(""(s)-cI¥(so +D)S [A.2]
If the regional incumbent’s ideological bloc isamminority in the local council, the votes to baled to the
opposition bloc for a party, say pgttin this bloc to gain a seat are such that:
c8" (s0) <™ (s +1) [A3]
where ¢ (s, +1) is the largest comparison number for the next sedie gained by party from the

regional incumbent’s bloc, ona® votes are added to the opposition bloc. Paitythe one that originally ha:
the highest comparison number for the next sebetgained. Expression [A.3] can be re-written as:

5=(8"/aY)+1  where &Y=(c3"(so) - c"™(s +D)(S +1) [A.4]

1)

)

Notes: (1) A numerical example illustrating the Wiags of this algebraic procedure has been includeshnex B (not for
publication). (2) Whenever the seat margin is lathat one, the procedure we now explain is sinehated until there is a
switch in the bloc holding the majority. Then, firel measure of the “vote margin” is an aggregatd votes needed to lose
(win) all these seats. (2) Pastys such that equation [A.1] and mif¥y - V)/Sy hold. Partyx will typically be the party that
gained the last seat. If there is another partydhied a seat (but not the last one) and whictuas a greater share of votes,
this party could be the one that has to be corsitlier order to guarantee that the opposition blogjust one seat.
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