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ABSTRACT

This paper focuses on the impact of both increnlientaand exogenous factors in budgeting. After a

survey of related literature, we present a dould@rttion-based proposal to couple incrementalism

and exogenous factors in analyzing national budgetihen, the case of Spain is analyzed. We

combine several statistical tools in order to avthid shortcomings of the Davis, Dempster and

Wildavsky’s econometric method and its extensionthe 1970s and 1980s literature. Results suggest
that incrementalism explains the evolution of buddefigures within relatively narrow bands, but

additional variables are needed to explain budgel-thange dynamics and within-budget departures
from such bands.

Key words:budgetary incrementalism, public spending, Spagasfernment finances

JEL classificationH61, H50, H83



1. Introduction

Incrementalism is an old (but good?) theory of publidgeting. After its beginning
in the mid-1960s, the body of incrementalist liteara expanded rapidly over the two
following decades to become unmanageable. Whilghleylate eighties such an interest
appeared to have warfedn the last ten years it has experienced a cen@surgence.
Incrementalist theory has reemerged as componespirical research on public budgeting.
Hence, the first aim of this paper is to survey thest recent empirical contributions on
budget incrementalism. Departing from this surweg,try to show the relevance of coupling
the incrementalist approach with the play of exagesnvariables. First, we propose a simple
2x2 methodological taxonomy, according to the aflexogenous variables and the existence
(or not) of a within-budget reference to measureramentalism. Second and finally, we
analyze the Spanish case from the perspective of div those four methodological

combinations.

The case of Spain is interesting for several reas@rhile most empirical studies on
budgetary incrementalism refer to Anglo Saxon coestwith presidential or Westminster
systems, Spain is a Latin-European country withadigmentary system and a government
model rooted in the French tradition of theoit Administratif These institutional differences
can affect factors underlying to incrementalismelikkmong others, political conflict or
bureaucratization. Moreover, Spain’s public sebtt@s undergone dramatic changes since the
early 1980s, both in the strong development ofphklic services attached to the so-called
Welfare state and in the decentralization of pwditipower. It is therefore interesting to
examine the extent to which those changes haveihtsgrated into an incrementalist budget
pattern. In doing so, we combine several statistaggproaches to avoid some of the

shortcomings of earlier works.

The paper is organized as follows. In section twipieical literature on budgetary

incrementalism is surveyed, and the above mentialwedble-distinction-based proposal to

1 We paraphrase here the title of the Swain and&yaf2001) survey.

2 Yet in 1984 Wildawsky himself appeared to hinttat passing of incrementalism with his recognitioat
the conditions necessary for incremental budgéetamydisappeared (Rubin 1989: 78). This was likestuge of
the decline in interest detected since the lathtieig. Dezhbakhsh, Tohamy and Aranson (2003: 53&).date
that those who would have otherwise been interastddidgetary incrementalism have been turningeambtto
deductive models of New Institutional EconomicsbReon (2006: 135-136) adds that a key to the deabf
incrementalism lied in its vague definitions. Femgpositions of incrementalism could be falsifieccdase each
problematic finding could be met with a shift infidgions rather than with a rejection of any thetical
hypothesis. As a result, the theory progressdd.litt



couple incrementalism and exogenous factors inyaimg national budgeting is discussed.
Section three presents in detail our empirical workthe case of Spain. data, variables,
specifications, econometric methods and main resltsection four we summarize the most

important findings and make suggestions for furtiesearch.

2. Empirical Research on Budgetary Incrementalism

Budgetary incrementalism is a polyhedral theorgadial science. The seminal work
by Wildavsky (1964) integrated qualitative desaviptarguments with empirical, analytical,
and normative theory arguments into a holistic eption of budgeting (Swain and Hartley,
2001: 17). This plural sided and rich descriptiaune of incrementalist theory represents
both its strength and one of the principle chalesno empirical testing. The criteria for what
budget outcomes are consistent with incrementaksumclear, and therefore incrementalism
as an empirical theory remains vague and diffitutiefine. In the words of William D. Berry
(1990), budgetary incrementalism is a “confusingetawith “too many meanings for a single

concept”.

2.1. Budgetary Incrementalism in its Earliest Wildarskian Times: from the

Analytical Core to the Empirical Models.

The core of Wildavskian budgetary incrementalismstgeon previous contributions
made by Simon (1955) and Lindblom (1959), who suggab incrementalism instead of
comprehensive rationality given the cognitive Isnitinformation costs and political
constraints confronted in policy-making in complaxd uncertain environments. Wildavsky
(1964) added two other arguments in favor of in@etalism that are especially present in
public budgetingi) the need to maintain political conflict underai@ble limits; andi) the
institutionalized bureaucracy of the process (Re®mm2003, 2006). In sum, those responsible
for national budgeting are traditionally faced witherwhelming or burdensome calculations
under time pressures, repetitive tasks and expewesatand lack knowledge enough to
compare the merits of alternative programs and igrethe consequences of budget
reallocations. In this scenario, decision-makingned be said to be rational-comprehensive
but incremental. Agency budgets are constructeagusnly slight variations from an existing

budget base, which may be approximated by lastsyaarount.



Albeit Wildavsky (1964) offered essentially quainve evidence in support of
incremental budgetary theory, he also considersesqoantitative evidence regarding the
range of variation in the percent annual changeuitiget appropriations. However, the first
econometric test carried up by Wildavsky was Dadempster and Wildavsky (1966a,
1971), which suggested for the most of the agernhbisbasic model

X =By Yt é (1)
Yo =AX + 44 (2)

In this system of equations; andy; represent the agency request (through the Office o
Management and Budget) and the congressional apgtiop for the agency in a certain
year. y._; represents the congressional appropriation foséimee agency in the previous year,
and & and s represent random disturbances. The structural &rtine model resulting from a
combination of equations 1 and 2 was written byab#hors in standard econometric format

in the following vector-matrix equation:
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Estimating these equations for fifty-six non-defehsS. governmental agencies over
the period from 1947 to 1963, they obtained a gi@toeheasured by the multiple correlation
coefficients (Rs). Nevertheless, the break of the time seriestimtoparts and subsequent use
of Chow’s test reveled a frequent existence of ftspoints” or changes in the equation
parameters —in other words, changes in the actierssion rules. Moreover, the occurrence
of extreme disturbances was seen as evidence wiaftecases”, in which decision-makers
temporarily set aside their usual decision ruldsusl awareness is enhanced of the need to
introduce exogenous factors to explain not onlgé¢hshift points and deviant cases, but the
observed differences in the parameter magnitudengrtiee agencies. Not surprisingly, seven
years later the same authors choose a set of Ifeeaos variables for possible inclusion in
what they labeled thextended modglDavis, Dempster and Wildavsky 1973). According
Davis, Dempster and Wildavsky (1974: 427), by ipooating (3) these exogenous variables
2, ..., Zn, as well as the process gaming-varialgle X).., representing the difference between

the previous year’s appropriation and request,esgions (1) and (2) become respectively

X =B+ Bz + Lz Yorr Bora( ¥ 31ty (4)
yt = (/10 +/112]I +"'+/1m Znt) ){+ Am+1( y_ ))t—1+,7t (5)



Exogenous variables are entered multiplicativelto iboth equations in order to
capture factors that influence coefficients ovemwamber of years, such that theeta
coefficients can be interpreted as a basic chamgelationships. The authors also opted to
treat some continuous variables as binary to mitdetliscrete shocks (war, depression, party
shift) affecting the budgetary process. In theirdfg“although it is basically incremental, the
budget process does respond to the needs of thermgaand society, but only after sufficient
pressure has built up to cause abrupt changesppeted by these events” (Davis, Dempster
and Wildavsky 1974: 421).

2.2. Evolution and New Directions in IncrementalisiLiterature.

In his survey of the empirical literature on budggtincrementalism, Berry (1990:
183-185) distinguished among thregernalized change model approachesthe testing of
incrementalism. The first approach is the regressiobudgetary outcomes on a time trend.
This approach consists of studies from Fenno (1866:392) and Bunce and Echols (1978)
who measure incrementalism by the degree of liteam budget change over time. The
second approach is the uni-variate analysis of d&etwyear differences in budgetary
outcomes, exemplified by the works of Wildavsky 2914, 1975: 242), Danziger (1976:
342-343), Le Loup and Moreland (1978:. 235) and Ke(®tp82: 651). These authors
considered a distribution tightly concentrated ama low central tendency as evidence of
incrementalism. The third approach consisted ofe®ging an outcome in one year on the
outcome from the previous year. This approach wdspted by Davis, Dempster and
Wildavsky (1966a), Cowart, Hansen and Brofoss (1.9&Bd Danziger (1976: 343-344) who
presume that high®® represented empirical support for incrementalism.

Moving away from internalized change approachesgerous variables are added in
some of the works surveyed by Berry (Davis, Denmpaitel Wildavsky 1974; Brouthers and
Stimson 1980; Fischer and Kamlet 1984) in orderraalize internal-external change
approachesThe selection and introduction of exogenous Wwemchange depending on the

behavioral assumptions and methodologies adopted.

The most recent developments in the empiricalditee on budgetary incrementalism

proceeds mainly along the five following directions

i) Overcoming the statistical limitations of the trélinal research on incrementalism
Yet in the 1970s and 1980s, several scholars natredfor attempted to rectify the

shortcomings of the Davis, Dempster and Wildavsiggigical method. In some cases the
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authors modified the dependent variable, detrertbeddata, or used alternative budgetary
measures. In other cases they used residual diggges identify break-points or impose a
fiscal constraint on the budgetary figures. Notati#imding these refinements, the statistical
concerns continue to motivate research effortshen gresent century. For instance, Boyne,
Ashworth and Powell (2000: 59) state that the agastatistical success of the most frequent
test for budgetary incrementalism “is simply toaddo be true”. They argue that the high
positive correlations between the level of expamditof one year and that of the previous
year demonstrate neither marginality nor regulantpudgetary outputs. To account for this,
rather than use a level-on-level regression, thieoas opt to regress the reddangein net per
capita expenditure in yeaion the samehangein yeart-1. Statistical success is defined as a

positive correlation coefficient that is close trecand an Rthat is greater than 50%.

Dezhbakhsh, Tohamy and Aranson (2003) stress tmatiavis, Dempster and
Wildavsky's econometrics suffers from two main gbomings —exacerbated when
budgetary data are non-stationary. First, thosecasinote the frequent recurrence of high R
between unrelated trended series. Second, the Ghiest' is subject to several limitations. As
an alternative, they adopt a new approach by ifyemgi statistical cases witlmarginal
outcomes to then examine the outcamgularity. The first step is to pool the annual rate of
real change in the budget for all agencies angealls together, and to standardize the rates
by subtracting them from the median and dividingthg standard deviation of the pooled
rates. To determine which of the standardized ohaatps are marginal, the authors construct
several statistical bands, each with a size thaesvdrom year to year as the cross-agency
variance of the annual budget change varies oveg.tifrhe second step is to analyze the
regularity of the marginal change rates, using ar-f@ar period inside the band as the

minimum length for classifying the marginal changesncremental.

ii) Establishing a tested formal theoretical basis ifarementalismAlthough Davis,
Dempster and Wildavsky formalized several budgetisien rules consistent with
incrementalism, they did not the same with the técal basis of incrementalism. In the last
years, however, some scholars have tried to eskabhd test a formal theoretical basis for
incrementalism. In this vein, Le Maux (2005) prdsea simple model of procedural
rationality for capturing complexity as a causemafrementalist decision-making. Further, he
presents a political bargaining model (based on Rubinstein-Stahl alternating-offers
bargaining game) for measuring the effects of jalitculture and pluralist polity. Empirical

testing with data for French departments indic#itespresence of budgetary incrementalism



due to both complexity and political conflict. Tohg, Dezhbakhsh, and Aranson (2006)
propose another formal theoretical basis, alteraab the view that budgetary decisions are
incremental because they are complex, extensivecanflicted. The authors model a utility-
maximizing legislature confronting a meta-decidi@tween single-period budgeting or multi-
period budgeting, where the first of these twotegees is associated with a greater chance of
non-incremental outcomes. Then, they test the capbns of their model using the empirical
procedure previously developed by them (Dezhbakhsthamy and Aranson 2003).
Evidence consists of 1946-1994 budget data foromsesection of 93 non-defense U.S.
government agencies. Results support the moded@igiron that the extent of incremental vs.
non-incremental outcomes varies systematically atttain economic variables embedded in

legislators’ payoffs.

iii) Investigating the determinants of incrementalismnas-incrementalisimAs seen
in the preceding subsection, Davis, Dempster andatsky built extended models in order
to better understand the factors that led to neremental or irregular budgetary changes.
Once these changes were mainly conceptualizedeaslhiift-points” in the otherwise stable
relationships between Congress and agencies, gdicpve capacity of the incrementalist
theory was recognized as crucially dependent otingtahe conditions under which such
shift-points would occur. So, to know when and undéat conditions is the budgetary
process incremental or not incremental, regularregular in its interactions, is much more
interesting than simply know whether budgetingnsrémental (Dempster and Wildavsky
1979: 378). Indeed, the search for an explanatfomarementalism/non-incrementalism in
budgeting have become a growing concern in thediestdes, while the conceptualization of

non-incremental behavior as a “shift-point” is abwvays adopted.

Jones, True and Baumgartner (1997) explored thedimpf political dissensus on
budget volatility, assuming that greater budgettility implied less incrementalism in the
budgeting process. They defined volatility as thersextile range of percent annual change
in all domestic U.S. budget sub-functions from 18drbugh 1995. They then estimated an
exponential decay model regressing the log of td@pendent variable on time and three
measures of political dissensus. Results indicatett one of the measures, divided
government, was positively associated with budgéatility but also that this volatility was
decreasing from earlier decades. Robinson (2003} bumodel to test the impact of
bureaucratization on incrementalism in budgetingTexas school. Meanwhile, Dezhbakhsh,

Tohamy and Aranson (2003) used a Poisson regress$ioon-incremental counts of their



above-mentioned series to examine how these couverts affected by both political and
economic variablés A further attempt was done by the same authortesting the model
they formulated three years later (Tohamy, Dezhblakhnd Aranson 2006). More recently,
Harbridge and Anderson (2008) replicated the arglytJoneset alia (1997) for different
aggregation levels, while using only one of theiree measures of political dissensus (divided
government). Their empirical results confirm a pigei and significant relationship between
divided government and budget volatility, but onbt the most aggregated level

(subfunctions), and not at the subaccount or agkvey.

iv) Examining the “punctuated incrementalism” varianfThe budgetary behavior
depicted by the punctuated equilibrium theory isiirescent of the Davis, Dempster and
Wildavsky's (1974: 421) quotation above. It statest, “although it is basically incremental,
the budget process does respond to the needs adctireomy and society, but only after
sufficient pressure has built up to cause abruphghs precipitated by these events”. This
pattern of stasis interrupted by periods of drameliange had been amply discussed in policy
studies before Baumgartner and Jones’ (1993) iraport of the punctuated equilibrium
theory, though such discussions lacked a “centrgarizing metaphor” and “theoretical
vocabulary” to empower analysis (Robinson 2006:)13&w theory advocates criticize
incrementalism on the grounds that it either feilor relies on external shocks in order to
explain large-scale budgetary changes (True 200@pntrast, punctuated equilibrium theory
incorporates both incrementalism and large-scadmgébs into its view of government as a
complex, interactive system. Incrementalism is théiscarded as a comprehensive
explanation of budget changes, serving rather asmponent of punctuated equilibrium
theory. Summarized in True’s (2000: 13) own wortds not so much incorrect as it has been

simply incomplete.

Punctuated equilibrium theory has been empirica#lyly tested for several spending
categories and aggregation levels with 1947-98 B&ileral Budget data. Statistical tests
used include pattern analysis, ordinary least sguagression analysis, autoregressive-

integrated-moving average (ARIMA) analysis, geneeal least squares analysis, and uni-

3 The political variables were Democrat’ controltbe White House, changes in congressional majority,
changes in executive administration, and electiearyAs economic variables, nominal discount riatéation
rate, growth rate of government revenues, and govent deficit were taken.

4 For convenience, we adopt the Reddick’s (20038:2Z8D) expression of “punctuated incrementalism” to
refer to the application gbunctuated equilibrium theorjo budgeting. We acknowledge, however, that this
theory also represents alternative toand arattempt to surpassicrementalism.
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variate distributional analysisNevertheless, it was not until True, Jones, aadnByartner
(1999) that a precise standard frequency of snmalllarge changes defining PET was settled
upon. This standard was more frequent than in ealdistribution, which Jonest al. saw

as associated with traditional incrementalism. Cetety, the presence of a kurtosis measure
higher than 3, often referred to asleptokurtic distribution, was confirmed not only on
American country data but on European ones. Sa) dold Margetts (2003) found that the
1951-96 UK real budget changes formed a leptokuistribution in most policy sectors.
High kurtosis values were also obtained by BaunmgastFoucault, and Francois (2006) for
France, another Latin European country. In recewatrs; however, research on punctuated
equilibrium has shifted away from testing such hébrapattern to searching for factors that

cause behavior to be more or less “punctuatedRadsnson (2006: 143) highliglits

v) Comparing incrementalist model results with tho$eother theoretical models
Both in policy making and in budgeting, incremeistal has always had to be developed in
coexistence with other competing theories, as tedesn Rubin’s (1989: 79) reproach to
Wildavsky for his neglect of a mushrooming of namgmentalist quantitative literature,
some of which theoretically arresting. More recgnReddick (2002, 2003a, 2003b) have
tested three rival decision-making theories usindget outputs. These theories are “garbage
can”, incrementalism and rational budgeting. Theycharacterized by, respectively, the low,
intermediate and high degrees of economic ratipnaksumed to be present in real world
budgeting. Reddick defines garbage can budgetingaasmndom process(random
expectations) which allows to assimilate the anspahding variation to a random error, and
whose presence can be discarded by rejecting arowitin a Dickey-Fuller test of the

spending series. Budgetary incrementalism can beeieed of as aackward-looking

5 As an example, Jones, Baumgartner and True (1288) an ARIMA format to show the presence of two
dramatic shifts in spending patterns since World WaAlthough their dependent variable was repnésé by
median real annual percent change in the U.S. dammasdget from FY 1947 to FY 1995, they also eatieal
the intersextile ranges for these annual perceamigés to depict change variability.

6 A pioneer in this shift was Jordan, who in 2008t¢d whether budget functions associated with low-
conflict political environments have lower largeadlge frequencies and probabilities. Meanwhile, So8alkin
and Larsen (2003) used kurtosis analysis and loligional tests to determine if increased “instdogl friction”
led to increased punctuated equilibrium behaviarchSfriction came given by the informational, cdgy,
decision and transaction costs of change decisidie following year, Robinson (2004) found that
bureaucratization of Texas school districts wagdthto a substantially lower kurtosis in the diattion of
budgetary change, suggesting that such bureawtiatiz reduced institutional friction. More recently
Mortensen (2005) explored whether different inteoesmfigurations result in more punctuations in squolicies
than in others, while Robinsogt al (2007) tested the influence of organizationaksand structure on the
punctuation processes. Finally, Joe¢sl’s (2009) ambitious comparative study has fourat the |-kurtosis
scores correlate with measures of institutionatifsh factors like presidential systems, coalitgovernment,
low party discipline, or federalism.



process(adaptive expectations) and can be tested by exagnivhether spending follows a
first-order autoregressive process. Finally, raldoudgeting can be viewed adaward-
looking procesgrational expectations) whose existence is corrateor when the following
conditions are met) the surplus/deficit series follows a first-ordeoving average process,
and ii) the results of the Phillips-Perron and Augmeniadkey-Fuller tests rule out the
existence of a unit root. Using data from the Whi&tates, the United Kingdom and Canada,
Reddick found no evidence for garbage can budgetsame support for budgetary
incrementalism, and consistent support for ratidnalgeting. Moreover, at the macro level,
in all three countries spending total incrementaligpparently coexists with rational
budgeting of the surplus/deficit.

Reddick (2003a) examines competing theories by Diekey-Fuller and Phillips-
Perron (for “garbage can” and rational budgeting)d ahe AR test (for budgetary
incrementalism). As dataset, he uses this timartbethlyU.S. national government budget
outcomes from 1968 to 1999. The new empirical ewideseems to indicate that a rational or
balancing component at the macro level does netptehe domination of incrementalism at
the more micro level spending sectors (Reddick a0@¥1). Interestingly, however, the
author now acknowledges that some of his studigkeatd empirical support of the garbage
can and incrementalism theories in favor of ratidnalgeting. In Reddick (2003b), such a
bias appears mitigated by the following developmenta test of the garbage can model
which implements panel unit root tests developedhbet al. (1997) on a disaggregated U.S.
state budgetary data) the redefinition of rational budgeting as refegrito program, zero-
based and biennial budgeting; andl a test of incrementalism not only in isolationt klso
along with rational budgeting and a set of contiaiables. In contrast to his previous studies,
Reddick (2003b) finds support for the garbage camdeh at the disaggregated level
(functional areas), despite prevailing rational amctemental budgeting at more aggregated
levels. The author concludes by suggesting a relsgaaith that combines several types of
models, to capture what is most likely “a hybridnioof budgeting” (Reddick 2003b: 337).

2.3. A Double-Distinction-Based Proposal to Couplelncrementalism and

Exogenous Factors in Analyzing National Budgeting.

An operative way of testing incrementalism on budigures is verifying whether
their annual change rates remain within relativelyrow bandsriarginality) for a number of

years (egularity). This empirical approach adopted by Dezhbakhsihamy and Aranson



(2003) captures the two attributes of incrementalisaffirmed by Wildavsky (1993: 263),
but reinterpreting his “regular pattern of relasbip between spenders and savers” as a
minimum length of time change rates remaining witbertain statistical bands. In apparently
giving up the Dempster and Wildavsky’'s (1979) pcéde ambitions, such an approach
suggest us that perhaps none general and abstramil&tion of incrementalist theory enables
to make accurate predictions on budget allocatibrsdead, what it can be deducted from a
general incrementalist theory is only that budgé&ication change rates will follow the
aforementioned behavior pattern —i.e., that of mgwvithin relatively narrow bands for a
number of years. This relative margin of indeterin leaves room to enter exogenous

variables into analysis in order to play the twiesshowed in table 1.

Table 1. Four incrementalist internal-external apghes to national budgeting
(in boldfaced type, the approaches we apply imth section).

Role of exogenou

variables| exp| AINING THE DYNAMIC OF EXPLAINING NON-
MARGINAL CHANGE (EDMC) | INCREMENTAL CASES (ENIC)

(What explain how the change rate| (What explain the change rate

Existence (or not) 0 evolves within the band?) departures from the band?)

a within-budget referen
to measure incrementalism

BUDGET-TOTAL
INCREMENTALISM (BTI) BTI-EDMC approach BTI-ENIC approach

WITHIN-BUDGET
INCREMENTALISM (WBI) WBI-EDMC approach | WBI-ENIC approach

Our first proposed distinction is, then, what exisétween using exogenous variables
to explain how the change rate evolves within tlamdoor to explain the change rate
departures from the band. In effect, if incremastalallows for within-band fluctuations,
exogenous variables can serve to explain suchuiticns, that is, t&xplain the Dynamic of
Marginal Change(EDMC) usually within the predefined statisticalruls. Indeed, regressing
annual budget change rates on a set of exogenoiablea is not necessarily opposite to an
incrementalist approach, becaugefluctuations in this regressant may be compattité a
high stability in the budget levels, amjiIsome exogenous influences may be easily embedded
in the incrementalism rationale. The best examglehe last is inflation, as Tohamy,
Dezhbakhsh, and Aranson (2006: 49-50) acknowledgenwstating that “adjustments for
inflation along with reactions to changing factoosts, give the budgetary process its

distinctive incremental character”. For anothengfiincrementalism as a regular pattern of
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behavior was yet, in its early times, considereshgatible with “discrete shocks” or “abrupt
changes” precipitated by events like war, depressio party shift (Davis, Dempster and
Wildavsky 1974: 421). Afterwards, the “punctuatadrementalism” theory of budgeting has
tried to delve into this pattern of incremental &abr interrupted by “punctuations” or
periods of dramatic change. Thus, exogenous vasatdn also be usedEaplain these Non-
Incremental CasegENIC), operatively understood as departures frim predefined

statistical bands.

The second distinction we propose, betwBewlget-Total IncrementalisgBTI) and
Within-Budget IncrementalisifWBI), remits to the familiar one existing amonggeegation
levelg, albeit it is conceptually and methodologically aoed in a different way.
Conceptually, national budget total can be considiexrs aridge between macroeconomic
policy requirements, and administrative and polimeds. In the short term, total public
spending has a substantial weight on GDP and, firefean impact on the economy which
must be appraised globally. Total spending is miy @ sum of the public service needs but
also a macro magnitude which is explicitly conndcte monetary variables and general
economic policy through the government budget cairgt In the long term, the same total
spending cannot remain out of the expected econgmuwth and tax collection, without
jeopardizing the fiscal sustainability of a countifhe coexistence found by Reddick (2002,
2003a) between spending-total incrementalism amd-term budget equilibrium (Wood
2000), or rational budgeting of the surplus/defigibuld make sense in light of the long-term
upward trend in gross domestic product. Soigtiget-totalincrementalism is compatible with
more heterogeneousithin-budgetbehavior, so accommodating spending components can

offset non-incremental shocks or higher growtheyatt in other spending components.

Methodologically, budget-total incrementalism canbe measured relative to any
mean or median variation of the same budget, yedraggregation level, as it can when

measuring within-budget incrementalism. We can meas country’s BTI relative to the

7 One of the most classic methodological controesrsn the literature on incrementalism is that o t
appropriatdevel of analysiqi.e. level of aggregation). The seminal work cdvis, Dempster and Wildavsky
(1966) focuses on agency level analysis, while Dsterpand Wildavsky (1979) find an “agency effect”
evidenced by the patterned divergence of agenajst@tom within-agency budget components. Kant&7gt
131) and Harbridge and Anderson (2008) argue, hewyekiat the appropriate level of analysis is thawhich
Congress considers and publishes its budgetargidasi According to Berry (1990: 188-189), the diti on
the level of analysis requires explicit assumptiaf®ut how participants order decisions in the letaly
process. The key lies in identifying the step(sita decision-making process that involve simpdifion by
building incrementally upon previous decisions. Heeision should then be made based upon the d¢wehich
increments are established by decision makers.
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mean or median of a set of countries, but this de¢siecessarily mean the same thing. While
this second central tendency measure does notsesgirany upper limit distributed among
countries, in each country’s budget it is possibé the establishment of an increment is first
made at the most highly aggregated level by detengian overall government spending
increment that becomes a pool of money which igldtv among departments and agencies in
a competitive process (Berry and Lowery 19896ud Berry 1990: 188-189).

3. An Application to the Spanish National Budgeting

By the reasons provided in the introduction to tpeper, the Spanish national
budgeting is an interesting case to apply someuofpooposed approaches in studying the
budgetary impact of both incrementalism and exogsniactors. We begin placing this
empirical application in the context of the litens on Spanish government’s budgetary
process. Then, data are presented and a BTI-EDM@agh is implemented on the 1985-
2009 budget change rates, while a WBI-ENIC apprascised for the most restricted period
of 1997-2009. Although this choice of approachesl greriods has been decisively
conditioned by data availability considerationse(seubsection 3.2.), the pertinence of
distinguishing between BTl and WBI was confirmeddypreliminary assessment. In 1997-
2009, the majority of the 27 Spanish National Budgpending policies have shown
evolutions which are not correlated with budgesitotvolution. The six exceptions are
“culture” and “public debt” (significance at 20%)access to housing and building
promotion” (significance at 10%), “other economictians” (significance at 5%), and
“unemployment” and “pensions” (significance at 1%wus, the existence of a “total effect”
—which leads to incrementalism in budget-total ewbough it is not found at more

disaggregated levels — cannot be discarded.

3.1. Summary Overview of the Literature on SpanishGovernment’s Budgetary

Process; Novelty of the Present Research.

In the late eighties, Sanchez-Revenga (1989) amicda(1989) demonstrated, in
mainly descriptive analyses, that program budgatngpain occurred more in principle than
in practice. With the beginning of the ninetiesincading with the New Public Management
(NPM) wave of reforms, a qualitative studies’ stneaas initiated that pleaded for a result-
oriented budgetary reform (Zapico 1992, Zapico 1833x, Lasheras and Ruiz-Huerta 1993,
Ruiz-Huerta and Giménez-Montero 1994, and OnruBR6) Afterwards, other works have
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tried to delve into the causes of the Spanish gowent’s budgetary process shortcomings,
from different approaches. So, Salinas-Sanchezx1B398 and 1999) analyzes such process
from a constitutional economics perspective, widstrubia (1995, 1999) studies the Spanish
budgetary behavior and its fiscal policy implicaso from the postulates of the new
economics of organization. For their part, Gonz&éramo (2001) and Pons and Solé (2001)
adopt a political economy of fiscal policy approachstudying the influence of government
composition and parliamentary dependence on budgeisciplined. Later on, Zapico (2003),
Onrubia (2003) and Ruiz-Huert al (2007) evaluate the two elapsed decades of bajget
reform reaffirming the critical line they adoptedthe early nineties, while some nuances are
introduced to®. More recently, Ballart and Zapico (2008) revibi¢ reform weaknesses and
underscore the need to go beyond a budget diseiplproach, as well as pointing out three
requirements for reform success: sustained pdliscgport, learning capacity, and right

incentives.

Notwithstanding those contributions, current stadmave failed to econometrically
analyze Spanish public budgeting from an incremishténeory. This research represents an
attempt to do it, albeit also considering exogenmftuences on budget figures. Our
hypothesis is that Spanish national budgeting dpgras an internal-external change process
(Berry 1990: 185), rather than assuminguaie incrementalist model. By this, we recognize
both the accuracy of budgetary incrementalism —omeid for Spain by the qualitative
studies cited above— and its insufficiency in fulxplaining the complex reality of
contemporary public budgeting. In this first quéative empirical application to Spain, we
have opted to rely on the sound and large tradibbormcrementalism literature, leaving the
more in vogue analysis of Spanish national budgefrom a punctuated equilibrium

framework for a future paper.

3.2. Data.

Unfortunately, for Spanish national budgeting wenrc# make use of any
homogeneous, disaggregated, long-term databasethtike used by U.S. researchers (Cogan
2002, True 2007). In the Spanish Public Sector Booo Database Base de Datos
Econdmicos del Sector Publico EspafRBADESPE) of the Spanish Institute for Fiscal

8 From the standpoint of the political economy of lpulbudgets, empirical works by Jiirgen von Hagen
(1992), Hagen and Harden (1994) and Hallerbergustr and Hagen (2007) may also be referred heigpam
is included in the set of countries analyzed byaus.

9 From a predominantly accounting background, Mantes(2002) and Pina and Torres (2005) also provide
global appraisals of the government financial managnt reforms in Spain.
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Studies, the longest central government spendingsséegin in the mid eighties and are
disaggregated by economic categories. The seriasti€omprehensive in that it does not
report for General Budgets of the Sta@egsupuestos Generales del Estad®GE) but only
one subsector composed of ministries and constitati organizations. We have therefore
opted to use other data sources available fronsganish Ministry of Economy and Finance
(Ministerio de Economia y HaciendaMEH) to obtain budget figures whose institutional
coverage was that of the whole consolidated PG&uch coverage extends to sub-sectors
“State” (central government ministries and consitinal organizations), “Autonomous
Bodies” dependent on the central government, “$&egurity”, and a growing number of
other public entities attached to the central gonemt and subjected to legally binding
budgets. This is the widest institutional scope 6mnsolidated budgetary data can be
obtained, but only in terms of opening appropriaggio—supplementary and other

modifications of the budget appropriations areinofuded-.

To test budget-total incrementalism, we build aadet based on the abovementioned
data sources for the period 1984-2009. For previmass, consolidated PGE-total figures
have not been available for us. Unlike the disagmped panel data used in subsection 3.4,
these aggregated time series data are not homegemrz adjusted by the justice, health and
education services transferred to the regional gowents. Given that these are not the only
services decentralized to regional governments, that the delivery of such services is
financed in part by grants included in the PGE Ifotee have opted to take the non-
homogenized budget figures and to add a contrahbiarin the model.

To test within-budget incrementalism, we use patsh from only one of the data
sources (MEH 2009), corresponding to PGE’s 27 sipgndolicies over the period 1996-
2009. For previous years, the same source dogsrotle data. An advantage of this source
is that its figures for justice, health and eduwatare homogenized to take into account
services decentralized to regional governmentsnduthis period. As the appropriations for
the amortization of financial liabilities are natcluded, the spending policy “public debt”

10 Budget-total data sources are MEH (1985b) for 1884IEF (1991) for 1986-88, the PGE Acts for 1989-
1995, and MEH (2009) for 1996-2009. Spending-potitcsaggregated data source is MEH (2009). Using the
IEF (1991) budget-total data for 1986-88 favoursnbgeneity with the following exercises, since thesaga
incorporate to the budgetary consolidation perimatveral public entities whose inclusion was nadem
official until 1989 —Institute for Foreign TradeulNlear Security Board, and National Inheritance.

11 2007 is the firstonsolidated‘General Account of the Administrative Public Seétissued in Spanish
national government. For previous years there areansolidated data in terms of liquidated budgetthie
same institutional scope, nor in terms of final rayppiations.
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refers to debt-related spending other than amdidizes To avoid analysis disturbances, we
exclude the anomalous 1,300% increment in “findremal tax administration” in 2009, due
to the 20 billion Euro endowment to the Fund fogAisition of Financial Assets approved by

the 6/2008 Royal Act Decree.

In making all these choices, we prioritize comprediee institutional coverage and
series homogeneity. Asquid pro quo the data has required us to work with a timeeseof
25 observations and a panel of 323 observation®asendogenous variables are annual

change rates, the first year is lost for analysis).

3.3. Budget-Total Incrementalism in the 1985-2009fanish National Budgets.

Kernel density of the 1985-2009 PGE total growtkesa deflated by the public
consumption deflator provided by the Bank of Spashows thetightly concentrated
distribution around dow central tendency that Berry (1990) considered \adeace of
incrementalism. Results remain essentially the sahen appropriations were deflated by the
GDP deflator, with a marginal mean increase (2.5&b) almost all observations being
between -2% and 6%. Moreover, this band would benavarrower if we eliminated the
negative variations of 1996 and 2002: the formez thuthe parliamentary rejection to the
budget bill, and the latter due to changes in regligovernment finance and the devolution of

powers in health care to regions.

Figure 1: Kernel density of growth rates for defthbudget totals: 1985-20009.
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To provide additional confirmation of the dependemnd one year’s budget on the
previous year, and to explore the viability of iegtthe AR(1) model for the budget-total, two
unit root tests were applied to budget figures esped in both current and constant prices. In
order to deflate nominal series, the public condionpdeflator was used. According to both
the ADF and the Philips-Perron tests, the existaiane unit root in the level of both series

cannot be discarded (Table 2). Results hold whegarithms were used.

Table 2: Unit root tests for variable (1985-2009)

Budget in current prices Budget in constant priges
ADF (p-value) 0.99 0.82
Philips-Perron (p-value) 0.99 0.84

Note: H, : p =1. All specifications include intercept and timerte

Hence, instead of estimating an AR(1) model withemditure level as an endogenous
variable, the nominal growth rate of expendituraused as endogenous variabg).(This
approach returns us to what Danziger called thectashcremental model” —a model that
predicts allocation changes characterized by altbat same proportionate increase or
decrease from year to year (Danziger 1976: 339vever, unlike his approach, ours does not
express the budget growth rates as mere ratiosebatwbserved allocation in ye@aover
observed allocation in yedrl. Our approach is also not strictly internal laut internal-
external change incorporating different subsethefexogenous variables defined in table 3.
Given the focus of this type of model on the dyref marginal change rather than the
stability of the allocation level, the estimatiomesults do not allow us to rule out
incrementalism unless in a very limited and specifersiod?. The general econometric

specification to be estimated is the following:

B =a+BE 4+ @ Xy 4D 0nZnte, (6)

where X is a set of political and budgetary variables ahds a set of economic and

demographic variables.

12 See Danziger (1976: 339, 347) and Bozeman (197%). Bozeman says that by looking at the rate of
change, in a sense the incremental nature of bundgeas been controlled for.
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Table 3: Variable definitions and data sources.

Endogenous variable
E Consolidated General Budgets of thé&nnual growth rate of opening appropriations
State. (deducted those to amortize financial liabilities).
Figures in current prices. Source: MEH (1985b),
IEF (1991), PGE Acts, and MEH (2009).
Political and budgetary
EY, Electoral cycle Dummy variable coded 1 in pre-aétetyears and Q
otherwise.
LPG.; Left party Government (ik1) Dummy variable coded 1 when budget is passed by
a leftist Government and 0 otherwise.
DEF Fiscal Deficit (int-1) Net lending/borrowing of the Central Government
and Social security funds, in national account term
(percentage &DPy,). For 2008 government
forecast is used. Source: INE (www.ing,dsank of
Spain (www.bde.§sBADESPE (www.ief.€s and
GS (2009).
RDI, Regional Decentralization growth | Annual growth rate in the opening appropriations|of
Index the regional governments. Both the amortization pf
financial liabilities and the grants from the cahtr
government are subtracted. Source: DGCF (2009),
MEH (1985a), MEH (1985b), IEF (1991),
BADESPE (www.ief.e5 PGE Acts, and MEH
(2009).
Economic and demographic
GDP, Gross Domestic Product in constantAnnual growth rate. Source www.ine.€or 2009
prices government forecast is used.
DEFGPD Deflator of the GDP Annual growth rate. Source wimg.esFor 2009
government forecast is used.
INTEREST Interest rate Variation in legal interest rate (%urce: Bank of
Spain (www.bde.gs
P Population growth rate Annual growth rate (Wwww.asp.
OPR Old Population Ratio Population older than 65 degal population
(www.ine.es.

In table 4, the nominal budget growth rate in yie@) is explained by four different

sets of variables. In column (1) the only regredsathe lagged endogenous variable. It is

highly significant with a coefficient of over 0.5 columns (2) and (3) two alternative and

more sophisticated models are estimated. Becauge2bnobservations are available, both

models are separately estimated. The former insludecombination of political and

budgetary variables. The latter includes economat demographic variables. In column 3,

changes in the unemployment rate were also includpdeliminary estimates, but correlation

with variableGDP was troublesome. Definitions and data sources wememarized in table

3. Finally, model (4) combines variables in colunfgsand (3) with the highest t-statistics:
variablesEY; andLPG:.; in column 2, and@DP,, DEFGPDQ, OPR, andP; in column 3.
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Table 4: The determinants of budget growth raté8%12009). Econometric estimates of
equation (6).

Model (1) (2) (3) (4)
Intercept 0.032** 0.025 0.028 -0.004
(2.19) (1.49) (1.23) (0.22)
Ei.1 0.559***
(3.26)
EY; 0.021 0.021
(1.37) (1.62)
LPG.; 0.062*** 0.042***
(4.11) (2.91)
DEF 1 0.039
(0.14)
RD 0.033
(0.58)
GDP, -0.668 -0.361
(1.64) (1.03)
DEFGPD 0.921** 0.765**
(2.60) (2.57)
INTEREST 0.007
(1.13)
Py 1.355* 1.295**
(1.75) (2.04)
OPR 6.380 4.485
(1.45) (2.30)
B-G (p-value) 0.88 0.31 0.28 0.48
R* 0.325 0.501 0.503 0.693
Observations 24 25 25 25

Notes: All equations are estimated using OLS. Stethd-statistics are in parentheses. B-G is theifrie-
Godfrey Lagrange multiplier test for general, hiller, ARMA errors. The null hypothesis of the
test is that there is no serial correlation inr&duals up to the specified order (2).

*x *x and * indicates significance at 1%, 5% arl®% level, respectively.

Budget growth is higher when the budget is pasged leftist government and also
when the inflation rate, proxied by the GDP deflats highe#3. The coefficient on
population growth is also positive and significaRinally, budget increases are positively
correlated with the ratio of population over 69el only at a marginally significant level
(20%). The rest of variables are not significanigual levels. In preliminary model estimates
in columns (2) to (4), non significant coefficierfts E., were obtainet. Moreover, R in

column 4 is much higher than in model (1). Thisigates that the evolution &; may be

13 This result holds when the public consumptionatefl is used instead of the GDP deflator.
14 p.values were 0.41 in column (2), 0.37 in colud) &nd 0.65 in column (4).
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better explained by a combination of exogenousofadhan by inertia in budget change rate.

Actual values, fitted values and residuals fromuomh (4) of table 4 are shown in figure 2.

Figure 2: Budget growth rates (1985-2009). Actusdles,
fitted values and residuals from column 4 of table
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3.4. Within-Budget Incrementalism in the 1997-200%panish National Budgets.

As indicated above, now we are going to test withidget incrementalism on data
corresponding to PGE’s 27 spending policies. Anmualvth rates for each spending policy
are computed using the public consumption defla@onvert nominal growth rates into real
growth rates. Then, we apply the Dezhbakhsh, Tohamy Aranson (2003) method to
standardize the rates and obtain their distribstiohfter pooling all observations for all
policies we observe that the distributions are ®kewo the right. The rates are, therefore,
standardized by subtracting the pooled mediang@austhe pooled mean) of observed values.

Results are divided by the standard deviation efatholed rates.

The kernel density of the standardized real budgewth rates is shown in figure 3.
The theoretical normal distribution is also reprged. The distribution of standardized rates
iIs not normal according to the Jarque-Bera teshymality. In fact, figure three reflects a
leptokurtic distribution punctuated equilibrium stdrs would consider confirmation of their
theory. While they defend that traditional increaism would be limited to a normal

distribution, we maintain an incrementalism framewan that the distribution igightly
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concentrated around law central tendency (Berry 1990), as required byeammntalist

theoryts.

Figure 3: Kernel density of budget growth rates.
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According to results summarized in table 5, spemdpolicies with the most
incrementalist decision making practices are defehealth, and agriculture, fishing and
food. All categories show incrementalist behavior &ll observed years. A second cluster
includes citizen security / correctional institutsp and public debt, followed by justice,
culture, and education. Civil research, and Sd@egurity management and administration are
the policies with most non-incrementalist yearsti€xl values of our statistical bands are the
same as those used by Dezhbakhsh, Tohamy and Aré2803). The small two-sided band
is between 40% above zero and 40% below zero, \inddarge two-sided band is between
45% above zero and 45% below zero. The small ag@ lpositive bands are similar to the
previous ones, except that they include a lowemHtoof O, such that budget decreases are

always counted as non-incremental events.

15 We remit the thorough examination of this questiom future work more focused on the applicatibn o
the punctuated equilibrium theory to budgeting.
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Table 5. Incrementalist (1) and Non-Incrementgiéf) years of the
spending policies according to the four electetistieal bands.

Small two- Large two- Small positive | Large positive

sided band sided band band band
SPENDING POLICIES -40 pp./40 pp. | -45 pp./45 pp. 0/40 pp. 0/45 pp.

| NI | NI | NI | NI
Justice (homogenized) (*) 11 2 13 0 11 2 13 0
Defense 13 0 13 0 13 0 13 0
Citizen Security and Correctional Institutions | 12 1 13 0 12 1 13 0
Foreign Policy 9 4 10 3 10 3 10 3
Pensions 12 1 13 0 12 1 13 0
Other Economic Loans 9 4 12 1 9 4 12 1
Social Services and Social Promotion 9 4 11 2 10 3 12 1
Employment promotion 10 3 12 1 10 3 12 1
Unemployment 10 3 12 1 10 3 12 1
Access to Housing and Building Promotion 10 3 11 2 10 3 11 2
Management & Administration of Social Security 5 8 9 4 6 7 9 4
Health (homogenized) (¥) 13 0 13 0 13 0 13 0
Education (homogenized) (*) 10 3 13 0 10 3 13 0
Culture 10 3 13 0 11 2 13 0
Agriculture, Fishing and Food 13 0 13 0 13 0 13 0
Industry and Energy 9 4 9 4 11 2 11 2
Commerce, Tourism and SMEs 10 3 10 3 11 2 11 2
Subsidies to the Transport 8 5 10 3 10 3 12 1
Infrastructures 9 3 12 1 11 2 12 1
Civil Research 5 8 8 5 5 8 8 5
Defense Research** 7 6 7 6 9 4 9 4
Other Economic Actions 7 6 8 5 12 1 12 1
Top Management 9 4 13 0 9 4 13 0
General Services 9 4 11 2 10 3 12 1
Financial and Tax Administration 11 1 11 1 11 1 11 1
Transfers to other Governments 11 1 12 0 11 1 12 0
Public Debt 11 2 13 0 13 0 13 0

* Spending homogenized by the transfers of Judtiealth and Education effectuated since 1995.

** For 1996 and 1997 we put the figures resultimgnfi subtracting to the total of the policy Researbevelopment and

Innovation that part allocated to Civil Research.

Table 6, allows us to detect the time evolutiormithin-budget incrementalism. In

2003, 26 of 27 spending policies were within thegéabands and with 24 being within the

small bands. On the contrary, in 2004 and 2006 avkalf of spending policies show non-

incrementalist behavior using small bands.
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Table 6. Incrementalist (I) and Non-Incrementgiéf) cases by year
according to the four elected statistical bands.

Small two- Large two- Small positive | Large positive
sided band sided band band band
YEARS ["40 pp./40 pp. | -45 pp./45 pp. 0/40 pp. 0/45 pp.

| NI | NI | NI | NI
1997 | 21 6 23 4 25 2 26 1
1998 | 23 4 24 3 24 3 25 2
1999 | 23 4 25 2 24 3 25 2
2000 | 22 5 24 3 23 4 25 2
2001 | 23 4 25 2 24 3 26 1
2002 | 22 5 24 3 23 4 25 2
2003 | 24 3 26 1 24 3 26 1
2004 | 13 14 26 4 16 11 24 3
2005 | 20 7 26 4 21 6 24 3
2006 | 12 15 21 6 14 13 22 5
2007 | 23 4 24 3 24 3 25 2
2008 | 21 6 23 4 21 6 23 4
2009 | 17 9 21 5 21 5 23 3

*

Budget homogenized, taking into account the exttmary appropriations for
immigration (1/2008 Royal Act-Decree).

In order to test the determinants of within-budigetementalism a binary variable is

defined. A value of 1 represents observations ajubands QUT;), while O represents

observations within bands (Table 7). The same basd$fiose in Dezhbakhsh, Tohamy and

Aranson (2003) are used. The model is computeédoh of the four defined bands. The set

of regressors include:

The lagged endogenouST;.;)
The share of each spending policy on the budggtant-1 (SHARE)

Three political dummy variables: (BY; is coded 1 in pre-election years
(when the budget of election years is discussedpasded) and 0 otherwise;
(2) variable LPG.; is coded 1 when the budget is drawn up by a leftist
government and 0 otherwise; (3) variabR is coded 1 if the budget is drawn

up in the first year post election and 0 otherwise.

Economic variable§sDP; and DEF..; defined in table 3 are also used here.
With both variables the effect of economic and fficial conditions on within-

budget incrementalism is tested.
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* The off-consolidated budget investment growth r@xB). This variable
reflects the evolution of the investment allocateyl public enterprises,
foundations and other entities out of the budgetamysolidation perimeter.

Data source is www.minhac.dgnformes Econdmico-Financieroand the

Anexos de Inversiones Reales y Programacion PluaBn

The general econometric specification to be eseohat defined as follows:

OUT, =3+ B,0UT_ + B, EY+ B, LPG ,+ 5 FB+
+ B, SHARE, + 3, GDP+ B, DEE,+ B, OCB &

Equation (7) is estimated using an iterative maxmiikelihood estimator for binary logit

(7)

models (optimization algorithm: quadratic hill cling). Results hold when different
probabilistic models (probit), optimization algtmts (Newton-Raphson, Berndt-Hall-Hall-

Hausman) and robust standard errors (Huber-Whit&))Ya&re computed.

Table 7: Econometric estimates of equation (7).
The determinants of non-incremental changes.

Explained OUT; OUT; OUT; OUT;
variable (Small bands)| (Positive small bands)| (Large bands)| (Positive large bands)
Intercept -1.653*** -1.931%** -2.264** -2.55%**
(2.56) (2.76) (2.45) (2.42)
OUT: 1.075%** 1.167*** 1.655*** 1.950***
(3.52) (3.44) (4.03) (4.01)
yet 1.106*** 1.064** 0.872 0.961
(2.66) (2.39) (1.50) (1.47)
FB: 0.316 0.230 0.516 0.291
(0.72) (0.49) (0.97) (0.43)
LPG:1 0.361 0.246 0.561 0.432
(0.78) (0.50) (0.88) (0.60)
OCB -2.490** -2.782** -1.893 -2.913*
(2.31) (2.35) (1.33) (1.70)
SHARE; -5.916* -5.730* -35.740** -28.181*
(1.84) (1.65) (2.37) (1.78)
GDP 8.365 12.697 8.691 12.226
(0.67) (0.93) (0.51) (0.63)
DEF.1 0.375 1.001 -0.498 0.454
(0.33) (0.81) (0.33) (0.26)
McFadden R 0.089 0.091 0.154 0.148
Observations 323 323 323 323

Notes: z-statistics are in parentheses.

*x *x and * indicates significance at 1%, 5% al®% level, respectively.
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The most significant variable @UT;;. This result is consistent with findings by True
(2000: 13-14) which state that a large-scale budbahge in yeat-1 increases the odds of
another large-scale change in y&ér VariablesFB andLPG are non-significant. Elections
(EY) tend to induce non-incremental changes, butdfiet is only significant at usual levels
when small bands are used. TBEHARE; variable is more significant when large bands are
used. Thus the higher the share of a spendingypolicdhe previous year’s budget, the lower
the probability of wide non-incrementalist budgkaoges in such spending policy. According
to John and Margetts (2003: 427), there is lespeséor dramatic increases or decreases in a
sector which comprises a large portion of total deidexpenditures. This result is also
observed by Mortensen (2005: 945-946), albeit i3 8tudy additional analyses did not
supported the budget share hypothesis as alteenatplanation to that initially tested by the
author. Finally, the coefficient of variab@CB s negative and significant in columns 1, 2 and
4. This indicates that a higher growth rate in ¢ffebudget investment is correlated with a
lower probability of non-incremental budgetary cgas. These results suggest that taking
investments off budget serves as a release foinaltbdget spending pressures, helping to

avoid large scale budget changes in specific spgrablicies.

4. Conclusions

After a decrease in popularity between the latbtezg and the mid-nineties, academic
interest in budgetary incrementalism is experiemcan resurgence. A new generation of
empirical research has been developed over thedemside with five primary goals$) to
overcome the statistical limitations of traditiomesearch on incrementalisit), to establish a
tested formal theoretical basis for incrementalisin) to investigate the causes of
incrementalism vs. non-incrementalisnv) to examine thepunctuated incrementalism

variant, and/) to compare incrementalist model results with ¢hokother theoretical models.

This paper has built upon insights from recentditigre offering a double-distinction-
based proposal to couple incrementalism and exageractors in analyzing national
budgeting. The two distinctive criteria are theer&dr exogenous variables and the existence
(or not) of a within-budget reference to measumamentalism. Among the four approaches

16 From the author's summarization of results, we a0 deduct that this effect is something weaker a
program and function levels than at the subfunctae. Moreover, in the last case the effect is érighhen
variation in yeat-1 is positive, and it is more probable that nocrémentalist variations in yeatrd andt have
opposite signs than they have the same sign.
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resulting from those criteria, two are then used iiirst quantitative empirical application of
incrementalist theory to Spain. Our analysis dgtishes between budget-total
incrementalism and within-budget incrementalismd @aombines several statistical tools in
order to avoid the shortcomings of the Davis, Deepsnd Wildavsky’'s econometric method

and its extensions.

Results at both levels suggest that, while increatsm explains the movement of
annual budget figure changes within relatively oarbands, other variables are needed to
explain the dynamics of the budget-total changeistha within-budget departures from such
bands. Both the 1985-2009 real budget growth ratekthe 1997-2009 standardized, real
growth rates by spending policy show a distributightly concentrated aroundl@w central
tendency. Nevertheless, the budget-total changardiyas can be better explained by a set of
exogenous variables like government party ideolatfigtion and population growth. Within-
budget departures from the above mentioned bamdbec@artially explained by departures in
previous years, shares of each spending policytal budget, the off-budget investment

evolution, and elections.

Several suggestions for future research emerge fhisnpaper. Beyond the above-
mentioned analysis of Spanish national budgetin@ ipunctuated equilibrium framework,
additional institutional variables and revenue atioh can be explored in order to more fully
explain budget behavior and incorporate simultaseoausality between revenues and
expenditures. Longer series are needed to makegedand more reliable analysis of both
budget-total incrementalism and within-budget inoeatalism. Consideration of the
definitive appropriations may show possible gantsetpavior concerning supplementary and
other in-year modifications of the budgetary appidpns. Finally, we think that
establishing a tighter link between the Spanishonat budgetary process features and the
gathering for research purposes is, while inewtaiohe consuming, an essential component

in correctly analyzing country’s within-budget ieanentalism.
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