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Introduction

Political organization of Argentina
Argentina is a Federal Republic.

I "The Argentine Nation adopts the federal republican representative form of
government". National Constitution, First Section.

The country is divided in 23 provinces and the capital city, called the Ciudad
Autónoma de Buenos Aires (CABA).
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Introduction
Political organization of Argentina
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Subnational public finances in Argentina

Political organization of Argentina
Provinces were the builders of the nation.

I "We, the representatives of the people of the Argentine Nation, gathered in
General Constituent Assembly by the will and election of the Provinces which
compose it, in fulfillment of pre-existing pacts, in order to form a national
union (...)". National Constitution, Preamble.

Provinces are the only sub-national units with political representation at the
national level, i.e. at the Congress.

Most important feature of the provincial autonomy.

I "Each province shall enact its own constitution under the republican,
representative system, in accordance with the principles, declarations, and
guarantees of the National Constitution, ensuring its administration of justice,
municipal regime, and elementary education." National Constitution, Fifth
Section.
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Subnational public finances in Argentina
Socio-economic heterogeneity

M. Besfamille (Pontificia Universidad Católica de Chile) Lecture 3 January-February, 2019 6 / 47



Subnational public finances in Argentina

Public sector heterogeneity
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Subnational public finances in Argentina

Expenditures
The National Government and the provinces have different attributions and
prerogatives, either on the expenditure or on the revenue side of the budget.

Exclusive competence of provinces: primary and secondary education,
municipal organization and local services like police, health and public
housing.

Participation of provincial public expenditures in the consolidated public
sector outlays rose from 40 percent at the beginning of the eighties, to an
average of 55 percent in 2003.
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Subnational public finances in Argentina

Expenditures
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Subnational public finances in Argentina

Revenues
On the income side of the budget, Argentina has traditionally a much lower
level of decentralization than for expenditures.

Provinces have, by Constitution, important tax prerogatives. Nevertheless,
since 1930s, they have delegated to the National Government most of their
taxing powers.

As a consequence, during 1988-2003, the National Government collected, on
average, 77 percent of the total tax revenue of the country, whereas
provinces were only in charge of the remaining 22 percent.

Provinces’ tax collection amounted, on average, to 2.14 percent of their GPP.
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Subnational public finances in Argentina
Revenues
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Subnational public finances in Argentina

Revenues
This gap between expenditures and tax revenues generates an important
vertical fiscal imbalance, solved through a system of intergovernmental
transfers called Coparticipación Federal de Impuestos [Law 23,548 /88], and
the possibility for provincial governments to borrow domestically and abroad.

For some provinces, a third important source of revenue comes from royalties
on private sector exploitation of oil, gas and mineral resources.
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Subnational public finances in Argentina

Debt

Commercial (private and public) banks, National Government, international
public bonds, loans from multilateral financial institutions.

“Formal” self-restrictions to the issue, use and level of debt...

I but Sanguinetti and Zentner (2000) showed that these self-restrictions were
seldom binding.

Since 1993, provincial governments have to be authorized by the (National)
Ministry of Economy to issue debt in foreign currency...

I but by 2007 no province had been denied such authorization.

M. Besfamille (Pontificia Universidad Católica de Chile) Lecture 3 January-February, 2019 14 / 47



Subnational public finances in Argentina

Debt

Commercial (private and public) banks, National Government, international
public bonds, loans from multilateral financial institutions.

“Formal” self-restrictions to the issue, use and level of debt...

I but Sanguinetti and Zentner (2000) showed that these self-restrictions were
seldom binding.

Since 1993, provincial governments have to be authorized by the (National)
Ministry of Economy to issue debt in foreign currency...

I but by 2007 no province had been denied such authorization.

M. Besfamille (Pontificia Universidad Católica de Chile) Lecture 3 January-February, 2019 14 / 47



Subnational public finances in Argentina

Debt

Commercial (private and public) banks, National Government, international
public bonds, loans from multilateral financial institutions.

“Formal” self-restrictions to the issue, use and level of debt...
I but Sanguinetti and Zentner (2000) showed that these self-restrictions were

seldom binding.

Since 1993, provincial governments have to be authorized by the (National)
Ministry of Economy to issue debt in foreign currency...

I but by 2007 no province had been denied such authorization.

M. Besfamille (Pontificia Universidad Católica de Chile) Lecture 3 January-February, 2019 14 / 47



Subnational public finances in Argentina

Debt

Commercial (private and public) banks, National Government, international
public bonds, loans from multilateral financial institutions.

“Formal” self-restrictions to the issue, use and level of debt...
I but Sanguinetti and Zentner (2000) showed that these self-restrictions were

seldom binding.

Since 1993, provincial governments have to be authorized by the (National)
Ministry of Economy to issue debt in foreign currency...

I but by 2007 no province had been denied such authorization.

M. Besfamille (Pontificia Universidad Católica de Chile) Lecture 3 January-February, 2019 14 / 47



Subnational public finances in Argentina

Debt

Commercial (private and public) banks, National Government, international
public bonds, loans from multilateral financial institutions.

“Formal” self-restrictions to the issue, use and level of debt...
I but Sanguinetti and Zentner (2000) showed that these self-restrictions were

seldom binding.

Since 1993, provincial governments have to be authorized by the (National)
Ministry of Economy to issue debt in foreign currency...

I but by 2007 no province had been denied such authorization.

M. Besfamille (Pontificia Universidad Católica de Chile) Lecture 3 January-February, 2019 14 / 47



Subnational public finances in Argentina
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Specic features of non-tax provincial revenues
Coparticipation transfers

Coparticipation Law 23548/88 defines the process by which taxes collected by
the National Government are reallocated to each province

54,7% : Provinces
1%
ATN

44,3% : Federal 
Government

Common pool Masa Coparticipable

Primary
Distribution

Secondary
Distribution

Federal Government’s total tax collection

VAT, income and corporate taxes, excise taxes, other taxes
Import and

export duties

Province i: x % Province j: y % Province k: z %
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Specic features of non-tax provincial revenues
Coparticipation transfers

In Section 4 of this law, the provincial coefficients/percents (of the Secondary
Distribution) are set as follows
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Specic features of non-tax provincial revenues

Coparticipation transfers

There is no political agreement/bargaining at the National Congress (or any
other political body) about the Secondary Distribution.

These coefficients have been kept fixed during the period.

Coparticipation transfers are neither closed-ended nor matching.

Free disposal.

The legal coparticipation coefficients are defined, legally or implicitly, neither
upon observable exogenous provincial characteristics nor upon observable
outcomes of provincial policies.
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Specic features of non-tax provincial revenues

Coparticipation transfers

Where did these coefficients come from?

In 1973, Law 20221 was enacted. With a stipulated duration of ten years,
this law was the first to regulate the Argentine tax-sharing regime in an
unified way.

It specied (Secondary Distribution) coefficients using an explicit formula that
weighted provincial population (65 percent), development gap (25 percent)
and population dispersion (i.e., inverse of density) (10 percent).

Although a new law should have been passed in 1983, the new democratic
(Radical) government decided to extend the period of force of Law 20221.

But, at the end of 1985, this law expired.
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Specic features of non-tax provincial revenues

Coparticipation transfers

As no political consensus to pass a new law emerged, between 1985 and 1987
provinces received national transfers that were decided by the National
Congress.

At the beginning of this period of legal vacuum, the pattern of these transfers
across provinces was similar to the one observed under Law 20221.

But then, after the legislative elections in 1987 won by the Peronist
opposition, negotiations at the National Congress started to reflect the new
distribution of political power, and thus the pattern of transfers changed.

When the National Congress could finally enact Law 23548 in January 1988,
the legal coefficients that appeared there crystallized the shares (of the total
amount of transfers) obtained by each province during the previous months.
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Specific features of non-tax provincial revenues

Coparticipation transfers

The new National Constitution, enacted in 1994, mandated to enact a new
Coparticipation law by the end of 1996.

In spite of this mandate, a new law has never been enacted.

But Law 23548 has been modified many times, creating

I “pre-coparticipaciones”: when a given amount of funds is taken out from the
common pool of taxes and send it to provinces, to attain some specific goal

I new transfers, aside from the general regime.

All this makes the system so complex that it has been called by Richard Bird,
the Argentine "fiscal labyrinth".
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Specific features of non-tax provincial revenues
The Argentine fiscal labyrinth
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Specific features of non-tax provincial revenues
Coparticipation transfers

Total Coparticipation transfers (% of all intergovernmental transfers)
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Specific features of non-tax provincial revenues
Coparticipation transfers

Coparticipation transfers, by province (% of all Coparticipation transfers)
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Specific features of non-tax provincial revenues
Hydrocarbon royalties

Chubut, La Pampa, Mendoza, Neuquén, Río Negro, Salta, Santa Cruz and
Tierra del Fuego have large hydrocarbon resources and concentrate, on
average, more than 95 percent of all natural resources royalties earned in
Argentina during 1988-2003.

As expected, hydrocarbon producer provinces received royalties from oil and
gas exploitation, but not exclusively.

I For example, in 1992, Neuquén earned 13 percent of its royalties from
hydroelectricity generation.

The regime of hydrocarbon royalties was determined by Law 17319/67.
Under this regime, the National Government set, for all provinces, a uniform
rate of 12 percent applied to the value of oil and/or gas computable
production, evaluated at domestic prices at the production site.
Moreover, the (National) Secretary of Energy was also in charge of auditing
whether firms reported accurately their level of production.
Royalties were collected by the National Government, and then transferred to
the provincial governments where oil and/or gas exploitation had originally
taken place, according to a pure devolution criterion.
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Specific features of non-tax provincial revenues
Hydrocarbon royalties

Before 2002, domestic oil and gas prices were equal to their corresponding
international prices because:

I i) no public intervention (e.g., taxes) created a wedge between those prices,
and

I ii) during most of the period 1988-2002, the exchange rate was fixed under
Convertibilidad, a currency board regime that pegged the Argentine peso to
the U$S dollar.

But things changed after the 2001-2002 macroeconomic crisis.

I the currency board was abandoned

I the state started to intervene in the energy industry.

Therefore, domestic prices, and thus royalties, began to be disconnected from
international prices.
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Vegh and Vuletin (2015)

Basic Estimation

Vegh and Vuletin (2015) evaluate the presence of the fly-paper effect in
Argentina, during the period 1963-2006.

As the period is long, there is a real concern for endogeneity in
intergovernmental transfers.

Why? Because during this period of time, there has been different
Coparticipation laws in Argentina.

To deal with this issue, the authors instrumented intergovernmental transfers
with an index of over-representation/under-representation at the National
Congress: the numbers of deputies/senators per 100.000 inhabitants.
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Vegh and Vuletin (2015): main estimation and results
They estimate the following empirical specification

, and obtain the following results
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Besfamille et al. (2019)

Specification of a simultaneous system

We focus on the period 1988-2003.

As in Holtz-Eakin et al. (1994) and Dahlberg and Lindström (1998), we
conjecture that provincial governments choose optimally their intertemporal
fiscal policy, taking into account institutional features and the way
intergovernmental fiscal relations take place in Argentina.

All provinces receive Coparticipation transfers, but only some of them earn
hydrocarbon royalties.

We assume that provincial authorities consider both sources of income as
exogenous and random, and that they follow different stochastic processes.

We take the provincial tax collection as a fixed, small fraction of private
sector output, which is another exogenously determined random variable.
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Besfamille et at. (2019)

Specification of a simultaneous system

We estimate the following empirical specification of a simultaneous system

Data: 24 Argentine provinces, 1988-2009, per capita.

%i : provincial fixed effects; dt : time dummies.

As we have to allow for the possibility that νi,t and µi,t are correlated, we
estimate seemingly unrelated regressions (SUR) models.
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Besfamille et at. (2019)
Concerns for endogeneity in Coparticipation transfers

Coparticipation transfers designed at the Congress may be affected by
bargaining power or prefeerences of representatives.

I NO: the Secondary Distribution of Coparticipation transfers is automatically
determined by fixed coefficients that have remained constant since the
beginning of the regime, and during the period under analysis.

Coparticipation transfers may be taylored by central politicians, to favor some
specific provinces.

I NO: the National Government could not, and did not, modify the resource
allocation across provinces.

Local, socio-economic observable characteristics may inuence the way
provincial expenditures are determined, and also how Coparticipation
transfers are distributed.

I NO: the distribution of Coparticipation transfers did not depend neither on
observable provincial characteristics nor on outcomes of provincial policies.

Temporary shocks that, affecting the GPP of a particular province, would
also have an impact on the national GDP, and thus, via the amount of taxes
collected by the National Government, on Coparticipation transfers.

I MAYBE: we consider this possibility later on.
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Coparticipation transfers may be taylored by central politicians, to favor some
specific provinces.

I NO: the National Government could not, and did not, modify the resource
allocation across provinces.

Local, socio-economic observable characteristics may inuence the way
provincial expenditures are determined, and also how Coparticipation
transfers are distributed.

I NO: the distribution of Coparticipation transfers did not depend neither on
observable provincial characteristics nor on outcomes of provincial policies.

Temporary shocks that, affecting the GPP of a particular province, would
also have an impact on the national GDP, and thus, via the amount of taxes
collected by the National Government, on Coparticipation transfers.

I MAYBE: we consider this possibility later on.

M. Besfamille (Pontificia Universidad Católica de Chile) Lecture 3 January-February, 2019 31 / 47



Besfamille et at. (2019)
Concerns for endogeneity in Coparticipation transfers

Coparticipation transfers designed at the Congress may be affected by
bargaining power or prefeerences of representatives.

I NO: the Secondary Distribution of Coparticipation transfers is automatically
determined by fixed coefficients that have remained constant since the
beginning of the regime, and during the period under analysis.

Coparticipation transfers may be taylored by central politicians, to favor some
specific provinces.

I NO: the National Government could not, and did not, modify the resource
allocation across provinces.

Local, socio-economic observable characteristics may inuence the way
provincial expenditures are determined, and also how Coparticipation
transfers are distributed.

I NO: the distribution of Coparticipation transfers did not depend neither on
observable provincial characteristics nor on outcomes of provincial policies.

Temporary shocks that, affecting the GPP of a particular province, would
also have an impact on the national GDP, and thus, via the amount of taxes
collected by the National Government, on Coparticipation transfers.

I MAYBE: we consider this possibility later on.

M. Besfamille (Pontificia Universidad Católica de Chile) Lecture 3 January-February, 2019 31 / 47



Besfamille et at. (2019)
Concerns for endogeneity in Coparticipation transfers

Coparticipation transfers designed at the Congress may be affected by
bargaining power or prefeerences of representatives.

I NO: the Secondary Distribution of Coparticipation transfers is automatically
determined by fixed coefficients that have remained constant since the
beginning of the regime, and during the period under analysis.

Coparticipation transfers may be taylored by central politicians, to favor some
specific provinces.

I NO: the National Government could not, and did not, modify the resource
allocation across provinces.

Local, socio-economic observable characteristics may inuence the way
provincial expenditures are determined, and also how Coparticipation
transfers are distributed.

I NO: the distribution of Coparticipation transfers did not depend neither on
observable provincial characteristics nor on outcomes of provincial policies.

Temporary shocks that, affecting the GPP of a particular province, would
also have an impact on the national GDP, and thus, via the amount of taxes
collected by the National Government, on Coparticipation transfers.

I MAYBE: we consider this possibility later on.
M. Besfamille (Pontificia Universidad Católica de Chile) Lecture 3 January-February, 2019 31 / 47



Besfamille et at. (2019)
Concerns for endogeneity in hydrocarbon royalties

Measurement errors: data on “Royalties” include those from mineral
resources and hydroelectricity generation. The latter depend upon decisions
adopted by provincial authorities.

Reverse causality: as one of the determinants of hydrocarbon royalties is
oil/gas production, which depends not only on geological features, but also
potentitally upon provincial policies.

Unobserved shocks affecting both the level of royalties and expenditure
decisions could also be relevant.

To address these concerns, we run the regressions using, as an instrument for
provincial royalties, the variable

Zi,t ≡ qo
i,1987.p∗

t

where qo
i,1987 is province i ’s oil production in 1987, and p∗

t is the international
oil price.
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Besfamille et at. (2019)
Concerns for endogeneity in hydrocarbon royalties

qo
i,1987 is as a measure of oil abundance.

I Changes in oil production occurred after 1988 in province i (that could
eventually depend indirectly upon governmental decisions) will not affect the
evolution of the instrument Zi,t ; ensuring an exogenous variability in the first
stage.

The use of p∗
t as the second component of the instrument deserves some

comments.

I Pindyck (2004) documents that the international oil price determines the
international gas price, but not the other way around.

I As Argentine provinces are small hydrocarbon producers, p∗
t is clearly

orthogonal to provincial characteristics and policies (including fiscal decisions).
I Third, royalties seem to be positively related with p∗

t between 1988 and 2003.
I Finally, the international oil price can in principle affect both the GPP of

hydrocarbon producer provinces or the national GDP (and thus, via the
national tax collection, Coparticipation transfers).

F No causal relationship à la “Dutch Disease”.
F During 1988-2003, changes in the international oil price did not cause, in the

sense of Granger, changes neither in the hydrocarbon producer provinces GPP
nor in the national GDP.
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Besfamille et at. (2019): Econometric results
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Besfamille et at. (2019): Robustness checks I
Different dynamic specifications of (1)
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Besfamille et at. (2019): Robustness checks II

Groups of similar provinces
One can suspect that there are groups of provinces with particular
characteristics that may bias the estimations.

We study, adding an interaction with a dummy that identies provinces in
each group, if their public expenditure and debt reactions to changes in the
independent variables are different from the corresponding reaction of the
remaining provinces.

I Big provinces: they react like the other, except facing a change in GDP.
I Poor provinces: They react like the other, except that they increase their debt

by 12 cents when they face a two-period lagged increase in Coparticipation
transfers.

I Hydrocarbon producer provinces: concerning Coparticipation transfers, they
react like the other.
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Besfamille et at. (2019): Robustness checks III

Specific provinces
Now we examine whether some specic provinces, with particular
characteristics, may bias the results obtained in the basic estimation. We
proceed to estimate the 3SLS specication of (1), but eliminating these
particular provinces from the data, one by one.

Santiago del Estero: the province that doubled its tax collection during the
period under analysis.

La Rioja: the province that received a large share of ATN’s.

CABA and Tierra del Fuego: the provinces whose coefficients in the
Secondary distribution were modified because they became provinces.

Salta: a poor hydrocarbon producer province.
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Besfamille et at. (2019): Discussion

Provinces react not only to contemporaneous changes in their different
sources of public income.

I Indirect evidence that local authorities do behave intertemporally.

One AR$ increase in Coparticipation transfers induced a 32 cents raise in
public consumption, and a 43 cents decline in debt.

I Provinces smoothed their fiscal policies when they faced shocks to these
intergovernmental transfers.

When we focus on hydrocarbon producer provinces, their reactions depended
heavily upon which was the particular source of income that changed.

I When they faced a one AR$ increase in royalties, these provinces did not
modify their public consumption; instead much of the adjustment was
channeled towards a large decrease in debt of approximately 75 cents.

We provide two alternative explanations for why hydrocarbon producer
provinces might have proceeded in this way.
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Besfamille et at. (2019): Discussion
Volatility of different sources of public income

Authorities in hydrocarbon producer provinces may have perceptions that
changes in royalties are more volatile than changes in Coparticipation
transfers, for a given level of correlation between them. If this were the case,
a precautionary savings argument could be made to explain the
abovementioned different reactions.
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Besfamille et at. (2019): Discussion
Volatility of different sources of public income

We estimate different specifications of the stochastic processes of both
sources of provincial public income, and we choose the best according to
information criteria.

Royalties follow a mean reverting process, while Coparticipation transfers
evolve according to an AR(2).
The estimated coefficient of variation of the error term in the autoregressive
equations is higher for royalties than for Coparticipation transfers.
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Besfamille et at. (2019): Discussion

Intergenerational concerns and the non-renewable nature of hydrocarbons

Barnett and Ossowski (2003) explained that the best known strategy for
hydrocarbon producing units is a fiscal policy that preserves the government
hydrocarbon and non hydrocarbon wealth.

Van der Ploeg and Venables (2011) discussed optimal policies for
resource-rich developing economies within a model that includes private
capital accumulation and public infrastructure construction. In general, the
optimal use of an increase in government revenues is not to raise public
consumption. But they also claim that in low-income countries with scarce
capital, there might be a case for skewing consumption towards present
generations in early stages of hydrocarbons production.
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Besfamille et at. (2019): Discussion
Intergenerational concerns and the non-renewable nature of hydrocarbons

During the period 1988-2003, Argentina was not a low-income country.

Moreover, this period did not correspond to the early stages of oil and gas
production in the eight hydrocarbon provinces.
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Besfamille et at. (2019): Discussion
Intergenerational concerns and the non-renewable nature of hydrocarbons

During the period 1988-2003, the eight hydrocarbon provinces were neither
at a depletion stage of production.

Depletion index
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Besfamille et at. (2019): Discussion

Intergenerational concerns and the non-renewable nature of hydrocarbons
The index for La Pampa, Neuquén, Salta and Tierra del Fuego was, on
average, well below 80 percent, between 1988 and 2003. Hence, we can
assert that these four provinces were not at a stage of their hydrocarbon
production cycle close to depletion.

On the other hand, Chubut, Mendoza, Río Negro and Santa Cruz presented
average depletion indexes close to 80 percent.

Although such a value seems high and may suggest that these provinces were
approaching the end of their decline curve, it is common to countries or
regions that have been producing for a long time (because historic production
weights signicantly on the index).

But this observation does not prove per se that these four provinces were not
close to depletion.

To confirm that, we need to move one step further, and analyze the evolution
of their hydrocarbon production.
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Besfamille et at. (2019): Discussion
Intergenerational concerns and the non-renewable nature of hydrocarbons

For each hydrocarbon producer province j , we compute the annual
Reserve-Replacement Rate

RRRj,t ≡ dj,t/qj,t .

A RRRj,t greater than one means that more hydrocarbons are discovered
than those extracted, and thus that production is not at a depletion stage.

For these provinces, we cannot reject the hypothesis that between 1988 and
2003 their average RRRj,t was equal to one, except for the case of Chubut,
where it was greater than this threshold.
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Besfamille et at. (2019): Discussion

Intergenerational concerns and the non-renewable nature of hydrocarbons

We conclude that hydrocarbon producer provinces were, during 1988-2003, at
a mature stage of production, far from the initiation of exploitation but also
from depletion.

Therefore, according to the abovementioned literature that studies the
optimal use of revenues from a non-renewable source, it might have been
optimal for these provinces to save their royalties.
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Conclusions

Argentina: due to its strange institutional characterisitcs, it is an interesting
country to do empirical reseach on fiscal federalism issues.

Problem with availability of micro-data.

Thank you!
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