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ABSTRACT

We examine how institutionsfluencethe governmeris decisios on reportingandrevisirg its
fiscal data and reformingts accountingsysteminto an accrual basisThe effect ofaccrual accounting
adoptionon fiscal policy outcomess also studied. While the literatuaealyzes onlylevelopectountries,
we construct the extsive panel datancludinglessdevelopedtountriesandshow that institutions play a

differentrole in fiscal policy decisionand outcomebetween the developed and the less developed

In Chapter 1, we investigate how the governmiepbrs and revises its fiscal data. We find that
while rule of law, legislativeelectoralcompetition finandal opennessind population enhaneeportng
thefiscal datg natural resourceents,executiveelectoralcompetitionand cabinesizepreventit. Also, we
suggest thaGDP per capitabureaucratic qualitya presidential regime, election ihe next year and
ethnaolinguistic fractionalizationmake thegovernmentdiminish the time lag ofreporting Recently,
trends that thegovernmenbpensa small deficit at first andevises it toabig deficit latethave beenfound.
We show thatheserevisiors come from abiasof initially released fiscal data as well as neformation
after the initial release Also, while the earlyeportinggovernmentreleasedalanceinitially without a
biasin thedevelopedcountries the latereporting governmerdoesin thelessdevelopednes Lasty, we
discover thaffiscal rules, administrativequality and inflation diminish revisions frora small to a big
deficit, but responsiveness of the government to people expghed in the developedcountries.
However, only ral GDP growth decreasthem significantly irthe lessdevelopedountries

In Chapter 2, wstudy which factorgletermineaccrual accountingdoptionamong governments.
We find that wealth such aSDP per capita and democrafacilitate theadoptionconsistentlyin all
countries However, while political competition, common law traditiorspread of accrual accounting
amongothergovernmentsand rule of lanenhancehe adoptiorin the developedcountries bureaucratic
guality, education andconomic gbility arethe importantfactorsto encourage itn the less developed

countries.

In Chapter 3we look into how the adoptiomf accrualaccountingaffecs fiscal policy outcomes
such as debt, balance até discrepancy between a net increase of dedbta deficithatis a proxyfor
fiscal transparencyWe discoverthat while the adoption diminisks debtin the developed countries, it
expand them intheless developednes. These effects become strong in highdiebted countries. The
adoption improves balance in the developedntriesand worsens it in the lesevelopednes, which is
significart only in the developed ose&vith big deficits.Also, it lessen the discepancysignificantly and

improvesfiscal transparencynly in theless transparemteveloped countries.
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CHAPTER 1

Institutions, Economic Conditions, Fiscal Transparency:

The Determinantsof Fiscal Balance Reportand Revisior!

1.1 Introduction

Government finances play crucial roles in any economy. Efficient functioning of the economy
requires public access to transparent fiscal daltso, the demandg$or accuratefiscal information are
increasingbecausehe government finandess an extensivenfluenceon theeconomy of a country and
the livesof people(Open Budget Survey, 2012)levertheless, not alovernmerd provide their fiscal
informationsufficiently andwithout delay.Somegovernmerg, especially intheless developedountries
do notreveal their financeat all or discloseéhemlong afterthe fiscal yearhaspassedin addition some
governments arsuspecteaf releasingseeminglygoodfiscal information affirst and revising ito a less
rosy pictureafterward.Tha is, they announcasmall deficit initially and then revise it inelarge deficit
later (de Castro et al., 201Beetsmeet al.,2011), as seen in Figurlalz. Naturally, the governmemtoes
have someunavoidable reasorfsr revisingthe fiscal information after publishing such as technical
errors, newly obtained information amadchangein the methodsusedto produce the data. However, if
revisions of fiscal informatichby governments have a specific treffdr instance, governmentsae a
tendency to revise their defisiand debt into bigger os¢han those announced at fjrst can be deduced
that therevisionsare a result ofmanipulation of initial fiscal informatidhby the government, not

technical errors astandardghangs.

! This chapter is joint work with Professor HadBalehi Esfahani.

2 Government financial data of a certain fiscal year are not fixed at the first announcement but are changeable after
it. For instancegovernmentalancs of the US in fiscal year 2006eke-1.9% per GDP in the IFS book with the
vintageof Sep. 2007;2.1% from the vintage of Mar. 2008.,.9% from the vintage of Mar. 2009, arl3% from

the vintage of Sep. 2011.

% Revision of fiscal information is defined as the discrepancy of fiscal variables such as balance for particular years
and countries across different data releases and vintages.

* Hereafter finitial ® andflast indicate the fiscal information in the datsat thegovernmenteleased initially and
finally, respectively. For example, if government balances of the US in fiscal yeaa29I®wn in the IFS books
from the vintage of Sep. 2007 to the vintage of Jun. 2fibRial d balance will be the balande the IFS book with

the vintage of Sep. 2007 afsto balance will be the balance in the IFS book with the vintage of Jun. 2012.

1



Then what makes one governmentos reports and
another 6s? We analyze reports and revisions of go
look for the determinants of the reportsdarevisions. In other words, we investigate what factors make
the government report its fiscal information at first and then revise it after initial announcement, notably
changing to bigger defigtand debt. In addition, we look into how reports andsiewis differ between
thedeveloped antheless developed countries.

We use the data from tHaternational Financial Statistiq$FS) books published by the IMF
from 2000 to 2012. Since the IFS booke are adopting spab0 various vintages and eatfS book
contains fiscal information for the 7 previous yean®, can find when thgovernmentrepored the
informationto the IFS and how large tlgovernmentrevised its fiscalnformation between IFShooks
with different vintages. Howeverthe time seriesof the data in the IFS idisconnectedecausea new
Government Financial Statistics Manf@FSM) was applied to the IF®ookspublished from August
2007. Hence, walistinguishthe data before and aftéhe new GFSM application to the 1ESand
primarily employ the data in the new GFSM periosetausehe latest dathetterreflectbehaviorsof the
governmentindbecauseevisions are aecentphenomenon. We use the data in the old GFSM period in
order to check whether estimation results from the dateeimeéw GFSMperiodareconsistentlyeffective
during the old GFSM period.

We analyzeepors and revisions and find the determinants of themgvarious viewpoints; (i)
whether the government reports its fiscal informatiomot (i) how long thegovernment takes to report
it, (iif) whetherrevisions come from a bias of initial fiscal information or newbtaired information
after the first release, (iv) hotine time lag ofreportingaffects thediscrepancybetween initial balance
and last balan¢eand (v) how large the government revisés initial fiscal information Then, we look
into the determinants of (i), (ii), and (v). We use a different dependent variable for each aaatysis
since each dependent variable has a different feature, wieyemgifferent estimation method that is
proper to each; Probiegressiorfor (i), Heckman sample selection for (igfixed effects model for (iii)

and (iv), andarandomeffectsmodel for (v).

Since the government the developed countries is hageneous imeporting we placepriority

onrepors in less developeahes We find from the analysis of (i) that whidgggovernment with good rule

*Hereafter, the period after new GFSM applicattheon to t
new GFSM period0 and the period before new GFSM application
abr i ddgheddGFSM geriod



of law, strongelectoralcompetition of the legislatur@pen financial systerand big population is more
inclined to reporta government with great natural resource sestrongelectoralcompetition of the
executiveand big cabinet size is inclined notreport However, natural resourcens enhanceeportng
in agovernment \Wth good corruption control. Estimatiolsultsof (ii) suggest that not onligigh levels
of GDP per capitabureaucratic qualityethnelinguistic fractionalizationput also election irthe next
year make thgovernmentikely to reportearly. Also, govenmens under gresidential regime disclose
fasterthan those under a parliamemntaegime.

Since revisions of fiscal information are found in btile developed andhe lessdeveloped
countries we analyze revisions by separatowntriesas well as aggregating them. Our estimation of (iii)
shows that revisions are affected significantly by a bias from releasingamlidg fiscal data at first as
well as newly obtained information after the initial release in bobkips ofcountries We discover in the
estimation of (iv) that as thgovernmenin thelessdevelopedcountries reports earligheinitial balance
gets smaller thathe last balancewhich implies thafastreportingbecomes a cause of revision. Lastly,
the analysis of (v)ndicates thatstrong fiscal institutiors, good administrative quality, and inflation
diminish negative revision$ but responsiveness of the government to people enldngesin the
developedcountries. However, only real GDP growth decreases negatii@orsysignificantly in the
lessdevelopedcountries Hence we discovethat different factors influence revisiorvshen comparing
thedevelopedtountriesandthelessdevelopedountries.

There is a limitation in the literatuia that the analysis atpors and revisionsf government
financial data is restricted tbe developed coungr Hence, this paper becomes the fatsémptto analyze

reports and revisions theless developedne

This study suggesta new implication for enhancing fiscal transparency. First, since the
determinants of reports and revisions differ betwdendeveloped andhe less developed countries,
differentiated approach is needed éachgroup. Also, thegovernment, which is assesseihaving good

fiscal transparency in the previous literatusemore inclined to have negative revisions and is suspected

® fiNegative revisiod i n b al a n cteelast bataince ia smalker thae iaitial balanceor, in other words,

thelast deficit is bigger thathei ni t i al deficit and b aHostwecravisians i wo rbsad menct el
means thathe last balance is greater théme initial balance,or, in other wordsthe last deficit is smaller thathe

initial defici t and bal ance i s Noravsionmeandthatihe last malaricesis thensame thé

initial balance.



of releasing window dressing of fisdaformationat first” This indicateshat thecurrentmeasurement
of fiscal transparecprimarily reflects the quantity of fiscal information disalosandis limited by not
including the quality of it. Therefore, construction of a new measurement for fiscal transparency that can

reflect window dressing of fiscal information is needed.

We will introduce theexisting literature on this topic in the second section, and explain our
model and hypothesis in the third section. The data and variables of this paper will be suggested in the
fourth section. The estimation strategies and results wllsbown in the fifth and sixth section

respectively. We will deliver our conclusion in the last section.

12 Existing Literature

Even thoughthe fiscal information of governmesthas grownmore importantrecently the
research omepors or revisions ofjovernment financial data and their determinants has beeunpranmstil

this point

1.2.1 Reports

Studies onrepors have been conducted primarily in the form of fistahsparencypecause
fiscal transparencys measured by how much the governnmewealsits fiscal informationln particular
theliteraturesuch adslam (2006)and Hollyer et al. (2013) gauges transparency as frequency and speed
in the release of data to international agencies. Most literature showéidealtransparency affects
government financéhrough the followingit improves fiscal performance such as defieibhd debt and
moderateghe political budget cycle (Alt et al., 2006a, 2006kt) heightens a countéy credit rating
(Hameed, 2005)it lowers sovereign borrowing dss(Glennersteet al.,2008; and it restrictreative
accounting (Altet al., 2012)However, it is hard to find researtihatdeak with the determinants discal
transparencyr fiscalinformationrepors exceptAlt et al. (200&), Wehneret al. (2012) andRodduez
Boliar et al. (2013).

Alt et al. (2006ckhow that both politics and fiscal outcomes influence fiscal transpafermy
the data of the 48 U.S. states during the period 1972~20@%. suggest that while political compaeiti
and fiscal imbalansesuch asa high deficit or surplus increadiscal transparencgypolitical polarization

and debt accumulation decreasdntparticular they argue thahcumbentsry to tie the hands of other

" Correlation between size of revision and open budget inr6e3608 (pvalue: 0.0000)
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politicians who will take policymakirg authority and thus, political competitionis associated with
transpareoy positively. Wehner et al. (2012) employ a crnationaldatase{85 countries) in 200&and
argue that citizens and legislators are important sourcéBeademand for fiscal tresparency They
indicate that fee and fair electionso reflect ademocracy levelhave a positive effecon fiscal
transparencywhereasil and gas wealth has negativeimpacton it. They also point out thatgptisan
fragmentation in the legislatuiacreasedransparencynly in countries with free and fair elections.
Rodduez Boliar et al. (2013) suggest from the analysis of prior literature (the-ametlysis technique)
that political competition, financial conditierand the size of public admiistration have goositive
relationship withthe disclosure of public financial information. They also indicate that this relationship is
affected byadministrativeculture, the level of public administration such as national or municipal

government and yeaf publication®

However, eaclstudy analyzes thdJ.S. state governmemtata, thecrossnational data or the
previous literaturerespectively and has a limitation that it does not theepanel data on central
govenments Hence, extensive studyf datathat includes many countriesduring a certain period is

needed to find the determinants of reports.

1.2.2 Revisions

The literaturethat investigats revisions of government financial data is scarce. Though
Balassone et al. (2006) and Mora et al. {P0@veal thathe deficits of EU member countrieare poor
indicatoss of government financbecaus¢heyare subjecto significant revisioncomprehensive research

of revisions and their determinangdimited tode Castraet al. (2011) an@eetsmeet al. (D11).

Castro et al. (2011) analyze the data oElbcountriefrom 1995to 2008andsuggest that most
deficit data are biased to a smaller level for the initial release and are reviseiggeralevellater This
biasduring revisionis caused by the fact that whether the government satisfi&dhgity and Growth
Pact(SGP® of the EU is judged uporthe data releaskinitially. Castro et al. (2011) also look for the
determinantgthat influence revisiom of fiscal balance while negativerevisiors decrease under high

expectedeal GDP growttandstrong fiscal rulesthey increase in prelection and election years

8 Rodduez Bolfar et al. (2013)argue that whé studies publishetiefore 2000do not discuss the government
modernization reformthoseafter 2000 examine hoadministrativereforms have improved fiscal transparency

® The SGP requires each member countrihefEU to implement a fiscal policy to stay within certainlimit for
government deficit (3% of GDP) and debt (60% of GDP)
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Beetsmeaet al. (2011)nvestigatethe determinants of implementation error (difference between
planned and nowcaStvalue) and revision error (difference between nowcast and finally revised value)
in balancesby employing the data af4 EU countries during the period 1998~2008. They find that
plannedand nowcast balansaremore optimistic than nowcast and finally readdbalance, respectively
Also, implementatiorerror comesnainly from inaccuracy oexpenditure, butevision erroris caused by
fallacy of revenue.They propose that while economic growth and qualityfie€al institutions
(characterized byight fiscal rules and midterm budgetary framewpdiminish negative revision error,
political factors such as type (majority, minority)d coalitiot, ideological orientation (left, right, central)

of the government and election do not influence revision error.

Cimadomo(2007) examines thelata ongovernmentebt among 19 OECD countririem 1995
to 2006 and mentions thatebtto-GDP ratioat the end of the fiscal ye& often remarkably different
from whatis observed at the end of the sampMso, Cimadomo(2011) suggestfrom analysisof the
previous literature thattrong fiscal institutions characterized fiymerical fiscal ruleareassociated with

accurate data releases

However, these studies analyze revisions onthédevelopedtountries especially B2 member
countries. Until now, comprehensive reseattudt includes the less developed countries as wellthe
developed countries has not been found. Therefore, it is necessavgstgateprecisely thdiscal data

revisions in mangountries

13 Model and Hypothesis

1.3.1 Repors

If the government is willing and able to report, then it wabortnaturally Dissemination of the
data is a reflection of both the willingness and ¢hgability of the governmento provide information
(Hollyer et al., 2013)What makes the governmentlling and able taeport?lf the governmenbbtairs
political support from opening fiscal informati@mdextends its political rentst will be willing to open
its fiscal information(Alt et al., 2006a)Political conditiongnfluence the willingness of the government
to report by leveraging political supportHowever, hough the governmerties to report eagerly,
reportng will not be implemented unless the government has sufficient capability. Somamewnts in

the less developed countries want teleasefiscal information, but they fail frequently becausef

1% value which is releasenly thegovernmentnitially at the end of théscal year
6



incapabilitydue to aeficiency of financial and administrative resources.

First, political institute and environmentare directly relatedo political support and affect the

willingness of the government to report.

If political institutes or groups chedgovernmenperformancesntently, they will demand fiscal
information and the government will @p it to meet their demands and gefitical consens. Since
political powerin a presidentiat e gi me i s separated between the
b al a natreng(Persson et gl2000).The legislaturen a presidentiategime watchethe performance
of the governmenti.g. the executiveinoreintensively Also, if a country is fractionalized ethnically and
linguistically, ethnic and linguistic groups will compete against each othabttin more benefitsfrom
the government and observe fiscal performamoee eagerly.However, if the government has internal
fractionalization, not external fractionalization libove it will have less need to open information to
outside of thegovernmentand have difficulty in reaching amgreementabout a policy to open fiscal
information (North, 1991).

(Hypothesisl) Thegovernmentvith political agentghat are strongly interested in government

finance shows a propensity teport

Strong electoral competition stands fom high lewvel of democracy and governmestin

democratized countriedisclosemoredata than thsein nondemocratized countries (Hollyer et al., 2011).

Also, if an incumbent party hardigscertais winning in the election under tougbmpetition it will be
morelikely to bind other partiggbehaviors byactively opening fiscal information in order to secure its
political rent (Alt et al., 2006c)ln addition if an election isto be held inthe next year, people will

demand more fiscal information to evalutdie performance of the government and decide their votes.
(Hypothesi®2) The government that is influenced heavily by electioratteasdeng to report

Rule of law assesses the development of a legal system and the obsefuieckaws by the
people. Sinceeporing fiscal performanceto people is a duty of the governm&nand is legalized in
most countries, rule daw contributes to enhancing rep®rAlso, rule of law isconsidered proxy ofthe
institutional level of a country, and Andialet al. (2009) show thatbetter quality of institution leads to

higher fiscal transparency.

(Hypothesis3) The government wita high level of rule of law is willing teepott.

™ This can bainderstood irthe principal (people)agent (the government) theory.
7
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Secondif the governments free from domestic or foreign pressure, it will h#agsincentiveto
reportits fiscal data and try to increase its rents by hiding its fiscal data.

If the government collecteevenuefrom rents ofnatural resource rather than taxit will be
independendf political pressureof peopleto openfiscal informationand will be likely to becorrupted
because people are less interested in government finance due toeatsmhblirden and the government
gets big benefits from corruptiorowever, if corruption is controlled well, tg@vernmenwill disclose
its fiscal informatiorin order to touthelow tax burden to people in order to gain political support.

(Hypothesisd) The government thatepends omevenue fromrmatural resourcess less inclined
to repott. However, it is different imountrieswherecorruption of the governmeris controled

thoroughly.

If the economy is integrated into international finance market, international financial institutes
will require the governmentto report its fiscal data in order to protect thagsets Therefore,the

g o v e r srapering will be enhancedby the external pressued international financial institutes.
(Hypothesis) The governmemtith high financial openness is inclinedraportits fiscal data

Third, reporting fiscal information is affected by economic and administrative capability of the
government. Since it costesourcedo produce its fiscal informatiorsome governmentwith deficiert
economicresourcs have difficulty inreleasng reports GDP per capita and population are representative
proxies ofthe economiccapability of a country.lngram (1984)suggests that abd wealth of a country
increases, politicians will expdrthe disclosure of fiscal informatiom addition, if the government has a

high quality ofadministrationit will cost less talisclose its fiscal information.

(Hypothesiss) The government with Higeconomic ancidministrative capabilityends toward
reportng.

1.3.2 Revisions

Why does the government release gtmuking fiscal information such as smalldeficit and
debt at first and revise it inta badlooking one afterwardsBecauseit is one of the ways for the
governmento increase political support or avoid losingSincepeople have experienced economic crisis
from unsound government finance, they emphasize fiscal discipline. If the government announces fiscal
information that looks negativén terms offiscal discigine such asa big deficit or debt, it will lose

political support. However, if people concentrate their interesteusrent fiscal information that is

8



repored initially, not past fiscal information that was released several years ago (de Castrd0dtl /.,

then the government will have an incentive to release beautified fiscal information at first and to revise it
into actualdatalater. Also,even ifthe governmentoes not deceiveith its fiscal information at first, it
revises it latebecausef technical errors and new information that are not observed at initial release. The
governmentwith a good quality of administration diminishes tinember oferrors and provides precise

fiscal informationinitially.

First, goodquality fiscal institutons prevent the government fromanipulaing its fiscal
information and encourage thgevernmento release actual information. Weber (2012) and Andreula et al.
(2009) show that good fiscal institutions improve fiscal transparency and diminish creativatangby

the government. Also, the number of fiscal rules can be a proxiyefiquality of fiscal institution®.

(Hypothest 1) The government with good fiscal institutions is prevented from revising its fiscal

information negatively.

Second, if theeconomy grows substantially or experiences inflation rather than deflation, the
government will collect revenue easily and fiscal policy outcomes such as deficit will be in good shape.
Hence, economic growth and inflatiéga disincentive fothe governmat to beautifythe deficit at the

initial release.

(Hypothest 2) The government with high economic growth and inflationaneendency not to

have negative revision.

Third, if the government respondsgeopk® opiniors sensitively and people pagreat deal of
attention toinitial fiscal data, thegovernmenwill make ashortsighteddecision and i to satisfy fiscal

discipline by releasing beautified fiséaformationat first.

(Hypothest 3 The government with more responsiveness to pé&opielined to release window

dressing of fiscal information at first and revise it later.

Lastly, the government might make an error in producing its fiscal information not intentionally
but technically, which becomes a reasonnegativerevision. God administrativecapabilitycontributes
to lessening these errors. Furthermore, the government with a high quality of administration is somewhat
autonomous from political pressure (World Governance Indicator, 28i8)it opens fiscal information

thatis not manipulated, escaping from political consideration.

12 Correlation letweerfiscal transparency (open budget index) efiscal rules: 0.1851 (alue: 0.0000)
9



(Hypothess 4 The government with highuality of administration is prohibited fromegative

revisionsin balance.

14 Description of the Data

In this paperwe use the government financial d&tam the IMF& IFSbooksof 188 countries
during fiscal years 1999~2011 which were publishedaajquarterly basis (March, June, September,
December) fromMarch 2000 to June 2010 IFS books The IFS book containdé government
financial datefrom the7 previous yearS However, we employ the data from fiscal year 1999, not 1993
becausehe datdor fiscal year 1999 appeared in the IFS book published in 2000 for the first time and we
can grasp initial fiscal inform@on from fiscal year 1999. Furthermore, initial fisdaformation is

indispensable for the analysis of revision and time |lagpdrting

We choose the IFS data because the IFS data contain all impgoteamhmentfinancial data
such as revenue, expse, balance, debt as well aportedgovernmentype;* accounting standatd of
many countries (198 countries in 2012) and other economic indicators such as GDP. While &he IMF
GFS yearbooks aneublishedon a yearly tasis,the IFS books are released much more frequently and we

can find the timing ofeporting and revision more precisely

The thing that we should pattentionto is that the continuity afhe series in the IFS data is
broken in 2007 because thtandadgs to build the government financial data in the tF@angd® New
GFSM is applied to the IFS data published from August 20Gvard’’ As seen in Tabld.1, while the

13 The IFSbookwhich was published in 2000 has #@vernment financiatata of fiscal yearfrom 1993 to 1999

4 The rumberof countriesaccordingto reportedgovernment typé2012 123 countries
(central) 15(budgetary central) 63general) 45

% The numbenf countriesaccordingto governmental accounting systé2912 124 countries
(cash) 68(non cashp6

16 76 amonghe 91 countrieghatreported their balancee the IFS book in &tember 2007 revidehem and the
size of the revisionsf balance was big

7 Changesn thegovernmentinancial dataof the IFS in August 2007

beforeAugust2007 From Augus007
GFSM GFSM 1986 GFSM 20a
Government type Central/ Budgetary Central Central / Budgetary CentralJeneral
Accounting standard | Cash Cash / Accrual

* In the case othe GFS yearbook, GFSM change happens in 2003.
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data of fiscal years 1999~2006 are built according to an old GFSM, the data in fissa2@é~2011
follows a new GFSM® Also, thenumber ofpublications differsaccordingto fiscal year. For instance,
the data of fiscal year 2006 is published in thevidBage IFS books from September 2007 to June 2012,
but the data ofiscal year 2011 iseleased in only-intages of March and June 2012. We mainly use the
data to whichthe new GFSM is applied (i.e. the data that is shadealily in Table 11) becausehe
analysis of recent bakiors by the governmentprovides timely implicatios and revisions are found
frequently inlateryears. Also, &levelopectountries® that submitted to not the IFS but the GFS during
the old GFSM period begin teportfrom the new GFSM period. We use the data in the old GFSM

period to check whether estirmati results from the data in the new GF$8#&tiodare consistently valid.

We subtractsome observations from our data. A few governments change their methods to
producefinancial informationsometims. For instance, ajovernment switabs the scope of ingtites
included in the government and transactions included in deficit calcul&ione the IFS assigns
asterisks(*) to the information to which a new method is applied for the first time, we can find these
changes. We rule out revisions from these mettimahges in the analysis of revisions because these

revisions are usually so big that our estimation cagreatly affectedy theseoutliers.

We compareepors and revisions betwedhe developed countries aride less developednes
because the governmenttime developedcountries might have differentincentive toreportand revise
from that inthe less developedcountries. We use the IN& criterion, fiadvanced economies to
distinguish developed countries from less develomest. The fimdvanced economiesook appropriate
because they are not biased geographically and are chosen by a anestiddionalagency.

8 The GFSM changevas implementeéh the middle of 2007 and the ddta fiscal year 206 wereconstructed on

both GFSM. Though the datéor fiscal year 2006 in the new GFSM period might not be initial information, they
are included. Because the gap between the GFSM etartjthe start of year is just two quarters and the initial data
of fiscal year 2006 are neardameas those of the IFS book in September 2007, considering the average time lag of
reporting. Also, the IFS published from August 2007 has not only theodlditscal years 2006~2011 but also the
data of fiscal years 2000~200%ut weexcludethe data of fiscal years 2000~2005 from the data of the new GFSM
periodbecaus®f the samereason that we ugbe data from fiscal year 1999

9 Austria, France, Germany, Luxemirg, Japan, Malta, Portugal, Hong Kong

2 IMF advanced economies (31 countriddhited StatesUnited Kingdom Austria, Belgium Denmark France
Germany San Maring Italy, Luxembourg Netherlands Norway, Sweden Switzerland Canada Japan Finland
Greecelceland Ireland Malta, Portuga) Spain Australia New ZealandCyprus Israel China, P.R. (Hondglong),
Korea, SingaporeSlovenia
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14.1 Reports

Table1.2 shows summary statistica teportingbalances among governments. The governsnent
in the developecdtountriesmostly disclosetheir fiscal balance and subnthe balanceof mostfiscal years
to the IFS tharthe governments the lessdevelopednes All governments irthe developedcountries
except San Marino and New Zealand sulaialance @ the IFS during the new GFSM period especially.
In other words, the governmerih the developedcountries show homogeneity repoting. Therefore,
the analysis othereport focuses on the governmeint the lessdevelopedountries Also, the number of
fiscal years taeportin the developedonesincreases drastically during fiscal years 2006~2011 because

somedevelopedountriesbegan taeportin the new GFSM period.

Early reporing is more valuable to people because of its timeliness. Time lag ofirepbiis
shorter inthe developedcountriesthan in less developedones While it decreases ithe developed
countries during the new GFSM period, it increases slightthéessdewelopedcountries.This change
is due to the fact thalhe governmentsn the developecdtountries that adoptatie new GFSM early seem
to produce fiscal information easily but the governraémtthe lessdevelopedcountriesseems to have
difficulty in following the new GFSM. Alsothe correlation between the numberrepored fiscal years
and time lag of repdrtg shows that thgovernmentghat reportmore frequenthyusually reportearlier,

especially inthedevelopecdtountries.

Figurel.2.ashows that the number of countries rejpgrtabalance decreasascordingto fiscal
years in bottperiodsbefore and after new GFSM application, though it diminishes slowly in the data of
thedevelopedcountries after new GFSM application. Figdr2.b suggests that time lag oéportingalso
decreases according to fiscal years in both the old Gp&Mdand the new GFSNeriod Time lag to
reportng in all fiscal years except 1999 and 2011 is shortethmdevelopedcountriesthan inthe less
developednes

1.4.2 Revisions

The observations of revisions are classified into three categoriesp@ijed and revised, (ii)
reported and noerevised, and (iii) nomeported and nerevised. We describe revisions of countries by

using only observations the categories of (i) and (ii).

%L How to measure time lag of repioi is introduced in sectiof-5.
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Table 1.3 summarizes revisions of balance among governments. The govesnimethie
developedcountriesrevisetheir balance more thado thosein lessdevelopedones They revisetheir
balancein 75.6%of the analyzed fiscal years during the new GFSM period. While revisioihe lass
developedcountriesdo not differ much between the old and new GFSM periods, revisiotisein
developectountriesrise drastically during the new GFSM period. Though sizeviond’ is negative
in both country group®n average, it is strongly negative the developedcountriesduring the new
GFSM period. Tls dataimply that revisions, especially negative revisidmsvebecomethe normin the
developedcountriesrecenty, and thegovernmentsn the developedcountriesare suspecteaf window
dressinginitial fiscal informationthese days. The time that thevernmentakes to revise¢heir balance
becomesnotably shorter inthe developedcountriesduring the new GFSM period. It is statistically
significant only inthe developedcountriesduring the new GFSM period that the governradatreport

early also revise early.

Figure 1.3.a indicates the number of countridsat revisal their fiscal balance. This number
decreases fasteursuanto fiscal years intheless developedountriesand falk sharplyatthe end othe

analysis period (i.e. fiscal year 2011) because of the structure of data in Table 1

Table 1.4 showsthe size of revisions and the number of countries that have positive, negative,
and no revision in balanceespectively accordingto fiscal years. Whilgositive revisions are found
frequently during the old GFSM period, they are scarcely seen during the e @ériod. Also, we
can see in Figurd.3.b that greatemegativerevisions are found especially the developed countries
during the new GFSM period. This continuesndicatethatnegativerevisions are a recent phenomenon
in the developedones Also, a tendency ofevisionsin a country during the new GFSM period is
positively and significantly correlated with that during the old GFSM péfidd other words, a country
that revisesits balance positively (negatively) befotlee new GFSM applicadn is inclined to continue
revising positively (negatively) aftéhe new GFSM application.

Lastly, Tablel.5 showsrevisions in revenue and expenditure of the governsramd implies
that negative revisions in balance among countries are caused by revisexpenfliturerather than

revenue, because revisions in expenditure usually have a positive sign and size of revisions in expenditure

22 How tocalculate size of revisiois introduced irSection1 5.

% Correlation betweensize of revisios before and after new GFSM application to the :IBS8066 (p-value:
0.0000)
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is bigger than that in revenughis trend becomes stromgthe new GFSM period. However, this finding
does notonsistwith the argument of Beetsma et al. (2011).

143 Data onthedeterminants of repogand revisiors

The data of the determinants m@pats and revisions arebtainedfrom a survey of international
agencies such as the World Bank, research institutes like the Political Risk Servidbe pravious
literature Tablel.6 provides an overview of the variablex;ludinga short description and sources.

Table 1.7 summarizes the average value of the determinants used in this paper and compares
them betweethe developed antheless developed countrieBhe cevelopedneshave better institutions
in rule of law, control of corruption, bureaucratic quality, demtcraccountability, and government
effectiveness. Alsothey have greaterfinancial opennessmore fiscal rulesand strongerelectoral
competitiveness. Howevethe less developedcountriesare more fractionalized among ethnic and
linguistic groups, and agt a presidential regime rather than a parliamentary regime. They depend more
on revenue from natural resources. The econontlydfess developed countries grows higher in the real
term thandoesthat in the developednes but it showsmuch greater inflation. Also, the differences

between the periods before and after new GFSM application seem to be slight.

15 Empirical Strategies

151 Reports

In this part, we willexplainthe empirical strategiesisedto investigate what factors influence
decisiors of the government on (i) reporg or nonreportng, and (ii) timing of repoihg. A different

estimation method is employed for each analysis.

(i) In orderto find the determinants of repiog or nonreporing, a timevariant dummy variable
to indicate whether the government reports or does not in a specific fiscal year is constructed. For instance,
if the US submitsa balancefor fiscal year 2007 to the IFS, théo will be assignedo the dependent
variablein 2007. Otherwisefi00 will be given. Henceprobit regression is usestcordingto the feature
of thedependent variable. However, thispendentariable does not consider when fisgdbrmationis

released.
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(ii) We measurdime lag of repoihg by corsidering the first day of a fiscal yerFor instance,
if the governmentin which its fiscal yearstarts onJuly 1™, repors its balancdor fiscal year 2002 to the
IFS published in December 2003, thiBatime lag of thigeportwill be calculated as follows;

Time lag of balance of fiscal year 2002 =
4 (time gap (quarters) between the end of 2002 &rgLidrter of 2003)
- 2(time gap (quarters) between theginningof 2002 and the first day of a fiscal year)

= 2 (quarters).

However, we cannot observe time lag of rejpgrtby countries that do noteport fiscal
information to the IFSGiven that most ofthe nonreportingcountries belong tthe category ofheless
developedcountries and they usuallgportfiscal informationlater thanthe developedcountries, as seen
in Table 1.2, exclusion of nonreporting countriesfrom the analyzeddata makes the data of time lag
biased downward. In order to respond to this bias, we employ Heckman sample selection. We use the
determinants found in the analysis r@fporting and norreportingin the first stage and look for the

determinants on time deof reporing in the second stage of Heckman sample selection.

In addition, Figure 1.2 point out thateportingor nonreportingas well as time lag akporting
changs according to fiscal years, and it indicates that we needritrolfor impacs fromdifferentfiscal

years. Hence, we include ydadicator variables in our regressions.

152 Revisions

We investigate (i) whetheevisions come from a bias in fiscal balance released at first or newly
obtaired information after the first releas@i) how time lag of repomhg influences the difference

between initial balance/GDP and last balance/GD&(iii) what factors affect the size of revisions.

We construct a timeariant variable to measutiee size of revisionby dividing the discrepanc
between last balance and initial balance by estimated GDP during the analysis period;
AWE 0@ OTOE DQ
0i 6 Q4 DB»OMLQ
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Since the IFS data is released iroarmtry® own currency, division by GDP is needed in order to compare

2 Afiscal year usually begiren Jan. £ butthe first day of a fiscalgar differs amongountries.
The first day ofafiscal yearand the number of countries (20B2pong123 countries):
(1.1)94/(381)1/(3.21)1/(4.1)11/(7.1)11/(7.7)1/(7.16)1/(10.1) 3
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size of revisions among the governmeiMsre specifically estimated GDP is used in order to eradicate
the influenceof GDP revisions onsize of revisions because our interests are focused on revisions of
balance, not GDP. In addition, we analyze not only revisions ofcalhtriesbut also differencein
revisions betweethedeveloped countries arideless developed countries by separategession.

(i) What we are interested in is whetHecal information is revisedecausef a bias in the
initial balance or newly happened events and obtained information after the initial rédleasgestigate
this by adopting a methodologyundin de Castro et al. (2011).

We construct simple equations as follows;

L0000 s QOAWE OQ
: 000 P
Q0 of ¢ 8 T DO OE OQ
8 "000
Ify mfy mAOO miy  rfthen it will imply that fiscal balance in initialelease
influencesthe size of revisions. Revisions can be anticipated atrtitial announcement of balance and
are not caused by unexpected events and informatign. If iy TA OO Tty T then it will

indicate that revisions are derivek]dm new events and information after initial release.

The data omevisionsize is unbalancepanel data and if we regress size of revisions on initial or
final balance/GDP by simple OLS, revisiomg the governmeistwith relatively more observations will
be reflectedn our estimation strongly. Hence, we wseountry and year fixed effects mad€ountry
and year fixed effects can capture characteristics of a specific gosuntty as culture and norms, and
crosscountry related macroeconomic shocks in a certain, gei@h as oil price shoodr aworld-wide
financial crisis, that are not fullyeflectedin initial or last balance/GDP dhe estimated equation
respectivelyTo include country and year fixed effects also becomes the response to the-oanittblk

problem.

(i) We look into how time lag ofeportinginfluences thedifferencebetween initial and final
balance/GDP. If we assume that the final balance/GDP is closesatbuatvalue, we can find the effect

of reporttime lag on a bias of initial balance/GDP from regression of the following equation;
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If r mi @ mhthen time lag ofeportingaffects thedifferencebetween initial balance/GDP and last

balance/GDPA fixed effects model is also employed simtlathe analysis of (i).

(iif) We investgatewhatfactors determinéhe size of revisionsSincenegativerevisions are our
primary interest, we look intovhat increases odecreasesiegative revisions amongovernmentsA
random effects model is adopted for finding these determinants bexaaparison®f revisions among
governments as well as change of revisions within amguouent are important. Alsoinse some of the
unchanging countrjeaturesare of analytical interestnd can be the determinants of revisjsweeping
them away and considering only changes within a country throws out important inforragtdations
such as fiscal rulegjemocraticaccountabilityand government effectiveness do not change in some
countries during the analysis period. Also, we include -yrdicator variables becauseof the data
structure and tim&endin Figures 1.3.

1.6 Estimation Results

16.1 Reports

We investigate the determinants of (i) repagtor nonreporing and (ii) time lag of repoing
among governments. Most governmentshiedeveloped countries submit their fiscal information to the
IFS within a year after the emof a fiscal yeaf® Differences in reportingare found mainly among
governmerg in the less developedcountries. Hence, ougnalysisconcentrates omeportsin the less

developed countries.

We use the approach to find the determinants)air(@ (ii) for fiscal year 2007 at first and then
check whether these determinants are effective during the new GFSM period (i.e. fiscal years 2006~2011).
The reason to analyze the data of fiscal year Zb6Fis that since the number pliblicatiors differs
accordingto fiscal years as seen in Taklel and it influenceseporting or nonreporting by the
governmentwe might geimoreprecise estimation results in analyg a single fiscal year. Also, the data

of fiscal year 2007 have been published & S for a long perigdrom 2008 to 2012°

% The governmesstin all developed countries except New Zealand and San Marino teparfiscal information
to the IFS and average tirteg of reportingis only 2.8quarters.

% Thoughthe datafor fiscal year 2006 also have a long period of publications, we employ the data of fiscal year
2007 because initial release of the data of fiscal year 2006 during the new GFSM period is in August 2007, not
January 200,7and ths may affect the measurement of time lag of répgrt
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First, we look intowhatare the determinants oéportingor nonreportingby the government.
Tables 1.8 and 1.9 show theestimationresults for fiscal year 2007 and fiscal years 2006~2011
respectively. As seen oolumns (1) and (2) of Tabld.8, rule of law legislative eletoral competitiveness
financial openneds and wpulationenhanceeportingto the IFS, butxecutive eletoral competitiveness
and rents from atural resourcediscourage it.

Sincemost countries legalize the disclosure of fiscal information,gthveernmentswith high
rule of law implement it completely arate more inclined to reportAs financial opennessvhich is
measured byotal liabilities for foreigncountriesincreases, the government will have bigger pressure to
open its fiscal information from foreign investorsloarers and cannot but report Also, population
becomes proxyfor the capability of the government to produce fisnfdrmationaswell asthedemand
of the peoplefor fiscal information in a country, and tlgovernmentswith big populationreport more

actively.

We are interested ithe factthat electoral competitivenesm the legislatureand the egcutive
plays contradictory rokein reporting, which is not consistent with duypothesisut can benterpreted
as follows; as competition iregjislative eletion gets strong, an incumbent paxdgmot be sure of
winning the electionso it expand fiscal informationrepors in orderto bind other paréis and secure
political rentsof it in the caseof losing the election. However, fierce competition in the executive election
gives an incumbent an incentit@ take an advantagef its information dominancéy hiding or taking
control of fiscal information.Messick (200) argues that political competitideadsgovernments to limit

the disclosure of information thabwald be used to scrutinize and criticidg actions

If the government fills up its revenue by sellingturalresourcs, peoplewill be lessinterested
in government finance and members of the government will not report fiscal information in order to
embezzle more rents fronatural resource However, as seen in columns (3) andd#Yablel1.8, if the
governments clean, rents fromatural resourcewill boost fiscal information reportsy the government
In other words, rents from naturasource$urtreporing onlywhenthe governments corrupt because it
diverts therentsinto itsme mb eockeé. In addition, columa (5) and (6) show that thgovernments
with bigger cabinetsare not willing toreportbecausahey havedifficulty in finding an agreement for

opening fiscal informatiom the government

" Financial openness imsignificant in specification (1), (2) of Table 1.8 but it becomes significant in other
specifications like (3), (5).
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We certify in Tablel.9 that the determinantierived from the data of fiscal year 2007 are also
valid in the new GFSM period. However, estimation results in Table 1.@ymot becompletelyprecise
becauseeportsby the governments with more observations will be reflected in our estimation strongly.
So we check the robustneby regressinga fixed effect (marginal effect)of each country on the
determinantsn Table 1.9. In the 1st stage to fiadountry's fixed effectwe usea fixed effects model and
include a net increase @DP per capita, forgn liabilities and natural resource rents as independent
variables In the 2nd stage toheck the robustnegbe determinanfswe use the averagealue of the
determinants duripfiscal years 2006~201fbr the OLS regressiorinally, Table 1.10 shows thahe

determinants areufficiently robust

In addition since the previous literature measures fiscal transparency by how much the
government opens its fiscal information, our estimation results are consisteiit, witlich impliesthat
reportng fiscal information to the international agencigs one of candidates for indexing fiscal

transparency of the government.

Second, we investigate the determinants on time lag of repoaiges 1.11 show the
estimationresults for fiscal year 2007 and fiscal years 2006~2011. High level of GDP per capita,
bureaucratic quality and eth#iaguistic fractionalization as well as election tihe next year and a

presidential regime make tigevernmenmore likelyto reportfiscal information fast.

GDP per capitand lureaucratiqualities are proxies teflectthe capability of the government.
As the governmentis more capable, it will produce and open fiscal information faster. Howanrer,
interaction term of these two variabledjuststheir effects taliminishtime lagof reporing becauseheir
effects can be overestimatiédorrelation between each otffeis not considerednd will be weakened if

they go beyond a certain threshold, @srsindevelopedcountrieswhere reports are homogeneous.

If an electionis heldin 2008 people will demand fiscal information moire orderto evaluate
the performance oanincumbent Ethnclinguistic fractionalizatioranda presidential regiméncreasehe
i ¢ h ard lbalano& between ethrndinguistic groups or the legislature and tveecutive respectively,

and fiscal information should beportedby thegovernmentarly to satisfitheir demandsWe ascertain

% We check whether these determinants are effective inlth&FSM period (i.e. fiscal years 1999~2006) aird
overall periodgi.e. fiscal years 1999~2011) and find that they are valid irrespeafittee analysis periods in the
data.

2 Correlation bet@enGDP per capita and bureaucratic quallty 785 (p-value: 0.0000)
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in columns (3), (4) offable1.11 that the determinants derived from the data of fiscal year 2007 are also
valid in the data of the new GFSM peritid

1.6.2 Revisions

We analyze revisionfsom three points of view; (i) whether revisions amfuencedby a biasof
balanceat the first announcement or the newly obtained information after it, (ii) how time fegarting
influences thedifferencebetween initial and last balance/GDP, and (iii) what influersczss of revisios

among governments

First, we investigate whieer fiscal information is reviseecauseof a bias in the initiabata
releaseor because ohewly obtained information after it. If the government opens windmgsing of
fiscal balance at first and revises it later, more negative revisions will bd fiouhe initially released
balancethat looks good That is,the coefficient of initial balance/GDP will be significantly negative. If
thegovernmentevisesthebalance because of new information, thies coefficienof final balance/GDP
will be significantlypositivebecause&evisions and final balance/GDP move in the same direction.

Table1.12 shows thathe coefficient of initial balance/GDP hasnagativeandsignificantvalue
in every specificationand thecoefficient of final balance/GDP has a positive and significant value in all
countries andthe developed countries. The former implies that if initial balance looks good, the
government will havatendency to revise it intabad one later and might be suspected of annourcing
beautified balance at the initidhta releaseThe latter indicates that revisions are caused by new events
and information afteinitial datarelease. Thougthe significance otthe coefficient of find balance/GDP
disappears ithe less developedountries the coefficient isstill positive, which isidentical with other
specifications. Therefore, we conclude that the government revises fiscal inforbetaursef window

dressing of balance as wel andetectethformationat theinitial data releas#

30 We check whether these determinants are effective inlth6FSM period(i.e. fiscal years 1999~2006) afwat
all periods(i.e. fiscal years 1999~2011) and find that they are vakdpective ofnalysis period in thdata.

31 We do not use the approach to extend from the analysis of fiscal year 2007 to that of fiscal years 2006~2011 for
revisions because reports show almost the same pattern within a country during the pedtibut revisions,
especially size of revisigfiuctuate within a country during the analysis period.

32 We applyOLS and RE (RndomEffects) modds to this analysis and find thatitial balance/GDP affects size of
revisionsnegativédy and significantly buthe significance of last balance/GDP is lost in OLS and RE. In addition,
we usean extended dataset during fiscal years 1999~2011 and discovehétwatefficient of initial balance/GDP
has anegativeand significant value anthe coefficient of last balance/GDP has a positive and significant value in
OLS, RE as well as FE (Fixed Effects) models, which strengthens our finding.
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Second, we investigate how time lagreportinginfluences thediscrepancyetween initial and
last balance/GDP. Table13 suggests estimatiaesults The governmenthit repors a balance early
announce correct fiscal informatiofi at firstin the developedcountriesbut as the governmengpors
late, it releasesninitial balance that is greater thdreactual or final balancéHowever, since time lag of
reportingin the developedountriesis small anchardlydispersed” it is difficult to argue that time lag of
reportingplays a crucial role in revisiontsy the developedones Whereas, the governmewith early
repors announce a smaller balance thathe actual one at firét in the lessdevelopedcountriesand as
the governmentepors late, it releasea correct balance at first. Average and standard deviation of time
lag of reportingare substantial ithe lessdevelopedcountriesand time lag of repdrtg influencessize of
revision significantly. It can be interpreted that hasgyortingbecomes a reasdar revisions inthe less

developedtountries®

Lastly, we look into the determinants of revision size. Since negative revisions are our interest,

we focus on finding whdactorsincrease or decrease negative revisions.

Table1.14 shows that the determinantssipe ofrevision differ betweeithe devdopedandthe
less developedcountries. While thenumber offiscal rules, inflation and government effectiveness
decreases negative revisgprdemocraticaccountability increasesthem in the developedcountries.
However, real GDP growth is only a signifitadeterminant taliminish negative revisiosiin the less
developednes In other words, institutional level and economic conditiffiectrevisions of balance in
the developedountries but revisions depend only on economic conditioth@lessdevelopednes

Since thenumber offiscal rules andheindex ofgovernmentffectiveness reflect the strength of
fiscal and administrative institutisrin the developedcountries, they contribute fareventingnegative
revisions. Also, since the goverent collects revenue easily under inflation rather tdefiation,
especially inthe developectountriesand has a small deficiinflation plays a rolein decreamg negative
revisions. Howeversincethe governmentvith a high level of democratic accouability has a strong

3 Wetestf p inequation (3) and gét(1,127) =0.48p-value:0.4913

3 Time lag of repoihg (developedl average?2.81, standard deviation: 2.13
(lessdevelopedl average: 4.37, standard deviation: 3.69

% Wetestf p inequation (3) and gé¥(1,326) =169.88 (pvalue:0.0000)

% Wealso find in the extended dataset of fiscal years 1999~2011 that the goverimiess developedountries
thatreportlate release the perfect data, which is more significant than in the dataset of fiscal years 2006~2011.
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responsivenes® people oris more sensitiveto peopl& opinion,it will have a bigger incentive to
beautify fiscal information at first and expanelgativerevisions.

If alessdevelopedctounty grows fast, thgovernmenwill obtain sufficient revenuand show a
small deficit which diminishesnegativerevisions. Also, according to Lay et al. (2014), optimistic
estimates of GDPRare found frequently inthe less developedcountries,and they alsolead to a
goodlooking balace. However, if the real GDP growth does not catch up with optimistic GDP
estimation the balance may be worse thtre expeced oneand thegovernmenwill be inclined to open

beautified fiscal informatiom orderto matchthe expected balance

In addition,the coefficientof initial balance/GDP is significant ithe developedcountries,but
not in the less developedcountries,which might be caused bthe loss of observations ithe less
developednes In order torespond to it, we look for the determinants of revisionthlessdeveloped
countriesby using Heckman sample selection, and find thatcoefficient ofinitial balance/GDP is
insignificantly negative and only real GDP growth is significant. The arguthantevisions come from a
bias of initial financial data get weak ihe lessdevelopedctountries’’ The fact that revisions are much
more usual inthe develged countriespartly explains the insignificance of initial balance in the less

developedtountres.

1.7 Conclusion

We analyzeaepors and revisions of fiscal information and investigate what affeetdecision
to reportand revie amonggovernmentsWe find thatthe decision on whether thgovernmentepors or
not is influenced by not only political institutions such as rule of Eectoralcompetition and cabinet
size but alsofinancial opennessent from natural resources and populatidiecausehe government
wants to increase political rents throughporing if it has sufficient capability to produce fiscal
information. We also find that time lag oéporting is affected by political conditions such as a
presidential regime, election and etHmmuistic fractionalization as well agariables relatedto the

capabilityof thegovernmensuch asGDP per capitandbureaucratic quality

37 Wealso find in the extnded dataset of fiscal years 1999~2011 that all determinants such as fiscal rules, real GDP
growth, inflation, democrati@accountabilityand governmenteffectiveness are significant when abbuntriesare
considered together. However, orggvernmenteffectiveness anadeal GDP growth are significant in separated
regressions betweetevelopedcountriesand lessdevelopedcountries respectively. Initial balance/GDP becomes
significant in lesslevelopectountries.
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We show thatevisionsare caused by both a bias of fiscal information at initial release and
newly obtained information after initial announcement. Also, while gheenmentto report early
releass correct balance at first ithhe developedcountries the governmenb reportlate discloses perfect
information in lessdevelopedones Lastly, we discover that institutionsuch as fiscal rules and
administrativequality, and economic conditi@ such as inflationcontribute to diminishinghegative
revisions, but responsiveness of the government to people exybamdsn the developedcountries.
However, only real GDP growth is found to decrease negative revisions significatiyeasdeveloped

countries

Our findings fill up a limitation in the previous literature in that the analysisepbrs and
revisions of fiscal informadn in thegovernments restricted tadhe developed countriegand providea
new implicationof thatrepors and revisions are affected by differéadtorsbetweerthe developed and

thelessdevelopedtountriesand hencedlifferentapproaches are needed for improving fiscal transparency.

However, this paper has a limitation in the data. We use the dataiofernational agency,
which might make it difficult to find precisetrends inrevisions becausethe governments camnlefer
submission of information to the international agendiyhere is apossibility that the governments
announcemanipulatediscal informationat firstin their owncountry, revise it during thdetered period
andreportit to the international agencies accuhatéf we obtainthe domestidfiscal information released
initially by the government, we can evade possible inacmsacthe datagiven tointernational agencies,
which is very difficult in practice.

The data of 6 fiscal years might not be sufficient for analysisand the data of 13 fiscal years
have shortcomingsf that the time series of the datis broken in the middle of thanalysisperiod.
However, government financidhta arescarcely revisg in the IFS books that apeiblishedearly, andare
actively revised in the recently printed IFS books, which is seen in Figliréf we include additional
data published before 2000 to @malysis the number of observations and pesiadll just increase but
it will not be expected that estimation results that differ ftbosein this paper will be derived from this
expanded datd&urthermore, isce datarepors and revisions are expected to be facilitated especially in
the less developedountries new policy implicatios will be found according tahe accumulation of

government financial data in tfaure

We compare only initialyreleasedclosing data (nowcast) to finallyevised data (backcast).

However,the analysisof the discrepancy beteenbudgetarydata (forecast) and initiaHseleasedlosing
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data (nowcasf)as seenin Beetsmaet al. (2011) and Ley et al. (2014rovides implicatios on the
optimistic behaviors of the government. If we inclddridgetary balance in oanalysis we mght find
new implicatiors on the financiamanagementf the government.
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Chapter 1

Tables and Figures

Table 1.1 Data Structure and Application of the GFSM to the IFS Government Financial Data

Fiscal Old GFSM application New GFSMapplication # of
year 60,60/ 60[{60/60/60/60|/60/60/60/60|61|61|061| years
@@ @ @4 @D @4 @D O @@ | @ | @] @] (@2 |books)
1999 (2;0)
2000 (266% )
2001 ( 252/50 )
2002 ( fg% )
2003 (f4/50 )
2004 (120% )
20 (6]}250)
2006 (0/520)
2007 ( (;}isg)
o (03;'15:1)
2009 (02/150)
2010
2011
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Table 1.2 Summary of Reporting Balance amongCountries

Fiscal years analyzed 2006~2011 (After new GFSM) 1999~2006 (Before new GFSM)
6 years, 20 books (Sep. 2007~Jun. 201| 8 years, 30 books (Mar. 2000~Jun. 200
All Developed Less All Developed Less
Countries countries countries developed | countries countries  developed
(188) (32) (157) (188) (31) (157)
Number of countries td 126 29°® 97 121 22%° 99
report (67.0%) (93.5%) (61.8%) (64.4%) (71.0%) (63.1%)
Number offiscal years| 3.231in6 5.291in 6 2.83in6 3.24in8 3.77in8 3.13in8
to report (53.9%) (88.2%) (47.1%) (40.5%) (47.2%) (39.2%)
Time lag of reportin® 4.11 2.81 4.60 4.28 3.75 4.40
quarter§' quarters quarters quarters quarters quarters
Correlation b/w time -0.4399 -0.5556 -0.3632 -0.2833 -0.4319 -0.2618
lag and number of (p-value: (p-value: (p-value: (p-value: (p-value: (p-value:
fiscal years to report 0.0000) 0.0000) 0.0000) 0.0000) 0.0000) 0.0000)

38 2 advanced economieghich dd notreportduringthe new GFSM periadsan MarinoNew Zealand

39 9 advanced economieghich dd notreportduringthe old GFSM periadAustria, France, Germany, San Marino,
Luxembourg JapanMalta, Portugal HongKong

0" Average time lag of repdrig amongcounties to report balance

L (i.e.) Balance in fiscal year 2@0is reported irthe IFS bookpublished inDecember2007 (after 4 quarters) or
March 2008after 5 quartersaveragely.

26



Table 1.3 Summary of Revision amongCountries which Report Balances

Fiscal years analyzed

2006~2011 (After new GFSM)
6 years, 20 books (Sep. 2007~Jun. 201

1999~2006 (Before new GFSM)
8 years, 30 books (Mar. 2000~Jun. 200

. All Developed Less All Developed Less
Countries . . . .

countries countries developed | countries countries  developed
Number of countries t¢ 94 / 32 271 27 67130 75146 15/7 60 /39
revise / not to revise (75:25) (93:7) (69:31) (62:38) (68:32) (61:39)
Number offiscal years 1.54 4.00 1.05 1.26 1.61 1.19
to revise (in 3.23% (in 5.29, (in 2.83, (in 3.24, (in 3.77, (in 3.13,

47.5%) 75.6%) 37.2%) 38.9%) 42.7%) 38.0%)
Size of revisions
(% of GDP) -0.249 -0.624 -0.105 -0.009 -0.068 -0.005
Time lag of revision 2.98 1.97 3.70 4.66 4.54 4.69
after initialreport quarters quarters quarters quarters quarters quarters
Correlation between 0.0861 0.3504 0.0173 0.1135 0.2034 0.0881
time lag of repoihg (p-value: (p-value: (p-value: (p-value: (p-value: (p-value:
and revision 0.1390) 0.0001) 0.8208) 0.0813) 0.1565) 0.2306)

42 2 advanced economies which did natise during the new GFSM perio&witzerland HongKong

3 Thenumber offiscal years to report
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Table 1.4 Size ofRevisions inBalance/GDP (%) and theNumber of Countries
accordingto Sign of the Revisions inFiscal Years

Fiscal yeas 2006~2011 (After new GFSM) 1999~2006 (Before new GFSM)
analyzed 6 years, 20 books (Sep. 2007~Jun. 2017 8 years, 30 books (Mar. 2000~Jun. 2007
. All Developed Less All Developed Less
Countries countries countries developed countries countries developed
1999 Mean 0.012 -0.161 0.053
(+/-10y** (21/31/63) (1/6/15) (20/25/48)
2000 Mean 0.26 -0.046 0.287
(+/-10) (20/20/64) (4/6/9) (16/14/55)
2001 Mean -0.464 -0.227 -0.513
(+/-10) (12/24156) (2/5/9) (10/19/47)
2002 Mean 0.068 0.010 0.082
(+/-10) (21/9/46) (6/1/8) (15/8/38)
2003 Mean 0.029 -0.081 0.055
(+/-10) (16/17/34) (3/3/7) (13/14/27)
2004 Mean 0.063 -0.041 0.088
(+/-10) (14/8/36) (3/4/4) (11/4/32)
2005 Mean 0.030 0.120 0.007
(+/-10) (8/7/39) (21217) (6/5/32)
2006 Mean -0.166 -0.714 0.008 -0.007 0.010 -0.013
(+/-10) (37/31/52) (13/11/5) (24/20/47) (1/1/34) (2/0/9) (0/1/25)
2007 Mean -0.234 -0.844 -0.028
(+/-10) (33/34/48) (13/14/2) (20/20/46)
2008 Mean -0.556 -1.573 -0.218
(+/-10) (21/40/51) (9/18/1) (12/22/50)
2009 Mean -0.288 -0.485 -0.217
(+/-10) (15/37/53) (8/1713) (7/20/50)
2010 Mean -0.070 0.015 -0.105
(+/-10) (21/16/55) (13/8/6) (8/8/49)
2011 Mean -0.031 0.000 -0.062
(+/-10) (1/1/45) (0/0/23) (2/1/22)

4 +/-/0 mean the number of countries to reiséancepositively, negatively andot to revise themespectively.
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Table 1.5 Size ofRevisions inRevenue/GDP (%) andExpenditure/GDP (%) in Fiscal Years

Fiscal yeas 2006~2011 (After new GFSM) 1999~2006 (Before new GFSM)
analyzed 6 years, 20 books (Sep. 2007~Jun. 20127 8 years, 30 books (Mar. 2000~J2007)
. All Developed Less All Developed Less
Countries countries countries developed countries countries developed
Rev 1999 0.041 -0.118 0.082
2000 -0.032 -0.084 -0.019
2001 -0.090 -0.220 -0.056
2002 0.119 0.128 0.116
200 0.082 0.133 0.067
2004 -0.227 0.142 -0.337
2006 -0.147 0.000 -0.201
2006 0.288 0.177 0.320
2007 0.083 -0.060 0.128
2008 0.064 -0.079 0.110
2009 -0.147 -0.166 -0.140
2010 0.065 0.100 0.047
2011 0.002 0.000 0.003
Exp 1999 0.247 0.141 0.275
2000 0.060 0.070 0.058
2001 0.033 -0.115 0.068
2002 0.068 0.128 0.052
20 -0.179 -0.217 -0.168
2004 0.022 0.207 -0.027
2006 0.033 0.000 0.043
2006 0.206 0.520 0.112
2007 0.121 0.156 0.109
2008 0.127 0.607 -0.037
2000 0.161 -0.024 0.231
2010 0.296 0.536 0.170
2011 0.110 0.000 0.121
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Table 1.6 Data and Variables

Variable

Description

Source

i) Reportor not

=1, if a countryrepors balance in a given fiscal
year

= 0, otherwise

i) Time lag of reporting

Dep. - IMF, International
P Report and revision | Measurement of how long tlgovernmentakes . . L
Var. . Financial Statistics
to reportbalance after the end of a fiscal year
iii) Size of revisions
Measurement of how much tigevernment
revises initial balance later, or discrepancy
between last balance and initial balance
Perceptions of the extent to which agents have
comjdencz_a in and ab|de_by the rules of society, World Bank,
andin particular the quality of contract .
Rule of law . . Worldwide
enforcement, property rights, the police, and th .
L . Governance Indicators
courts, as well as the likelihood of crime and
violence(range:-2.5~2.5)
Legislative electoral | Legislativeindices ofelectoralcompetitiveness | World Bank, Database
competition (range: 1 (weakest) ~ 7 (strongest)) of Political Institutions
Executive electoral | Executiveindices ofelectoralcompetitiveness World Bank,Database
competition (range: 1 (weakest) ~ 7 (strongest)) of Political Institutions
Population Log of population World Bank, World
P gotpop Development Indicator
Indep. .
Varp Rents from natural | Total natural resourcdsil, natural gas, coal, World Bank, World

resources

mineral and forestents (% of GDP)

Developmentndicator

Corruption control

Perceptions of the extent to which public power
exercised for private gain, including both petty
and grand forms of corruption, as well as
"capture" of the state by elites and private
interestqrange:-2.5~2.5)

World Bank,
Worldwide
Governance Indicators

Size of cabinet

Number of ministers in the cabinet

CrossNational
Time-Series Data

GDP per capita

Log of GDP per capita, PPP (constant 2005
international $)

World Bank, World
Development Indicator

Bureaucratiquality

Institutional strength and quality of the
bureaucracy (range: 0 (worst) ~ 4 (best))

PRS, International
Country Risk Guide
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Table 1.6(cont.)

Indep.
Var.

Election in next year

Previous year of electioteQislatureand
executive)

World Bank,Database
of Political Institutions

Ethniclinguistic
fractionalization

Index to measure the probability that two
randomly selected people from a given country
will not belong to the same ethiiaguistic group
(range: 0(0%, not fractionalized)~10(100%,
perfectly fractionalized))

La Portaet al.(1999)

Presidential regime

=1, if a country has presidential political syster
= 0, otherwise

World Bank, Database
of Political Institutions

Fiscal rule

Number ofnumericalfiscal rules(range: 0~5)

IMF, Fiscal rules
dataset

Real GDP growth

Annual change in estimated GDP at constant
prices(%)

PRS, International
Country Risk Guide

Inflation as measured by the consumer price

World Bank, World

Inflation . .
index (annugl%) Development Indicator
Measurement on how responsive the governn
Democratic is to its people (not just whether there are free | PRS, International

accountability

fair elections)
(range: O (least) ~ 6 (most responsive))

Country Risk Guide

Government
effectiveness

Perceptions of the quality of public services, th¢
quality of the civil service and the degree of its
independence from political pressures, the qua
of policy formulation and implementation, and
the credibility of thegovernment's commitment t
such policiegrange:-2.5~2.5)

World Bank,
Worldwide
Governance Indicators

Total foreign assets
and liabilities

Summation of equity, FDI, debt instrument
(loans, deposits, trade crgdiinancial
derivatives, reserve asghat domestic people
own in foreign countries and foreigners own in
this countryrespectively

External Wealth of
Nations Mark Il
Database (Lane and
Milesi-Ferrretti)

31



Table 1.7 Summary Statistics

Fiscal yeas analyzed

2006~2011 (After new GFSM)

1999~2006 (Before new GFSM)

Countries All _ Developed Less All _ Developed Less
countries  countries developed| countries countries developed

Rule of law 0.17 1.48 -0.32 0.00 1.45 -0.33
Legislative electoral competition 6.42 6.97 6.29 6.26 6.97 6.10
Executive electoral competition 6.14 6.97 5.95 6.02 6.97 5.79
Population (millions) 40.2 314 42.2 374 30.2 39.1
Total foreign assets (of GDP) 1.87 7.02 0.87 1.38 5.01 0.66
Total foreign liabilities (of GDP) 2.09 7.04 1.14 1.78 4.96 1.17
Rents from natural resources 8.96 1.55 10.71 8.13 1.24 9.77
Control of corruption 0.04 1.51 -0.30 0.03 1.57 -0.33
Size of cabinet 23.3 20.9 23.8 23.2 21.6 23.5
GDP per capita (ppp) 13,609 33,931 8,776 11,879 31,086 7,386
Bureaucratic quality 2.20 3.68 1.78 2.19 3.71 1.76
Election in next year 0.30 0.33 0.29 0.27 0.31 0.26
Ethniclinguistic fractionalization 3.26 1.50 3.74 3.26 1.50 3.74
Presidential regime (%) 0.56 0.10 0.67 0.56 0.12 0.66
Number of fiscal rules 1.95 2.43 1.69 1.53 2.28 1.13
RealGDP growth(%) 3.43 1.34 4.15 3.20 2.59 341
Inflation (%) 33.4 2.4 40.9 104 22 12.4
Democraticaccountability 4.18 5.66 3.77 3.95 5.50 3.51
Government effectiveness 0.08 1.49 -0.25 0.06 1.55 -0.29
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Table 1.8 Estimation Resultsof the Determinants onReporting or Non-Reporting
in Fiscal Year 2007

1) 2) 3) 4) ) (6)
Reporing or nonreporing All Less All Less All Less
in fiscal year 2007 countries  developed countries developed countries developed
countries countries countries
Rule of law 0.453* 0.482* 0.229 0.151 0.253 0.086
(0.183) (0.228) (0.193) (0.251) (0.161) (0.247)
Legislative eletoral 0.234* 0.245** 0.326*** 0.348** 0.314** 0.336***
competitiveness (0.123) (0.125) (0.126) (0.123) (0.124) (0.120)
Executive eletoral -0.178* -0.185* -0.201*  -0.215**  -0.218*  -0.232*
competitiveness (0.106) (0.107) (0.110) (0.107) (0.111) (0.108)
Population 0.301*** 0.301*** 0.317*** 0.299%** 0.453*** 0.402%**
(0.086) (0.097) (0.085) (0.098) (0.116) (0.124)
Financial Openness 0.098 0.055 0.144* 0.044 0.117* 0.048
(0.066) (0.081) (0.080) (0.081) (0.070) (0.079)
Natural resources rents -0.016*  -0.016** -0.003 -0.001 -0.002 0.000
(0.008) (0.008) (0.011) (0.011) (0.011) (0.011)
Natural resources 0.026** 0.029** 0.023** 0.028**
rents*corruption control (0.011) (0.012) (0.011) (0.012)
Size of cabinet -0.060* -0.050*
(0.024) (0.030)
Constant -4.286** 4254 5091 -4.827%* .5 B0t  -5.144%
(1.436) (1.604) (1.486) (1.658) (1.675) (1.733)
Number of observations 148 119 148 119 147 119
Adjusted B 0.196 0.145 0.226 0.183 0.278 0.211

Note: 1. Probit regression is used.
2.*** p<0.01, ** p<0.05, * p<0.1, () standard error
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Table 1.9 Estimation Resultsof the Determinants onReporting or Non-Reporting
in Fiscal Years 2006~2011

1) 2) 3) 4) ) (6)

Reporing or nonreporing All Less All Less All Less
in fiscal years 2006~2011 countries developed countries developed countries developed
countries countries countries
Rule of law 0.407*+* 0.439**+* 0.248*+* 0.194** 0.234*** 0.147
(0.062) (0.080) (0.070) (0.094) (0.068) (0.095)
Legislative eletoral 0.141%* 0.143*+* 0.209*** 0.219%** 0.204*** 0.208***
competitiveness (0.052) (0.053) (0.057) (0.057) (0.057) (0.057)
Executive eletoral -0.056 -0.061 -0.059 -0.069 -0.082* -0.091**
competitiveness (0.043) (0.044) (0.045) (0.045) (0.046) (0.046)
Population 0.193*** 0.203*** 0.207*** 0.203*** 0.299*** 0.294+*
(0.030) (0.034) (0.030) (0.034) (0.038) (0.042)
Financial Openness 0.083** 0.063*  0.114** 0.063** 0.095*** 0.072*
(0.033) (0.033) (0.037) (0.029) (0.034) (0.029)
Natural resources rents -0.011***  -0.010*** 0.001 0.003 0.002 0.003
(0.003) (0.003) (0.004) (0.005) (0.004) (0.005)
Natural resources 0.021*** 0.023*** 0.020*** 0.022***
rents*corruption control (0.004) (0.005) (0.004) (0.005)
Size of cabinet -0.042%*  -0.041***
(0.008) (0.010)
Constant -3.189***  -3.314**  -3.921**  -3.864**  -4.212%*  -4187**
(0.528) (0.572) (0.553) (0.589) (0.577) (0.606)

Number of observations 883 709 883 709 877 709

Adjusted R 0.139 0.086 0.157 0.108 0.183 0.128

Note: 1. Probit regression is used and yealicator variables are included in the regression.
2.** p<0.01, ** p<0.05, * p<0.1, () standard error
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Table 1.10 Robustness Check of the Bterminants onReporting or Non-Reporting

by using Fixed Effect of a Country andAverage Valuein Fiscal Years 20@~2011

1) 2) 3) 4) ) (6)
Fixed Effect of a Country All Less All Less All Less
onReporting countries  developed countries developed countries developed
countries countries countries
Rule of law 0.128*** 0.153**= 0.082%** 0.054 0.071* 0.044
(0.031) (0.056) (0.031) (0.061) (0.030) (0.060)
Legislative eletoral 0.094** 0.091** 0.125*** 0.128*** 0.122%* 0.122%*
competitiveness (0.037) (0.038) (0.032) (0.033) (0.033) (0.034)
Executive eletoral -0.046** -0.046** -0.051** -0.053**  -0.060***  -0.060***
competitiveness (0.023) (0.023) (0.021) (0.021) (0.022) (0.022)
Population 0.059%** 0.078*** 0.060*** 0.074* 0.086*** 0.098***
(0.017) (0.020) (0.016) (0.019) (0.020) (0.025)
Financial Openness 0.003** 0.014  0.004*** 0.014  0.005*** 0.020
(0.001) (0.021) (0.001) (0.022) (0.001) (0.024)
Natural resources rents -0.508** -0.523** -0.088 0.015 -0.048 0.004
(0.229) (0.237) (0.268) (0.303) (0.260) (0.299)
Natural resources 0.670*** 0.822*** 0.597*** 0.707**
rents*corruption control (0.205) (0.261) (0.210) (0.275)
Size of cabinet -0.012* -0.011*
(0.005) (0.007)
Constant -1.559%** -0.857*  -1.761**  -1.031***  -1.830***  -1.085***
(0.330) (0.368) (0.309) (0.346) (0.318) (0.357)
Number of observations 145 116 145 116 144 116
Adjusted R 0.246 0.200 0.280 0.248 0.317 0.267

Note: 1. OLSregression is used.
2.*** p<0.01, ** p<0.05, * p<0.1, () standard error
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Table 1.11 Estimation Resultsof the Determinants onTime Lag of Reporting

Time lagof reporing
in fiscal year 2007

Time lag of eporing
in fiscal yeas 2006~2011

1) (2) (3) (4)
All Less All Less
countries developed countries developed
countries countries
GDP per capita -2.725%** -2.353** -2.257%** -1.960%**
(0.946) (1.197) (0.465) (0.660)
Bureaucratic quality -4.462* -2.272 -6.100%** -4.585%*
(2.350) (4.079) (1.183) (1.980)
Interaction of above two 0.395 0.094 0.564*** 0.357
variables (0.254) (0.506) (0.124) (0.242)
Election in next year -0.809 -2.679** -0.381 -0.625
(0.760) (1.236) (0.315) (0.508)
Ethnolinguistic fractionalization -4.512** -5.354* -3.353*** -3.736***
(2.270) (2.740) (0.832) (1.037)
Presidential regime -2.321% -3.604** -0.675 -1.285**
(1.233) (1.507) (0.463) (0.618)
Constant 33.558%** 33.026%** 27.518%*+ 26.203***
(8.304) (10.003) (4.150) (5.594)
Number of observations 115 87 711 543

Note: 1. Heckman sample selection is used.

2.** n<0.01, ** p<0.05, * p<0.1, () standard error
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Table 1.12 Estimation Resultsof Whether Revisions areAssociated withl nitial or LastBalance

Size of revisions (1) (2) 3) () () ©)
in fiscal years 2006-2011 All . Developed Less All . Developed Less
countries  countries developed countries countries developed
Initial balance/GDP -0.198**  -0.206***  -0.196***
(0.021) (0.043) (0.023)
Last lalance/GDP 0.046* 0.094* 0.030
FE (0.024) (0.049) (0.028)
() Constant -0.005***  -0.010***  -0.003*** -0.002** -0.004** -0.001
(0.001) (0.002) (0.001) (0.001) (0.002) (0.001)
Number of obsrvations 591 164 427 591 164 427
Number of countries 122 29 93 122 29 93
Initial balance/GDP -0.237***  -0.298%*  -0.229***
(0.023) (0.064) (0.025)
Last mlance/GDP 0.068** 0.316*** 0.030
FE (0.028) (0.063) (0.031)
(cy) Constant -0.008***  -0.014***  -0.007*** 0.002 0.016*** -0.000
(0.002) (0.005) (0.003) (0.002) (0.005) (0.003)
Number of obsrvations 591 164 427 591 164 427
Number of countries 122 29 93 122 29 93

Note: 1. FE(c): country fixed effects model, FE(cy): counyaar fixed effects model

2.** n<0.01, ** p<0.05, * p<0.1, () standard error
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Table 1.13 Relationship betweennitial Balance/GDP,L ast Balance/GDP
and Time Lag of Reporting

Last balance/GDP (1 (@) )
in fiscal years 2006~2011 Al . Develo!oed Less devgloped
countries countries countries
Initial balance/GDP 0.518*** 1.109*** 0.486***
(0.038) (0.158) (0.039)
log of report time lag 0.001 0.013 0.001
(0.002) (0.010) (0.002)
Interaction 0.164*** -0.326*** 0.184***
(0.021) (0.118) (0.021)
Constant -0.011%** -0.027** -0.008**
(0.004) (0.012) (0.004)
Number of observations 591 164 427
Number of countries 122 29 93
Adjusted R 0.747 0.692 0.778

Note: 1. Countryyear fixed effects model is employed.
2.*** p<0.01, ** p<0.05, * p<0.1, () standard error
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Table 1.14 Estimation Resultsof the Determinants in Revision of Fiscal Balance

. . (1) 2)
;‘Zﬁes Coglr;\a’;':g% 06-2011 All - Developed Less devgloped
countries countries countries
Initial balance/GDP -0.287*** -0.490*** -0.056
(0.034) (0.056) (0.035)
Number of fiscal rules 0.268* 0.419** -0.011
(0.153) (0.214) (0.130)
Real GDP Growth (%) 0.083 -0.036 0.080*
(0.055) (0.119) (0.042)
Inflation (%) 0.030 0.459** 0.017
(0.044) (0.182) (0.029)
Democraticaccountability -0.326 -0.960** -0.063
(0.210) (0.420) (0.137)
Governmentffectivenes 0.131 1.330* 0.171
(0.277) (0.693) (0.286)
Constant 0.006 -0.603 -0.075
(1.163) (2.709) (0.796)
Number of observations 233 125 108
Number ofcountries 45 22 23

Note: 1. Random effects model is used and yedicator variables are included in the regression.

2.*** p<0.01, ** p<0.05, * p<0.1, () standard error
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Figure 1.1 Examples ofChangeof Balance/GDP (%) according toPublication Time
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Figure 1.2 Reports according to Fiscal Years
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Figure 1.3 Revisionsaccordingto Fiscal Years

a.Number ofCountries toReviseBalance according tBiscalYears
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Figure 1.4 Number of Observations andRatio of RevisionsObservations (%)
according Publication Years
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CHAPTER 2

Cashor Accrual?:

The Determinantsof the Switchto Accrual Accounting for Fiscal System®’

2.1 Introduction

Governments have traditionally used cash accountimgeSthe early 1990s, a number of
countries havéeen changintheir governmeral accountingsystemfrom a cashbasisto anaccrual basis.
International agenciesuch ashe IMF, the OECD andthe IFAC*® have recommendeitiat governments
adopt accrual accounting. According &orecent surveyof PwC (2013), accountingystemsamong
governments are diverse but the trend towards accrual accUnsingear.

However, many governments still employ cash accounting because iilis waderstandble
and it is usefulfor controling government's financial activitiesich & budgetary execution. Nevertheless,
researchers like Athukorala et al. (2003) point out weaksdsscash accountingFor instanceijt
comprehends only cash information and prosibasic informationsuch asn/outflow of cash.Hence
cash accountingnly offers alimited basis for fiscal strateggecisionmaking and accountability as

comparedo accrual accountingsome governments began to reform their accountiragnsxcrual basis.

Though thereis a dispute onthe effectiveness of accrual accounting in practice, many
accounting experts, governments and international agencies argue that accrual accountingmooduces
relevantinformation and improvg&transparency and responsibility the governmengBloéndal, 2003) A
surveyof PwC (2013)»uggests thahany governments think that greater transparency and accountability,
a comprehensive inventory of assets and liabilities, amproved performance assessment are main
benefitsfrom accrual accounting adoptioGuthrie (1998) indicates that @crual accounting improge

comparability of the financial performance between jurisdictions and pogigater accountabilitfor

%> This chapter isjoint work with Professor Hadi Salehi Esfahani.
“% International Federation ofadountants

““ A cash ac cnaccountingntiat récegnizésatransactions and other events only when cash is received or
paidé (I FAC, 2008: 9 2 B accounting andar ahich maocsacbians and otlenevese 6 a
recognized when they occur (and not only when cash or its equivalent is received or paid). Therefore the
transactions and events are recorded in the accounting records and recognized in the financial statements of the
periods to wlIFAQ 208 328y rel at ed
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public resources, as financial data become more transp@&team (2003) suggests thhaetaccrual basis
and governmentvide reportingarepreferable for the clear disclosure of government finance

In spite of these benefit:mot all governmentshave change or consider changingheir
accounting toan accrual basis. Sometimes, differegavernmentalaccounting systesnare employed
amongcountriesthatseem tosharesimilar featuressuch asconomic development, geographical location,
or legal system (e.gwhile the French governmentand the Austrian government adopted accrual
accounting in Q06 and 2013 respectivelhe German government has kept cash accounting until now

and has no plan for governmahaccounting reform)

Against this background, we will investigate in this papbawfactorsdrive the governmef
choice between keeping castcountingand adoption of accrual accountjrg, nore broadly, what leads
to governmeral accounting refornramong countrieslso, we will find out whether these determinants

differ betweerthe developedcountriesandtheless developed countries.

We discover wilch county adoped accrual accountingfrom the data of the OECD's
"International Budget Practices and Procedures Datdbase2007/2008 andhe IMF's "Government
Finance Statistics yearbook" published in recent years. We also catch the tiheeadbption from
information availablein international agenciesyinistries of finance, and previous literature as well as
both the OECD and the IMF dat@onsequentlywe find thatwhile 21 countries have employed accrual
accountingand 16 countries areshifting their governmeral accounting system tan accrual basis90

countries are still using cash accounting among 127 couirtris 2

However, thedata of 88 countries among 127 countries from 1989 to 20l#sadn this paper
because of restrietl availabilities ofthe data obther variables. 38ountriesout of 88 have adopted or
are adopting accrual accounting and 53 countries use cash asgobmn#ddition, thedata for political,
economic, social and institutiondeterminantshat influence the adoption of accrual accounting are
obtained from surveyof international agenciegesearch institugeand previous literature to compare

charactasticsamong countries.

The literatureemploys logistic regression to find the determinants of goverrahaotounting
change. However, wepply survival analysis in order to catch them maitectly. We use logistic
regression in checkinthe robustnessf estimation results from survival analysislso, we include
interaction terms of several determinants with development level of a country in our regression in order to

investigate how the impact of these determinalfitiers according to developmentyvel. We certify
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estimation results from regression with interaction tettmsugh separate regressi®for the developed
countriesandtheless developed counties.

We show that governmental accounting decisiare affected byseveralcharacteristics of a
country, and theseharacteristicgive different impact persuant tbe development level afhe country.
In other words, determinants suchGBP per capita and demoticaaccountability facilitate the adoption
consistently in all countries, but othersluence it differently according to development levdlitical
competition, common law traditiospread of accrual accounting among othevernmentsand rule of
law contribute to adopting accrual accounting earlgevelopedtountries However, lureaucratic quality,

educationandeconomicstability enhance the adoptianoresignificantly in less developed countries.

The empiricalliteratureon thedeterminants of governmetaccounting reform is restricted
case stuigs of several governmenty statisticalresearchat thelocal governmentevel. Therefore, this
paper becomes the firdtial to investigate factors of accrual accounting adoption empirically by
comparing mangentralgovernmentswhichcontributesto filling gaps created by tHinitations of using
case stugs and descriptive analysis in the previous literatukiso, this paper provides worthwhile
implications for the relationship between government reform and development by analyzing how factors
of accrual accounting adoptiaifect countriesdifferently, depending ormdevelopment level or GDP per

capita.

We will introduce the literature on this topic in the second section, and explaimodel and
hypothesis in the third sectionh& data and variablesill be suggestedn the fourth section. The
estimation strategies and results will be shown in iftfe dndsixth section respectively. We willeliver

our conclusion in the last section

22 Existing Literature

Research on the determinants of governmeataiountingreform has beemeveloped from
Luder (1992) who usel casestudes on CanadaGGermany, Denmark, the European Community, France,
Sweden the United Kingdom,and theUnited Stategfederal and state governmgimn the mid to late
1980s and early 199(0€abaPerez et a).2009 Upping et al. 2011). His contingency modegives a
starting point for thinking about the determinaasl has beecitedfrequently intheliterature He argues
that the adoption of a new accounting system dependgscombination offavorable andunfavorable

conditions. He includesboth institutional conditions and collective behaviorns determinanisand
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classifies theminto four categoriesccording taheir functions in the@doptionprocessi) stimuli (factors
to initiate government accounting reformsyjch as financial problems of the governmei)tsocial
structural variables (characteristics of @sef information) such as income and education leva),
structural variables of the politicadministrative system (faaes of producers of informatiosjch as
administrative culture and political competitiomnd iv) mplementation barriers (environmental

conditions)such as legal systexHis research isummarized in Tabl2.1.

Lud e rcdantingencymodel has beeapplied to andevisedin manystudies(Godfreyet al, 1996
2001 Yamamoto 1999 Christensen2002; Oliorilanto, 2008; Upping et al. 2011). Theseuse similar
determinantsn adifferent structureFor instanceChristenser{2002 emphasizes the importance of key
actors of accounting reform. So he classifies determinants into three gfagterssuch as promotsof
change, users of information, producers of information as well as stimuli and implementation barriers.
Upping etal. (2011) construct the adapted accounting change model and classify factors into 4 groups

external pressure, internal pressure, facilitators of change and barriers to change.

However, thee is a limitation in the factthat previousresearchis mosty theoreticalor case
studies® Liider (2009) points ou& problemwith the use otase stuigsand calls for statistical research
on this topic. He emphasizes thdtistical researchreveas the relationship betweeaccounting system
and environmentof the governmentbetterthan a case stug does, and case tadies are ofterstrictly
descriptive, poorly structure@nd pure desk studiewithout empirical basisNeverthelessonly a small
number of papersnvestigaing the determinants of government accounting reform statisticailye
been found anthey stay at the level of local governmeAn empirical study compang many central
governments has not beaeen Therefore, lis paper will be thdirst attempt atinvestigaing the

8 Luder (1992)argues thatempirical or statistical analysim this topids not proper because

i) the relationship between government accounsind candidate independent variablésterminantsmay not be
monocausal but multcausd, and independent variables may have an additicsfeéct on each other
(multicollinearity),

ii) sincethe candidate independertriables are frequently difficult to measure directly, it is thus necessary to
operationalizéahem by means of observable and measurabldgg@nd

iii) it also seems questionable whether the use owserof theGenerally Accepted Accounting Principl@SAAP)

can really be conceived of as a binary variable at all.

However, he changes his aitle in his following paper and emphasizes the importance of statistical study on this
topic (Luder, 2009).

Also, as accrual accountingf governments is in the spotlightnany surveys on this topic have been done by
international agencies and globraksearch institutesSo we can construét reliable dataset by using variety of
sources and make the initial step to find the determinants of govealmertunting reform empirically.
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determinants of accounting refoamong many central governmenqtgntitatively.

A few papersproposethat various institutions and characteristics influence the adoption of a
new governmental accounting syste@arpenter (1991) investigatahe factorsthat influence the
selection ofa new accounting systenGAAP amongthe state governments in the U&d suggestthat
strong political competition &els the state governmesito adopt the GAAP. Carvalho et al. (2007) and
AnessiPessinaet al. (2008) look for determinants of accrual accounting in the local governments in
Portugal and Italyrespectively. Carvalho et al. (2007) show thterencesin accrual accounting
adoptionacrossnunicipalities are explained populationsize, firancial conditions, urban characteristics
(metropolis) and diffusionof accrual accountingcross neighboring municipalitie&nessiPessina et al.
(2008) propose different view that cultural factors lik€EFO perceptions and geographic locataa
much moreimportant inthe adoption of accrual accounting. These papers employ logistic regression or
simple OLS as anempirical methodlogy. Empirical studies at the local governmentevel are

summarized in Table 2.2.

In addition, the literature does not pay attention to the fact that the effects of the determinants
can change in line with fundamental characteristics of a country. It does not seem to be natural that all

countries with different features have the santerdanants.

23 Model and Hypothesis

We revisethe contingency model ofider (1992 which is a fundamental model on this topic,
andinvestigate theleterminants of accrual accounting adoption or governmental accounting reiictm.
since the govement decides whether it will change its accountisgstem characteristics of the
government definitely influence the adoption. However, policy decision of the government is affected by
interaction with people and environmental conditions. Therefore, weidar features of people and
environments as well as the government to be the determinantslemsify then into 4 categories
determinants) to stimulate reform, ii) to influencethe willingness of the government to reform, i
affect thecapability of the government to reformnd iv) to be related t@nvironmentaladvantageor

disadvantageOur extended contingency model is shown in Figure 2.1.
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231  Stimulus for GovernmentAccounting Reform

Whenever the government initiates reforimerewill naturally be a reason or stimulus for it.
An economic or fiscal crisigs a possiblestimulus for governmental accounting reform. According to
Guthrie (198), the governmenthat suffers aneconomic or fiscal crisjsuch as dugedeficit and debt
is inclined to adopt accrual accounting as onmafygovernmental reforms t@spondo the crisis For
instance, New Zealand, the UK and Korea experienced the IMfeldagrogran, which influencedhe
adoption of accrual accountingAlso, Kasurinen (2002) suggesthat financial soundness of the
governmentdiminishes the priority for changélowever, since governmental reform might worsen the
crisis by giving more complexity, economic stabilityay be a more suitable condition fochanging

governmental accounting.

(Hypothesis 1An economic or fiscal crisis stimulaseyovernmetal accounting reformConversely

economic stability can be helpful fieform in certain situations

232 Willingness of theGovernmentto Reform

Why is the government willing t@hangeits operation in spite ofthe cost from thereforn?? If
the reformmakes the government toperae efficiently and obtain political support from peoplhe
governmentwill create bigger rent frorit. The willingness of the government to reform tiserefore
affectedby characteristics afot only the government but alte people because people decigelitical
support for the government. We suggtstt features of the government such as bureaucratigygual
democratic accountability and characteristicthefpeople such as education and population are regarded
as the determinants of accrual accounting adoption. Rule of law and political competition are considered

as features of both the government aadgethatinfluence accrual accounting adoption.

As for bureaucratic qualitytwo contradictory explanatiorexe proposedThe first explanation
argues that countries with better administrative quality moreinclined to adopt accrual accounting.
PwC Q013) mentions thaginceapplication of accrual accounting tee government is more complex
than that of cash accountingdministrative qualityof the governmenis needed. Howeveg different
assertioris suggestednamelythat as administrative qusliis improved,the government will not adopt
accrual accounting. According to Political Risk Services (20¥8)en the government has great
bureaucratic qualitythis bureaucracypecomesomewhat autonomous from political pressure rmght

resist governmntal reformbecause athe burdenof implementing the reform
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(Hypothesis2) High bureaucratic qualityin the government contributes t@doping accrual

accountng. However, it might not in a certain country.

We can expect tha democratically accountable government prefers to improve its operation
system in order to refle¢che people's desire arttiusgain more political agreement. Also, the literature
such asde Renzio (2009) and de Renzio et al. (2010) shows that countriesgweaterlevel of
democracyhave a tendency toreform theirpublic finance management to whiclthe shift to accrual
accounting belongs.

(Hypothesis3) Democratic accountability encourages the government to refornacit®unting

system.

Since educate@deoplecan understandomplicatedfiscal information,they prefer transitiang
to a more informativeaccountingsystem and accrual accountingn®re likely to beadopted Gariyo
(2000) suggestdn the example ofJganda that the citizens do not havethe ability to influence the
budgetary procedsecause the mechaniswisfiscal managemerdre too complexand require skills and
knowledgeunavailableto the people.Also, the World Bank (2002)ndicates thatertiary education irthe
lessdevelomd counties assis$ the improvement of institutional regime#\s siggested bythe World

Bank (2002), education might be more influentiathaless developed than the developednes

(Hypothesis4) Educatedpeopleare more likely to prefeaccrual accountingespecially inthe less
developed countries

The effect of population othe reformis not cderent in theliterature.On one handsince
populationis a proxyfor nationalwealthor personnel power which plays a rolepobviding resource to
implement he reform, it enhanceaccrual accountingdoption.On the other handsince a larger
population makes administrationore compicated, the government should b@areasedostsfrom the
reform and will be prevented from adoptingceual accounting. Whil@opulationencouragesccrual
accounting adoption i€arvalho et al. (2007), discouragesn Carpenter1991) and AnessPessina et al.
(2008) Since weclassify population as feature of people in this paper, Wwgpothesizehat population

enhancstheadoption of accrual accounting.
(Hypothesis) Population facilitatesaccrual accountingadoptionby the government
Rule of law assesseevelopmenbf the legal system andw observancdy thepeople, and it

reflects features of both the governmant people. If legahstitutions are well established and people

50



follow the law, thegovernmeniwill change its accounting systerasily. Unger (2002) proposes that rule
of law along with democracy becomes a ground for effective retdawever, rule ofaw possily slows
down the process of changecause it takes time to satisfy every legal procediunghermore, making
political agreement is usually difficult ithe lessdevelopectountries. A&tions of the governmetieyond
the law mightspeed up govemenal reform intheless developed countries

(Hypothesi®) Rule of lawfacilitates theadopton of accrual accountingput might be an obstacle in
theless developed countries

The mlitical process influenaegovernmental accounting systein Kido et al. (2012and Van
Lent (2012) When politicians or parties have similar opportunities to win the election, political
competition becomes stronger. Under strong political competiionincumbent cannot be certain of
holding the current positionnd he/she wants to bind behaviors of opposite politicians or parties in the
future in order toprotect his political rents (Persson et, @002). Accrual accounting provides more
detailed fiscal information and helps binding behavior of opposite patitiolaparty. Therefore, as

political competition is intensified, incumberdf the government prefer accrual accounting.

(Hypothesisr) Strong political competition encourages the government to adopt accrual accounting.

233 Capability of theGovernmentto Reform

Though the governmerig willing to reform its operatios) the reform cannot be implemented
without sufficientcapability of the governmentMany governments in the less developed countries want
to propel reforms in order to improvbeir geraton, but theyfrequentlyfail because of insufficient
capabilityin financial, administratig and personnel resources. figiere, not only willingness but also

capability of the government beconsesrucial conditiorfor governmerdl accounting reform.

GDP per capitas a representative proxy capabilityand it is regarded as a constraint especially
for the less developed countries. According to Allen (2008)y land middle income countries have
insufficient financial resources to spend on necessamyniesl systems and capacity buildirigr
strengthening budgetary processes and systéig®s, Ingram (1984)suggestghat if the wealth of a
province or a country increases, policy makers or politicians will have incentive to show it and argue to

expanddisclosure of fiscal information in order to obtain more political support.

(Hypothesis 8An increase ofsDP per capitdorwards aloption of accrual accounting.
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234 Advantages and Disadvantags of Environment

When the environmenéround the governmens advantageous fathe reform, government
reform will be initiated and implemented easiW/e propose legal tradition amspread of accrual

accounting amongovernmentss environmental determinanketinfluencetheadoption

Legal systems in the worldreclassifiedbroadlyinto two groups; AngleSaxon or common law
and continentalor civil law. Thislegaltradition ha affectedvariousinstitutiors (La Porta et aJ.1999)
and governmental accountirgystemshave also been developeth accordance with .itGovernmersl
accounting under common latkadition emphasizes records @facticaltransaction and uses double
entry bookkeeping and financial statements simtlathose inthe private sector. Howevegovernmental
accounting inthe civil law tradition focuses orrecords 6 cash transaction and control of expendisure
and uses single entry boskeping and relatively simple financial statenseAtso, accrual accounting in
the government began in countries with comnnhaw tradition like New Zealanahdthe UK historically.

Hence, it can be expected that accrual accounting is harmonizeaagitimon law system.

(Hypothesis 9)Common law traditionmakesa favorable environment foaccrual accounting

adoption

If more countries change their governmental accountingntaccrual basis, accrual accounting
adoption will improve financial management frahe increasetharmonization with institutions of other
countries and standards of international agencies. Also, th&y pdnd among the governments can be
interpreted asa signal that accrual accounting is an advanced system and impmgeesrnment
performance. Therefore, we argue ttrediffusion of accrual accounting among countties apositive

impact on the addjon, as seen in Carvalho et al. (2007).

(Hypothesis 10An increase of governments to adopt accrual accounting enhances the adoption in

the other governments

235 Interaction with Development_evel

Thus farwe havelookedinto the determinanthatinfluencethe adoption of accrual accounting.
However, we wonderthat hese factorsaffect governmentsuniformly irrespective of different
characteristic®f governmerd For instance, can education level affect governmental reform identically
betweenthe developed countries antthe less developed countriesyenthough most people ithe

developed countries are educated above a certain level such as secondary school? Institutional reform
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differs according to development (Andrew#913) andiscal instituton reformis likely to be slow irthe
less developeaountriessince the budget is especially prone to 4sedking influence (North1991
North et al, 200§. Hence, v suppose thahe influential direction orstrength ofdeterminants can
change according the developmentevel such a&DP per capita of a country

(Hypothesis 11)The mpact of the determinantsdiffers according tothe development level oi

country.

24 Data and Variables

In order to investigatéhe determinants olccrual accounting adopti@mong governmentsve
have to know whiclgovernment shifted itaccountingsystemfrom cash to accrual. However, since some
governmentshave adopted accrual accounting partially and sequentiafigl transition from cash
accouning to accrual accounting usuallpkesseveral years, whethéhe governmentdopts accrual
accounting or not is not alwaystmrentamong relatedsources. Therefore, cleand consistentriteria
for labeling the act of adopticareneededand we employwo sources alindamentatriteria.

Our criteria for determininghe adoptionare the OECD's "Internation&udget Practices and
Procedures Databasgi' 2007/2008 andhe IMF's "Government Finance Statisti¥®arbook" published
in recent years. Wieegardthemasmore reliable sources than others because i) they are baaei®oent
surveythatis administeed by the OECD with the World Bank and government reports the IMF, ii)
they are citedrecurrentlyin the literature, iii) theyencompassnformation from many countries (97
countries in the OECD'database143 in the IMF's) and iv) thelook into theadoption of accrual
accounting more clearly than the other soufédsonetheless, in casavherethey are significantly
different from othersources, we review them thoroughly by using additional information found in
international agenciethe Ministry of Financeof a countrytheliterature etc.Also, it is important for our
analysis to know when the government changed accounting syfstema cashbasisto anaccrual basis.

We find this informationfrom additional sourcethat are mentioned above as well as two primary data

9 The OECD databaseasts a questioroh what reporting basis are thedget and financial statememiresented

to the Legislaturé?and collects answers of cash, accrual or other accountingMm&FS contains information

on cash or noftash accounting. Both also include some comment on governmental accounting suchas pla
degree of transit to accrual accounting. Howewérer sources depend tme discretion of researchensgther than

the judgment of the governmeand do not suggestdetailed description owhich accountingsystem issmployed
currently
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sources?

We investigatel27 countiesconsequently,as seen in Tabl2.3. Since the New Zealand
government adoptecterual accounting in 1992 1Zountries have employed accrual accounting &hd 1
countries are changing their government accounting systamatcrual basis. However, 90 countries are
still using cash accountirig 2012 OECDmembercountries, IMF advanceeconomiesndEU member
countries are shown to be more inclined to adopt accrual accoastisgernn Table2.4. However, 88
countries are included in our sample becaugsbexfestricted availabilityof datathatstand fora country's
features like'rule of law' 'educatiofi etc. Among 37 countries whichave begurto adopt accrual
accounting substantially, Chile and Estonia are excluded from our saRgbee, 35 countriesare
classified as countrighat have completdy adopted or staed tosignificantly adopt accrual accounting
and 53 countriebelong to a grouphathas kepttash accounting. Our sample in survival analysis starts
from 1989 when New Zealand initiatée transit to accrual accounting and s 2012.The @untries

included in ou sample aralsoseenin Table2.3,

As seen in Table€.3, while some countries havareadyadopted accrual accounting, other
countries are adopting it nowVhat criterion can be used faletermining the moment ddccrual
accounting adoptionThe most ancial criterionfor judging accrual accounting reform is substantial
initiation and implementatiomather than completion dfansit toaccrual accountingbecause policy
decisiors on reformingits accounting systerare apparent at this timgvhen the gowament transfers
from cash to accrual accounting, it generally folloasproceduresimilar to the following: (i)
Announcementf plan onaccrual accountingdoptionY (i) Establishment ofininstitute to set up new
government accounting standands (i) Test of pilot projectY (iv) LegislationY (v) Application of
accrual accountingo individual ministriesY  ( Appljcation of acrual accountingo entire ministries
Y (vii) Release of consolidated financial statersdmdsed on accrual accounting/e recognizethe
stages of "legislation" and "accrual accounting in individual ministries" eaddence ofsubstantial
transition from cash to accrual accountipgcause the adoption is confirmed in andesemncancelled
after these stage3herefore, ifa country'saccrualaccountingadoptionproceeds beyonthe stag€(iv),
we considetthis countryto adopt accrual accounting and give "1" tfr@m the year in which it arrives at

the stage (iv) or (v)Otherwise, we considénatit still usescash accouting and assign "0" to it.

0 The detdid source and time of accrual accounting adoption are not included in thisheapese it makes this
paper too lengthy. Howevere will send them according to reader's request.
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We find the time trend of accrual accounting adoption in Figure 2.2. While the portion of
countriesto adopt accrual accounting increases consistpatiyuanto years, substantial implementation
of the reform takes place 200s more frequently than h99Gs.

The data on factorthat influence accrual accounting adoption are obtained fsomreys by
international agenciesuch aghe World Bank, research institsteuch aghe Political Risk Serviceand
previousliteraturesuch ad_a Porta et al. (1999). Among characteristics of the government and people
thatinfluence governmental accounting reform, bureaucratic quality represents the administrative ability
of the governmentand democratic accountability measuresponsiveness of the government to people.
Average years of total schooling of people over 15 years old and index of electoral competition in the
legislature are usemka proxy for education and political competitjoaspectively. Rule of law measures
the strength and impartiality of the legal system and people's observance of the law. Among factors
related to environmenthe economic risk index to assess a country's economic strength and weakness is
usedas a proxy for economic stabilityA dummy varable to reflect the legal tradition takes "1" if a
country follows common law tradition and "0" otherwise. We aisariable to measure the diffusion of
accrual accounting among other countries, which is calculayethe number of accrual accounting
adopton countries weighted by the proportion of their GDP over total GDP in the sample. Lastly, it
should be noted that we transform population and GDP per capita into log valiehl®s used in this
paper are summarized in Tal2&.

We provide summary stastics of ourvariablesin Table2.6. When we compareolumns (4)
with (7), countries with accrual accounting have higher Isewvell bureaucratic quality, democratic
accountability rule of law, political competitionand economic stabilitythan countries ih cash
accounting. Also, countrighat adopt accrual accounting have longer schooling years and greater GDP
per capita. However, population is bigger in cash accounting courfrisignificant difference is not
found in legal tradition andhe spread foaccrual accountingWhen only developedcountries are
consideredthey look homogenous except thadgévelopedcountries with accrual accounting have bigger
population and greater proportion of common law tradition thasewith cash accounting, as seen in
columns (5) and (8). In case thfelessdevelopedcountries incolumns (6) and (9), countries with accrual
accounting seem morevelopedthan those with cash accounting generéigcausehey have better
institutions inbureaucratiquality, democratic accountabilityule of law and political competition and
bigger GDP per capita. They also have longer education years. However, they have smaller population

and less proportion of common law tradition, whicbppositeto thosein the developedtountries.
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25 Empirical Strategies

The previous literaturaises logistic regressionto find the determinants of governmexit
accounting refornempirically. We, however, employ survival analysgecausesurvival analysigollows
subjectqi.e. the governmentgver time and obsersat which point intime they experience the event of
interest (i.e. the adoption of accrual accounting). In other words, singevéstigateswhat is the
likelihood that agovernmentnaintainscash accounting systeilih seems to be muahoreappropriate for
our analysis. Also, sinca government that adgpticcrual accounting does not turn back to cash
accounting we do not need to consider events aftee adoption. However, logistic regression is
influenced by the events aftiére adoption. Therefore, we can obtain more precise estimation results from
survival analysis than logistic regression. We use survival analysis as a primary method antiecheck
robustness of estimatioresultsfrom survival analysis by logistic regression. While thare several
approaches for survival analysis such as parametric;smainetric and neparametric methods, we use

the Cox proportional hazards model (sgrarametric)n this paper

We estimate the equatipn

"Qcountry, G year,
@ adoption of accrual accounting

(survival analysis: hazard rate, logistic regression: probability),
Iy determinants of accruatcouning adoption,

- error term.

As seen inour estimation equation, lagged independent variables are used because it usually
takessometime to reform a governmeral accounting system (policy lagy’. Also, such variablegan
contribute to addrebB®y endogeneity problems. Since economic stability (or economic crisis) is a

stimulating variable for government accounting reform, it takese time foran economic crisiso

*1 For example Korea experiencedeconomic crisis in 1997~1999, which detesited government finanseand
efficient fiscal management of the government becamiéspensiblein Korea. Then, the Korean government
propelled fiscainstitution reform includingthe adoption of accrual accounting from 2004 dhdlaw onthe new
government accounting systemwas legislated in 2007. Finally, fiscal reporting based on accrual accountisg
released in 2011.

%2 According to PWC (2013, more than three yearare required on average to transition to accimsed
accounting
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induce government accounting reform than other independent vardbl@$ereforewe usea 4 year
lagged variable for economic stability aad year lagged variable for other independent variadleh as
bureaucratic qualitydemocratic accountabilifyolitical competitionetc.

We further explorewhethersignificant factors ofaccrual accounting adoption can akered
according tahe developmentevel of a country.In order to catclthis, we use interaction terms of some
independent variablesuch aseconomic stability, bureaucratic quality, education and rule of law with
GDP per capitawhich isa representative indicator ftne developmentevel. If the coefficient of these
interaction terra are significant, then this can be interpretasdevidencehat the determinants of accrual
accounting adoption can diffedependingon the development level. In addition, we look into the
multiplier effectsthat come fromthe combination ofthe estimated coefficiestof four independent
variables and their interaction terms with GDP per capita. We predict whether four independergsvariabl
enhance or impede the adoption of accrual accounting from these multiplier effects. Thresholds or ranges

of GDP per capita for these four variables to influence the adoption significantly are also calculated.

In order to checkhe robustness of regrdes with interactionsor, in other words, whether the
determinants affect the adoption differently between developed and less developed countries, countries in
our sample are classified into OECD v. non OECD and developed v. less developed &4uades
regressions are done separately. If difference in coefficients estimated between OECD and non OECD or
developed and less developed countries is consistent with estimation with interaction terms for all the
countries, it will be confirmed that these detaramts have adifferent impact on accrual accounting

adoption according tthe development level.

26 Estimation Results

Table 2.7 shows the estimation results by using survival analysis (cadyd)nand (2)) and
logistic regression (coluns(3) and (4)). While coluns (1) and (3) do not includthe interaction terms
of some variables with GDP per capita, coleni®) and (4) contain them in order to analyze how the
impact of variables such as economic stabilityreaucratic quality, educaticand rule of lawdiffers

according to developmelgvel.

3 We dvide countries into developeti and "less developediy startingwith OECD and non OECPbut OECD
member countriesutside Western Europe, North America, Japan, and OceaniaQeguntries:Turkey, Chile,
Mexico, Czech RepublicSlovak Republic Estona, Hungary Slovenia Poland are then categorized into "less
developed
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In column (1) of Table.7, governmerd thathave a more $able (or less riskygconomydo not
adopt accrual accounting, which implies that gwernmerg that experienced economic crisis feel
greater need forreform in order torecover fromthe crisis and hence, economic crisis becomes a
stimulant for reforming governmental accounting. Alsdjigher democratic accountability, bigger
population greater GDP per capiend common law traditioancourage the governmeotadopt accrual
accounting significantly which is consistent with our hypothesétowever, governmestwith high
bureaucratic quality hesitate to adaptew government accountisgstem whichimplies that officials in
a governnent with high bureaucratic qualitare autonomous from political pressure arabist
governmental reformEven though education, political competition asptead of accrual accounting
amongothergovernmentsare not statistically significant, théyavea positive impact on governmental
accounting reform. However, rule of law is shown to influettmadoption negativelalthoughit is

insignificant.

As seenin column (3) of Table2.7, we tiy logistic regression usinthe samevariablesasin
column (1) inorder to checkherobustness ofstimationresultsfrom survival analysisWhenestimation
results in column (3pare compared with those in column (ke discoverthat coefficients of every
explanatory variable in both columns hattee same sign andsimilar size. However, statistical
significance of coefficientbecomesstronger in logistic regression than in survival analysis. Therefore,
we can find thaestimates of survival analysis are robust andiival analysis is stricter way to look

into thedeterminants of accrual accounting than logistic regression.

Interpretation from previous estimation results nsalke wonder whether economic stability,
bureaucratic quality, education and rule of law indeg¢e a consistemnpacton the adoptioramongall
governments. For instance, bureaucratic quality affdwe adoptiomegativelyin columns (1) and (3).
However,it is morein tunewith our hypothesis or general expectation thairoved bureaucratic quality
contributes b adoping accrual accountingpr governmery in the lessdevelopedcountrieshecausdow
level of bureaucratic quality prevents the government fimpiementingthe reform We suggest that
direction andstrength ofthe determinantsdiffers according tothe development level of courtry.
Therefore, we include 4 interaction terwfseconomic stabilitybureaucratic quality, education and rule
of law with GDP per capitaa proxyfor developmentand lookinto the effect of these determinantsn

relationto GDP per capitanore precisely

Column @) in Table2.7 shows estimation results when 4 interaction terms are includie in

survival analysisCoefficients of economic stability and its interaction term with GDP per capita imply
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that while economic crisis stimulates governmental aetng reform inthe developed countries,
economic stability facilitates the adoption tine less developed countries. Bureaucratic quality and
education contributéo theadoption of accrual accounting significantly among less developed countries.
However both influence negatively or do not impact the adoption among developed coufitees.
estimation of wle of law produces significant coefficients, which indicates that rule of law may impede
the adoption among countriesth small GDP per capitdut fecilitates it among rich countrie€olumn

(4) in Table 2.7which uses logistic regressishowsthe robustness of our results from survival analysis

with interaction terms.

We show that strength and direction of the determinants change according tpeGDbépita.
Thenwe askin what ranges of GDP per capita the determinants influence governmental accounting
reform significantly and what rangef GDP per capita encourage or discourage the government to adopt
accrual accounting? We calculate these raagewell aghe threshold of GDP per capita in Table 2.8
and visualize these multiplier effects in Figure 2.3. If we explain them by 95% confidential interval,
economic stability boosts accrual accounting adoption in countries with GDP per capitanetsStita
USD but economic risk doeso in countries with GDP per capita more than 9,810 USD. Economic
stability does nohave asignificant impact on the adoption for countries with GDP per capita from 1,300
to 9,810 USD. Also, bureaucratic quality and exdion enhance thigkelihood of adoption for countries
with GDP per capita below 1,120 and 8,030 USD respectikalythey impede it for countries with GDP
per capita over 3,585 and 78,000. Sitleeupper threshold of education is so high, education does
affect adoption inthe developed countries. However, rule of law discourages accrual accounting adoption
in countries with GDP per capita less than 850 USD but encourages it in countries with GDP per capita
more than 14,100 USD.

In order todemonstate our argument that the determinants of accrual accounting adoption
differs according to development level, we classify countries into OECD v. non OECD and developed
countries v. less developed countries, and look into the determinahiste groupsseparately. Table
2.9 shows estimation results for OECD v. non OECD and developed countries v. less developed, countries
respectively. We show that economic stability is significant only in non OECD and less developed
countries. Also, evidence that econoratability influences the adoption for develomedintriesand less
developed countries conversely is found in colsig®) and (4). Bureaucratic quality and education show
similar results with previous estimatgnthough significance is lost in some casén addition, the

evidencehat bureaucratic quality and education always enhance the adoption in the non OECD countries
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is found in column (2). Rule of law increases adoption antbadeveloped countries in column (3) but
decreases it amortpe less developed countries in column (4). Estimation results of other variables such
as political competition, legal tradition, arsphread ofaccrualaccounting amongyovernmentsfrom
separate regression are also similar with previous estirsabahit shald be noted that legal tradition
andthe spread of accrual accountiage significant and strong in OECD and developed countries than
non OECD and less developed countri@®P per capita and democratic accountability &g®sitive
coefficient consisteht in all groups even thoughis insignificant sometimes.

Theseestimationresults tellus thatGDP per capita and democracy increase the demand for
transparency and enhance accrual accounting adoption. Political competition, common law tradition,
spread of accrual accounting amoathergovernmentsand rule of lawfurther facilitate its adoptionin
developed orich countriesHowever, lureaucratic quality, education, ardonomicstability (low risk)
are not importanandeven maybe negativdor adgtion ofanaccrual system ithe developed countries
because they are typically beyond the threskiwddis neededor desigring and implemenng the accrual
system. Fotheless developed courgs withlow income, the binding constraints are bureaucratic quality,
education an@conomicrisk, and improvement of them contributesadoption Political competition and
common lawtradition do not seem to matter. The rule of law may actually slow down thegs® of

change in such countries.

27 Conclusion

We reveal in this paper the determinants of governmental accounting reform, especially accrual
accounting adoption. The characteristics of the governmentharmqtoplesuch asbureaucratic quality,
democratic accountability, education, population, rule of law and political competition infltleace
adoption. Environmental features such as economic stability, legal traditidhegpalicy trend of other
countries also affect.iGDP per capita can be a constraint for it. In addition, we show that GDP per capita
and democracgonsistently have positive impact on the adoption of accrual accounting the effects
of other determinants on the adoption are diffedeyiendingon the development level of a country
which is represented by GDP per capita. Bureaucratic quality, education and economic stability enhance
the adoption irtheless developed countries but do notlia developed countries. Rule of law facilitate
the adogion in the developed countries but impexiein the less developednes Political competition,
common law tradition angpread of accrual accounting among other governnagatsore crucial ithe

developed countries.
60



This paper is the first trialot analyge governmental accounting internationally with statistical
method and fills the lackof empirical studies in this field. Also, thereasnethodological improvement
in this paper in that survival analysis is employed. Finally, this paper coesimketterunderstanding
the different mechanissiof government reform betweehe developed countries anbleless developed
countries. This paper provides implications for policy makers atimditions under whichiscal reform
is implemented.

The aoption of accrual accounting is known as afeinstitutional reforms in New Public
Managemen{NPM) for overconing governmental crisis. Therefore, if ikadanalyza this topicalong

with broadergovernmerdl reformsuch as NPMwe ould have btaireddifferentand deepmplicatiors.

We investigate what makes countriesadopt accrual accounting in this papérsubsequently
makes sense to theask fow the adoption of accrual accounting affected the government activities,
especially fiscapolicy outcomesWe wonder whether accrual accounting contributed to imprdisng|
discipline such agleficits and debt. Thereis somedisagreementn the literatureaboutthe practical
effectiveness of accrual accountirmgloptionon fiscal variablesbut empiical studes to verify its
effectivenesdy comparing countrielsas not beefound In particular, thenthis topic is very meaningful

for those governmentthatare considerin@ shiftin their accounting system amaccrual basis.

Also, we extend oustudy to findout whether governmeat accounting reform likéhe adoption
of accrual accounting affect fiscal transparencygreative accounting lik&tock and Flow Adjustment
The iterature argues that accrual accounting contributethédmprovement of fiscal transparency
because it reflecthefiscal situation of the government more accurately. However, accrual accounting is
more complicated than cash accounting and the government may have incentive to revise or manipulate
fiscal informationby usingthe complexity ofaccrual accounting. Research on this issue can be helpful
judging whether reform of governmental accounting becomes one of the ways to enhance fiscal

transparency in the government.
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Chapter 2 Tables and Figures

Table 2.1 Determinants ofGovernment Accounting Reform in LUder (1992)

. A ntin
Category Determinants ceounting
reform
Stimuli Situation of financial problem®(g.whendebs increase) Facilitated
Financial scandal Facilitated

Capital market €.9. whenthe rating agencies lowarredit rate ofa | Facilitated
country which does not obserilee GAAP in fiscal reporting)

External standard setting institute (e.g. Public sector accounting Facilitated
auditing committee of Canadian Institute of Chartered Accountants
etc.)

Professional bodies' interggtg. American Institute of Certified Publ| Facilitated
Accountants and etc.)

Social Socieeconomic statuse(g. whenincomeor educatioris high) Facilitated

structural . . . . .

variables Political culture (e.g. whe political culture is open and dispos( Facilitated
towards public participation)

Structural Staff training and recruitment (e yhen staff withspecial qualification Facilitated

variables or trainingare employes accountants)

of the politice
administrative
system

Administrative culture (e.g. when cultuire administrations open and Facilitated
encourages participation)

Political competition (e.gwhen political competitiommong partiesr | Facilitated
among the electorgtéhe legislature and the executigestrong

Implementation| Organizational characteristics (ewghenresponsibility for accounting Impeded

barriers practiceschangesn the governmeris decentralized
Legal system (e.gvhen a country hasommon law tradition) Facilitated
Qualifications of accountancy staff Facilitated

Size of jurisdiction (e.gwhenpopulationor the number and size e | Impeded
government agencies increases

! Becausdechnical and administrative problems of implementimgw accounting system multiply and
cost of implementation rises
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Table 2.2Summary of Empirical Studies onGovernment Accounting Reforms

Carpenter Carvalho et al. AnessiPesina et al.
(1991 (2007) (2008)
Dependent GAAP (=1) Index for accrual Accrual accounting (=1)
accounting compliance
Independent
Fiscal Debt(+)" Surplus(+) Percapita surplus(+)
Limit of tax and Grant from cent'l Expenditures for
expenditure(+)’ gov't(+) norrinherently gov't
Financial dependency(  activities(+)
Economic Capital market: rating(+),
bond issue(+)
Political Political competition: CFO's perception(¥)
1-% of winning vote{)”~ Gov'ttype: province=0,
Turnout rate(+) municipality=1 (+)
Social Population(+)" Populationf)™ Population(+)
Population density) Social capital: presence
Metropolitan(+)’ of university(+)
Etc. number of staff (+) Municipal employeeper Number of employee(+)
CPA state auditor=1  thousand inhabitanty{"  Geographic location:
Average compliance in  North=1(+)
the district(+)"
Object US state Portuguese local Italian local
governments governmerg governmerg
Method Logistic regression oLS Logisticregression
Note: *** p-value<0.01, ** p-value< 0.05, * pvalue<0.1

(+) means the positive relationship ardmieans theegativerelationship b/w dependent variable.
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Table 2.3 List of Countries according toAccounting System

Accounting Countries
Accrual Argentina, Australia, Canada, Chile, Denmark, Estonia, Finland, France, Ic
21) Japan, Korea, Lithuania, New Zealand, Romania, Russia, Slovak, Spain, S

Switzerland, United Kingdom, United States

Cash to accrual | Austria, Bahrain, Belgium, Brazil, Costa Rica, Israel, Italy, Latvia, Malta, Mex
(16) Peru, Philippines, Poland, South Africa, Thailand, Turkey

Afghanistan, AlbaniaAlgeria, Angola, Anguilla, Antigua and BarbudaArmenia,
Azerbaijan, BangladeshBelarus Belize Bhutan Botswana Bulgarig Burundi
Cambodia Cameroon Cape Verde Chad China, Congo(Dem Rep), Croatia
Cyprus Czech Dominicg Egypt Equatorial Guinea Ethiopia Fiji, Gambia,
Georgia Germany Ghana Greece GrenadaHonduras Hungary India, Indonesia
Cash Iran, Ireland Jordan Kenya Kiribati, Kuwait, Kyrgyz Republi¢ Laos, Lesothq
(90) Liberia, Luxembourg Macedonia, MalawiMalaysig Maldives Mauritius, Moldova,
Mongolia Mozambique Namibia NetherlandsNicaraguaNigeria, Norway, Oman
Pakistan Paraguay Portuga] Qatat Rwanda Serbia, SeychellesSlovenia Sri
Lanka St. Kitts and NevisSt. Lucia St. Vincent and the GrenadineSuriname
Syrig Tajikistan TanzaniaTrinidad and Tobagdl unisig Uganda Ukraine United
Arab EmiratesUruguay Vietnam Yemen, ZambiaZimbabwe

* In the sample of this paper, 2 countri€hile and Estonia) are excluded from countries with accrual accounting
implementation and 37 countrie&f¢hanistan, AngolaAnguilla, Antigua and Barbudazerbaijan,Belarus Belize,
Bhutan Burundi Cambodia Cape VerdeChad Congo(Dem Rep), Dominicg Equatorial GuineaEthiopia Fiji,
Georgia GrenadaKiribati, Kyrgyz Republi¢ Lacs, Lesothq Macedonia, MalawiMaldives Mauritius, Nigeria,
Oman Rwanda Serba, SeychellesSt. Kitts and NevisSt. Lucig St. Vincent and the GrenadineSuriname
Tajikistan) areexcluded from countries with cash accounting.
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Table 2.4 Summary of Government Accounting System amongCountries

OECD IMF EU
2-102'[3; Member Non Advanced Non Member Non
(34) (93) (30) (97) (28) (99)
Accrual 21 17 4 15 6 10 11
Cash to accrual 16 7 9 5 11 6 10
Cash 90 10 80 10 80 12 78

* While China (Hong Kong), Singapore, and San Marino belong to IMF advanced economies, they are excluded
from dataset because the type of their accounting system is not certain.
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Table 25 Data and Variables

Variable Description Source
Dep. Accrual accounting =1, if thg governmer\t begins to adopt accrual OECD. IMFand etc.
Var. accounting substantially, = 0, otherwise.
. - A meang of assessing a country's current PRS. International
Economicstability economic strengths and weaknesses. Countrv Risk Guide
(range: 0 (highest risk) ~ 5Bifhest stablg y
Institutional strength and quality of the
Bureaucratic aualit bureaucracy (range: 0 (worst) ~ 4 (best)), PRS, International
g Y|« indicator variable for bureaucratic quality (=1, Country Risk Guide
if bureaucratic qualitYd3, = 0, otherwise).
Measurement on how responsive the governm
Democratic is to its people (not just whether there are free | PRS, International
accountability fair elections) Country Risk Guide
(range: 0 (least) ~ 6 (most accountable))
. Barro-Lee's average years of total schooling for World Bank,
Education :
age 15+ Education DB
Population Log of population World Bank, World
Indep. P g otpop ' Development Indicator
Var. ; Y
The strength and impartiality of the legal syster PRS. International
Rule of law and popular observance of the law

(range: 0 (worst) ~ 6 (best)).

Country Risk Guide

Political competition

Legislative index of electoral competition
(range: 1 (least) ~ 7 (most)).

World Bank, Database
for Political
Institutions

Income per capita

Log of GDP per capita (current US dollar).

World Bank, World
Development Indicator

Legal tradition

=1, if country has common law system,
= 0 otherwise.

La Portaet al.(1999)

Spread ofccrual
accounting among
other governments

The number of countries which begins to adopt
accrual accounting weighted by GDP portion.

. B . . .
(i.e. 5 I: countries which adopts accrual

accounting except itself, j:all countries)

Authors' calculation
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Table 2.6 SummaryStatistics (Sample which isUsed for Survival Analysis)

Countries Countries Countries

with both accountings with accrualaccounting with cash accounting

@ @ 3 4 ®) (6) Q) 8 )

All Dev Less All Dev Less All Dev Less
# of countries 88 25 53 35 18 17 53 7 46
Economic stability0~50) 3471 39.71 3257 36.80 39.46 33.73 33.30 4035 3215
Bureaucratic quality0~1) 0.47 0.97 0.25 0.69 0.98 0.37 0.31 0.95 0.21
Democratic accour(D~6) 4.27 5.69 3.68 5.09 5.69 4.40 3.72 5.67 341
Schooling yeargéyear) 7.19 9.39 6.32 8.55 9.56 7.47 6.30 8.96 5.89
Population(million) 513 34.1 58.2 412 40.5 42.0 58.0 17.7 64.2
Rule of law(0~6) 4.08 5.45 3.50 4.59 5.45 3.61 3.74 5.43 3.46
Political competition(1~7) 5.96 6.97 5.53 6.56 6.97 6.10 5.55 6.98 5.32
GDP per capitgUSD) 9,165 20,637 3,964 13048 20,112 4,321 6525 21,967 3,837
Legal tradition(1:common 0.39 0.52 0.33 0.40 0.61 0.18 0.38 0.29 0.39
Spread (0~100) 28.13 2554 2930 2749 2542 30.06 2856 25.87 29.03
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Table 2.7 EstimationResults

(2) (2) 3) (4)

Economic gability -0.065" 1.213™ -0.075” 0.743"
(0.0%) (0.406 (0.017 (0.186

Economic gability * GDP per capita -0.142" -0.092™
(0.044 (0.020

Indicator of Bureaucracy quality -1.867" 20.401" -1.307" 16.954"
0.784) (5.219 (0.267) (3.827

Indicatorof Bureaucracy quality * GDP per capif -2.618" -2.099”
(0.610 (0.449

Democratic accountability 0.642" 0.715 0.370" 0.307"
(0.181) (0.350 (0.089 (0.109

Average years of education 0.074 3.073" 0.249" 1.074”
(0.089 (1.079 (0.044 (0.354

Average years of education * GDP per capita -0.317" -0.089"
(0.119 (0.040

Population 0.267 0.303 0.321" 0.384"
(0.159 (0.132 (0.049 (0.049

Rule of law -0.101 -4.571" -0.124 -1.8917°
(0.177 (1.151) (0.079 (0.959

Rule of law * GDP per capita 0.531" 0.220°
(0.129 (0.109

Political competition 0.277 1.1017 0.396° 1.008"
(0.260) (0.419) (0.164 (0.374

GDP per capita 1.012” 8.485" 1.227" 6.019”
(0.289 (1.743 (0.119 (0.929

Legal tradition 0.678 1.08™ 0.641" 0.883"
(0.37)) (0.389 (0.143 (0.159

Spread ofccrualaccounting among other gav 0.152 0.394™ 0.022" 0.031"
(0.179) (0.153) (0.003 (0.004

Constant -21.727" -70.143"
(1.714 (10.609

Method Survival Survival Logistic Logistic
Observations 1,617 1,617 2,024 2,024
j? 62.75 72.67 403.28 249.64
(p-value) (0.000Q (0.0000 (0.000Q (0.0000

Note: *** p-value<0.01, ** p-value< 0.05,* p-value< 0.1, () standard error
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Table 2.8 Threshold andMultiplier Effect

Estimates Thresholds ofsDP per capitdUSD)
with No Multiplier Effect
(i) (ii) Less 95%" 90%"  100% 90%" 95%’  More
Stability 1.213 -0.142 + 1,300 1,925 5,176 8,875 9,810 -
BQ 20.401 -2.618 + 1,120 1,347 2,421 3,393 3,585 -
Education 3.073 -0.317 + 8,030 9,210 16,467 46,300 78,000 -
Rule of law | -4.571 0.531 - 850 1,100 5,507 11,850 14,100 +

(i) Estimated coefficient of a variable, (ii) Estimated coefficieniméraction terms of a variable with GDP per
capita

1) Confidence interval

+ meangnhancemerdf the adoption but meangreventionof theadoption
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Table 2.9 EstimationResults of OECD / Non OECD andeveloped L essDevelopedCountries

(1) (2) 3) (4)

OECD Non OECD  Developed Less developec

Economic gability 0.751 2.048" -0.291 1.547"
(1.268) (0.488) (2.031) (0.564)

Economic gability * GDP per capita -0.088 -0.245" 0.015 -0.173"7
(0.129) (0.061) (0.200) (0.063)

Indicator ofBureaucracy quality 118.660° 19.917° 205.764 20.567"
(47.185) (7.827) (91.274) (6.633)

Indicator of Bureaucracy quality * GDP per capi -13.703 2.672" -21.679 -2.769”
(5.241) (1.019) (14.808) (0.785)

Democratic accountability 0.947 0.624 0.668 0.900"
(0.726) (0.577) (1.098) (0.312)

Average years of education 5.311 1.101 15.741 1.893
(4.498) (2.123) (9.116) (1.631)

Average years of education * GDP per capita -0.557 0.215 -1.583 -0.157
(0.457) (0.275) (0.910) (0.197)

Population 0.177 1.2317 0.061 0.682
(0.142) (0.406) (0.203) (0.367)

Rule of law -1.473 -9.723 37.817" -7.1417
(5.233) (4.067) (11.763) (2.636)

Rule of law * GDP per capita 0.201 1.138 -3.656 0.813
(0.573) (0.522) (1.172) (0.317)

Political competition 27.643 1.169 Omitted 0.987
. (0.764) . (0.535)

GDP per capita 21.1457 7.206° 56.637 7.808"
(5.246) (3.389) ) (3.215)

Legal tradition 1.533" 0.008 1.031 0.546
(0.590) (0.990) (0.602) (0.748)

Spread ofccrualaccounting among other gav 0.569" 0.279 0.515" 0.599
(0.162) (0.456) (0.185) (0.356)

Method Survival Survival Survival Survival
Observations 470 1,147 348 1,269
j? 65.38 140.01 26,914.94 113.98
(p-value) (0.0000) (0.0000) (0.0000) (0.0000)

Note: *** p-value<0.01, ** p-value< 0.05, * pvalue< 0.1, () standard error
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Figure 2.1 ExtendedContingency M odel for Determinants of Governmental Accounting Reform
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Figure 2.3 Multiplier effect
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Figure 2.3 (cont.)
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CHAPTER 3

Governmental Accounting Systemsand Fiscal Policy Outcomes'

3.1 Introduction

International organizations likkhne OECD and IMF haverecommendd that countries change
their governmeratl accounting froma cash basis tanaccrual basig order to enhance the efficiency and
accountabilityof governmentfinance Somegovernmentshave adopted accrual accounting since early
1990.

The literature hagprovedempirically that better fiscal institutigrsuch as arefficient budget
making processmediumterm fiscal planning, etcimprove fiscal policy outconsesuch as debt and
deficits (von Hagenet al., 1995Alesina et al., 1999; Alt et al., 2086World Bank, 2013 However,
there isa dispute abouthe effect of the accrual accounting adoptmnfiscal policy outcomesSome
scholars argue thdahe adoption of accrual accountirigfluences government financén practiceand
contributes to improvng the fiscal condition of the government. Others assert thabétsdot impact the
fiscal policy outcomes substantiallMevertheless, there has been no systematic empirical assesément o
the effect of accrual accounting adoptidterefore, it is meaningful to investigate whettrex adoption
of accrual accounting actualigfluenced the fiscgbolicy outcomes among countries.

We investigate in this paper how governmardaccounting reorm to an accrual basis impagt
debt anddeficits among countriesAlso, we analyze the influence tife accrualaccountingadoption on
Stock-Flow Adjustment (SFA) which is defined the difference between a net increase of debt and a
deficit, in order to findout whetherit prevents creative accounting aimdproves fiscal transparency
actually Since countrieshave different featuresspeciallypertaining tothe development level, we
categorize them into two groups developedcountries andess developedountriesd and investigate

whether the impact of accrual accounting adoption differs betthegmoups

We use the data &0 countries (25 developashes 74 lessdevelopedned from 189to 2012.
21 countrieshave adopted and 16 countries are adopting accrual accountinG? lbountries use cash

accounting in 2012. In addition, the data for the status of accrual accounting agjojtmal policy

** This chapter isjoint work with Professor Hadi Salehi Esfahani.
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outcomes and the factors influemg them are obtained from intetional agencies, research institutes
and thditerature

We regard theadoption of accrual accounting as a natural experiment among countries and
employ a fixed-effects model,a generalizedapproach ofthe Differencein-Difference (DID), for
estimatios. Also, quantile regressioims combined witha fixed-effects modebecausat is helpful in
verifying howaccrualaccounting adoptiomfluences fiscal policy outcomes differently at each quantile
of its conditional distribution. For instance, the adoption might play different roles betwaatrieswith
a big amount ofdebt and those witla small size ofone This fact cannot befound from thetraditional
least squares methotlowever, quantile regressicenables us to estimate the coefficientgifferent
percentiles of distributignin other words, the effect aiccrualaccounting adoption ofiscal policy
outcomesat their each percentilén addition we choose control variables from previa@tgdieson the
determinants of fiscal outcomes in order to enhaheditness ofthe estimatiors, and we use lagged

independent variables to respond to an endogeneity problem

We find that the adoption of accrual accounting dimiessifiebt anddeficits in the developed
countries, whichbecomesstronger and more significant inagewith bigger debt and deficitsHowever,
thereform intoaccrualaccountingncrease debt and deficits in the lesievelopedtountries even though
it is mostly insignificant in theanalysis of deficitsSincethe adoption can ba signal of better fiscal
management, it impactbse credibility of a country positively, thus increasitige borrowing ability ofthe
less developed countries which usually have credit constmathhencehteir debt anddeficits. However,
in the devebped countrigswhich already have higbredibility, the adoption of accrual accounting does
not increase their borrowing ability, bimsteadimproves their debt and balance. In additiwe, discover
that accrual accountingdoptionlessenedSFA in the developedcountrieswith considerable SFA. In
other wordsit contributesto decreasing creative accounting amgrovingfiscal transparency of thess

transparengovernmerd. However, the adoption has imopact SFA in the lessevelopedtountries.

Our findings give policy implicatiom for countries or international organizations whiare
consideing or recommenithg to reform governmemt accounting system. They should consider that
accrual accounting ithe lessdevelopedccountries might be ineffectivat improving fiscal discipline and
might notachieveone of its fundamental targets suchlasenhancement of fiscal transparency. Thus far,
only a small number of case studies/einvestigated hovthe agption of accrual accounting in coues

such as New Zealamat Australiainfluences the fiscal policyoutcomes. Thereforehis paper is the first
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attempt to find the effectiveness aficcrual accounting adoption empiricalbly comparingmany

countries.

We introduce the previous studies concerning the adoption of accrual accourtirgsecond
section, and explain the data and variables used ipdbisrin the thirdsection.The fourth section shows
the resuls of the event analysisand the fifth sction consists of the empirical strategies which are
employed in this study. The estimation reswte provided in the sixth sction. Lastly,the seventh

section is a concluding discussion.

3.2 Existing Literature

Recently international organizations such #ise IMF, OECD, UN, EU andIFAC have
recommended thagovernments change theiccounting systerfrom a cash basi® an accrual basis.
Also, international organizations haeenstitut@ new provisions for accruaccounting and provided

them to member countriés.

Many scholarsarguethataccrual accountingas positive effects on government finangecrual
accounting produces better information amghrovestransparency and responsibility in the government
(Blind al, 2003) According to a survey by PwC (2013), many governments think that greater
transparency and accountability,comprehensive inventory of assets and liabilities, and performance
assessment are the main benefits of accrual accounting ad@aiibre (1998)indicates thaas financial
data become more transparemtcrual accounting improgethe comparability of the financial
performance among jurisdictions and progidegreater accountability of public resourc€han (2003)
suggests thahe accrual basis and governmemitde reporting are preferable for the clear disclosure of
government financeln addition, Alt et al. (2008 show that fiscal transparency improves fiscal

disciplinein suchareasas debt and defiat

How havebenefis from accrual accountindpeenreflected in fiscal policy outcom@sSome
empirical studies have bedound on ths topic. However, there is disagreement on its effectiveness.

Warrenet al. (2003), $reck et al.(2005),andCarlin (2005) argue that accrual accangtinfluences the

* ThelMF's GFSM (Government Financial Statistics Manual) 2GBe UN's SNA (System of National Accounts)
2008, the EU's ESA (European System of National and Regional Accoui®95, and the IFAC's IPSAS
(International Public Sector Accounting Standam892recommend thagovernmerg make financial statements on
theaccrual basis.
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government performance and accountability positively, imgtwe fiscal status ahe government (i.e.,
diminishes debt and deficit), and charg¢he composition of the government expenditures from the
government administration to education, social welfare, and health. However, Bladal (2009), Zurburg
(2008), and Christens et al. (2008) argue that accrual accounting raraffects governmentactivities
because accounting is just a tool to measure the fiscal performfdrerefore, it is natural to wondr

accrualaccounting influencethefiscal poligesof agovernment in practice.

Furthermore most empirical research oaccrualaccounting adption iscase studies on New
Zealand or Australizhat adopted accrual accounting system eaflle literature to investigate the
effectivenesof accrual accounting adoption by a comparative studyanfy countrieshas hardly been
found Marti (2008)s uggests that Athe governments with acc
countries show better account ab shHuiedugraticaresponsiifitf e ct i v
and efficiency not fiscal policy Researcho investigate the effects oterual accountingadoptionon

fiscal policyoutcomes has not been dawefar.

Also, since developed countries rather than less develapes have reformed their
governmental accounting the accrual basis, it iguite difficult to discovera study tha looks into the
adoption of accrual accounting mless developed coumtr Hence, thditerature does not answer the

guestion of whether the adoption of accrual accoutitaggimilar or differentimpacsin the twogroups

There is muchiteratureto look for the determinantsf fiscal policy outcomes like debt, balance,
and SFA (Persson et al., 2004, 2007; Fabrizio et al., 2006; Tujula et al., 2004; Sanz et al., 2002; Weber,
2012; Seiferling, 2013). Various determitsarsuch asnstitutional ecoromic and other conditions are

found in the literaturgbut governmental accountimgformhas not beediscoveredo beone ofthem

Therefore, our studig the firstattemptto investigate the effects atcrual accounting adoption
on fiscal policy outcomes by comparinghany countries,including lessdevelopedas well asdeveloped

ones.

33 Data and Variables

We use the panel dateom 99 countries (25 developed countrigd, lessdevelopedcountries)

from 1989 to 2012.0f them,21 have adopted and 16 are shifting to accrual accountingédastill use
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the cash accounting in 2012. Countries that are classified according to develojwvelit and
governmentalaccountingtype are listed in Table3.1. We discover the status of accrual accounting
adoption amonggovernmentsfrom the OECD's "InternationaBudget Practices and Procedures
Databaséfrom 2007/2008 and the IMF's "Government Finance Statistearbook" published in recent
years. We alstearn the time of the adoption from international agencies, ministries of finance, and the
literature as well as both OECD aniF data.

When a government transfers from casizountingto accrual accounting, it generally follows
the procedure: (i) annouea planfor accrual accountingdoption (ii) establishaninstitute to set up the
new governmental accounting standards; (iii) execute a pilot project; (iv) draft legislatioppljv)te
accrual systento individual ministries; (vi) gply the accrual system to all ministries; (viijelease a
consolidated financial statemetiased on accrual accountingVe recognize the atjes of "draft
legislation" and "pply the accrual systento individual ministries" as substanti@nplementation of the
reformfrom cash to accrual accountinggcause the adoption could be cancdiefbrethese stagessit
was in theNetherlandsHence the governmentafiscal policies are influenced bhe accounting reform
from stages (iv) and (v), and they are affected morenglyan stages (vi) and (viiwherethe accrual
accounting adoption is completed/e construct arindependentvariable forthe accrual accounting
adoption toreflect how far along in the process the countryiben a country does not try thhangeits
accountingsystemor a countrgs accrualaccountingadoption stay in stages (i)~(iii),f00 is assigned
When the statuattainsstage (iv) or (v) 10fs given and when it reaches stage (vi) or (Vi}0is given.

In order tofind how the governmental accounting reform affetitie fiscal policies substantially,
we employfiscal policy outcomesuch as debt, balance and SE# dependent variableBebt and
balance are usually taken as fiscal disciplindicatos of the governmeniOur soure for debt and
balanceinformationis the IMF World Economic @look (WEO). The data in the WEO are constructed
on the constargtandard during our analysis perigd sothefiscal policy outcomesbefore and after the
governmentalaccounting reformcan becompared. In order to check whether accrual accounting

improves fiscal transparency amtiscouragesreativeaccounting® by the government, we employ SFA

% How to categorizeountriesinto the developed and the lesvelopedtountriesis same as Chapter 2.

" The IMF Government Financial Statisti¢§FS) are not continuous in time series in some countries due to
changs by the GFSM.

* The gvernment hide deficits by reverting to window dressing or shifting fiscal expenditures off the budget
(Milesi-Ferretti, 2003)
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asa dependent variable. SFA is measured lgydifference between theet increasén debtanddeficit
(i.e. (Debti Debt.,) - Deficity). If the government hidesome of theleficits, thenthe net increase in debt
will be greater tharthe deficits and SFA will have apositive value. However, if there is noreative
accounting in the government, SRl be close tof0. Milesi-Ferretti (2003), Bernoth et al. (2008)d
others showby usingthe data ofSFA that creative accountirigas been conductednong @vernments
In addition, we divide these fiscal policy outcomes by GfoP comparisos amongcountries.

The control variables are selected from the previous studidsea®terminant®f fiscal policy
outcomeghat are introduced iBection 2.Also, the significance and correlatiofithe control variables

are thoughaibout in order to get figssof estimationand to respond to a multicollinearity problem

The institutional control variable of contract reliability anddemocratic accountability (i.e.
responsiveness tthe people) are included The economiccontrol variables areinternationaltrade
inflation and index of economistability. The last control variableare size and agestructure of
population.The data for these control variables are obtaimerkquesting information frommternational
agenciesand research institutesand reviewing theliterature We summarize thelata andvariables in
Table 3.2.

Table3.3 providedasic information about each variable accordothe develoment level and
governmental accountingiethodof the country While the developed countries show bigger debts and
deficits thanthe less developednes they have better institutions icontract reliability andlemocracy
accountabilityand more stable econdesregardingeconomicstability index and inflationThe variables
in the developedcountrieslook similarirrespective othe governmental accounting status. Howevbe,
developedtountrieswith accrualaccounting have smaller SEfanthosewith cash accounting.he kess
developed countries with accruatcountingreveal differencesn somevariables from those with cash
accounting, and they have features that smeewhatclose tothoseof the developed countried-or
instance, they show more stable economy and better institutionshtihnkass developedountrieswith

cash accounting.

34 Event Analysis

Figure 3.1 showthe event analyis for anindividual county, in other words, what happened in

debt and balance before and afiecrualaccountingvas adopted bg country. 00, fild, andfi2d on the
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horizontal axis mearthata countryuses cash accounting transferring from cash to accrual accounting
andhas adopted accrual accountirgspectively.

Most ofthe 18 developedtounties with accrual accountirexcluding Belgium, France, Finland,
Iceland and Koreashowa decrease in debt after substantial implementatiothefaccruabccounting
reform (i.e, they hae changd from 00 to fild on the horizontal axis). This implies thdhe
governmerdl accountig reform contributes to decreasing debt ithe develope@ountries,especiallyin
stage (iv) or (v) in the procedure. Balandg alsoimprovedin manyof the developed countries after

substantial implementation. However, tiisess cleathanthe trendof debt.

It is difficult to discovera common pattern ithe lessdevelopedcountries. While debt increase
consistently in Chile, Costa Rica, Latvia, Poland, and Romania after substantial implementation, it
decreasein Turkey, Peru, and Russia. Furtmare, balance fluctuadebut mostlydeclines in the less
developed countries. While debt and deficiéemto diminishafter accrual accounting adoptiontime

developedtountries, theylo not inthelessdevelopedtountries.

Figure 3.2 presents thevent analyis for the countriesdivided by level of developmentt is
implementedin the following way The beginning year of substantiahplementation of the accrual
accountingadoption for acountry is normalized to yedr Debt, balanceand SFAare averaged across
countries and plotted for yeats3, ti 2, ti 1, t, t+1, t+2, andt+3, along with 95 percent confidence
intervals.In order to findout whether accrual accountiagloptioncontributes to better fiscaldiscipline
and fiscal transparencgsshown by reducedebt, deficit and SFAt is instructive to compare yeais3,
t1 2, andt-1 with yeard+1, t+2, and{+3.

While balancés apparently improved amorige developedountries in yearst2 andt+3 (i.e.,
2 and 3 years after substantial implementation ofdfam), it declines consistentlyin thelessdeveloped
countriesn yearst+1, t+2, andt+3. Wediscovera similar pattern in the analysis of debfter substantial
implementation of theeform, debt decreaseslightly in the developeaountries,while it stays still or
increassa little intheless developed countries. We find a clearer pafterbalance in Figur8.2 than in
Figure3.1. Consequenththe event studies in Figuse.1 and3.2 indicate that debt and defisitlecrease
in the developedountries but increase thelessdevelopedcountries after accrual accounting adoption.
In addition, SFA decreaselearlyin the developedountriesin yearst+2 andt+3, while it fluctuates in
thelessdevelopectountries |t indicates that the adoption less@nsativeaccounting and enhances fiscal

transparency in the developed countries rather than in the less developed ones.
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35 Empirical Strategies

We investigate howhe adoption of accruahccountingmpacs fiscal policy outcomessuch as
debt balance,and SFA. We estimatetheseimpacs, controlling for institutional economic and other
factorsthat influence fiscal policy outcomedhe adofion can beregardedas a natural experiment.
Countries that adopted accrual accountiedpng to thdreated group and countries that did not adopt it
are the control group.We apply afixed-effects modelincluding country and year dummy variables,
which isa generalizationf the DID approachThe following estimation model is proposed:

O | ® 000 F @ © Q -
i: country,t: year,
Y, fiscalpolicy outcomes,
ACGC;.,: indicator variableof accrual accountingdoption,
Xi..1: institutional economicandothercontrol variables,
G, di: country and year dummies,
Cl: error term

An indicator variabldor accrualaccounting adoption is usedfind how the adoption influences
fiscal policy outcomesControl variableshave generallybeenused inpast studieghat explain what
makesthe differencein fiscal policy outcomesThe @untry and year dummies are included to capture
characteristics of a specific country such as culture and npantsrelevant crosscountry related
macroeconomic sitks in a certain year such as-pilce shock and worldwide financial crisis
respectively, that are not fullgeflectedin the control variablesof the estimated equatiomncluding
country and year dummies becomes a response to the owdtialile prbblem. Also,alagged dependent

variable isincludedas an independent variable in order to respond to autocorrelatigged independent

variables are used in order to cope with reverse causality to some degree.

Furthermore, wapply quantile regressioto afixed effects model for the panel data (Koenker,
2004).Quantileregressioris a statistical technique to estimatéerence about conditionpkrcentileof a
dependentvariable From this nature of quantile regression, we can investigate accrualaccounting
adoptioninfluencesfiscal policy outcomes of debt, deficits and Sé&ifferently accordingto the levelof

debt, deficits and SFAn a country For example, it is possible to estimate whetheradoptionmpacts
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debtanddeficits of a country witha high levelof debt and deficitsn the same way thatcountrywith a
low level ofdebt and deficitss affected.

Most developed countries have changed or are changinggtha&rnmentabccountingmethod
to theaccrual basidbut most less developed countries still zash accountingAlso, many features of a
country, including institutional leved such acontract reliability and democratic accountabibiy well as
economic conditiossuch asstability andinflation, are hanogeneousvithin grouys of developedr less
developed countries, but heterogeneous detthem. Hence, we do not ascertain that accrual accounting
adoption creates the same impact on fiscal policy outcamdsoth developedand lessdeveloped

countries sowe analyze these impacts separalgiyhe groups.

36 Estimation Results

Estimation results on the effect atcrualaccounting adoption on fiscal policy outcomes are
plotted in Figure 3.33.4 and 3.5These igures present the graphs of estimated coefficient (solid line) and
95% confidence intervaldotted line) in each percentile.

First, we analyze thémpactof the adoption on delaind show the estimation results Figure
3.3. We find that the adoptiomliminishes debt for most percentiles in tlievelopedcountries and the
absolutevalue of itscoefficient steadilyncreass as regression moves to the upper tails of the quantile. In
other words, the adoptiatecreasedebtlargelyin a highlyindebted ountry. However, opposite results
are found in the lesdevelopedcountries. The adoption expandebtfor most grcentilesin the less
developedcountries and thisincreasingimpact beomes largerand moresignificantin the upper tail of
the quantile which indicateghatthe adoption enlargalebt in aless developedountry witha greatdeal
of debt.

The woefficients ofthe control variablesn the regressioa are consistent with the@rgumentsn
the literature though they are insignificamiccasionally The control variable obur interest is contract
reliability that is a proxy otredibility of a country. While contraggliability increass debt inthe less
developedcountries, it has an insignificant effect on debttlie developed countries, which can be
interpreted agredibility is crucial for borrowing only irthe less developed countrieln addition, he
lagged dependent variable includedthe regression showa positive sign andgtatistical significance,

which indicatesanautocorrelation of debt betwe#re currentaind previous year.
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Second, we look into the effect of the adoption on deficits and suggest the estimation results in

Figure 34. We find that the resultsare coherenwith the analysis of debilthough the estimated
coefficientsfor accrualaccounting adoptioiose significanceFor the developed countries, w&scover
that the adoption improgéalance or decreasdeficits significantly in the lower tails ofhe quantile. It
indicates thataccrual accounting contribtéo lessening deficits only in the developsalintrieswith a
greatsize of deficits. The effect to improve deficits gets wealied becomemsignificantas regresen
moves to the upper tails of the quantifor the lessdevelopedcountries,the coefficient of accrual
accounting adoption hasnagativesign. In other wordghe adoption seesto worsen balance or increase

deficitsfor nearly all grcentilesn theless developedountriesbut it is not statistically significant.

The interesting finding in the analysis of balance is deahocraticaccountabilityreflecing the
governmerds responsiveness to peomiayed a contradictoryrole on deficits between thdeveloped
countries and the lesdevelopedcountries. While it decreasealeficits in the developedcountries, it
increase them in the less developednes If the governmentin the less developedcountriesis
excessivelysensitiveto peoplés desire it will turn to populismeasily andincreaseexpenditurewithout
considering revenubecause system to control the government is less establishétkilessdeveloped

countries Also, the lagged dependent varialigepositive andsignificart.

We find that whilethe adoption of accrual accounting dimiréstdebt anddeficits in the
developed countries, inlarges those outcomesn the less developed countridd/hy does accrual

accounting adoptiohave these opposite effets

The adoption ofaccrual accountingis seen as a signal of better fiscal managenuénthe
govermment which might impact the credibility of a country positively. Therefore, the borrowing ability
of less developed countries, which usually have credit constrastsincrease, which in turn uses
deficits and debt to increase. However, since ¢hedibility level inthe devebped countriess already
high, the adoption does not affect their borrowing ability and increlebe anddeficits. Instead, the
government®f developedcountriesimprowve their fiscal discipline fromstrongerfiscal contros andfrom

more efficient managementade possible bmoredetailed informatiorirom accrual accounting

The governmerstin thelessdevelopedountriesmay adopt accrual accounting in ordeskwmink
debt and defick However, it is difficult to improve fiscal discipline substantially only from accrual
accounting adoptiorhecauseahe harmonizedlevelopmenbdf other related institutions is also needed. If

we assesshe developmenof other fiscalinstitutions by a mediumterm fiscal plan, the adoption of
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accrual accounting is less supported by or harmonized thibe institutions inthe less developed
countries’. In addition since governmental debt in developeslintriesis greater than that in less
developednes,as seen in Tablg3, reducingit is more needed ithe developednes

Figure 3.5displaysthe estimatiorresultsfor the influence of accrual accounting adoption on
SFA, in other wordswhether the adoption decreasesativeaccountingwhich is measured by SFAnd
then increases fiscal transparency in practice. Lagged dependent varialplesitareand significart in
upper percentils or the countrieswith a big amount of SFA, implying that creative accounting is a

phenomenon that is seen systematicallg@s transparent countries

Since hiding more deficits causadigherpositive SFA value andnostcountries haveositive
SFAs, coefficiens with a negativesign are considered to ichinish SFA or creative accounting, and
enhance fiscal transparendye find that the adoptioshiinks SFA for all percentiles in theleveloped
countriesand ha a significant effecon SFA from percentiles abové5. Also, absolutevalue of the
coefficientfor the adoption steadilincrease as regression mogédo the upper tails of the quantile. In
other words, the adoptigreventscreative accounting and impra/scal transparencgffectivelyin the
developedcountrywith a greatsize of SFA However, for the lesdevelopedcountries, the adoption fia

no significant impact on SFA.

Also, estimated coefficient of antract reliabilityin the developed countridgs a negative sign
for most percentiles angoesdownwardas regression moseo the upper tails of the quantileshich
indicates that contract reliability decreasgA sufficiently in a developedcountry with considerable
SFA. This may come from the facthatthe government with high contractliability can access credit
market easily and has less incentivelépend orSFAwhen it increases expenditure

Finally, whenall countries are analyzed together, coefficient for acaoabuntingadoption is
not statistically significant irthe case of debt, deficits and SFAHence, separate analyses tbe
developedand the lesslevelopecdtountries give us important implicatiothat we would not discover if

we lookedat all of thecountries together.

* A reform in mediumt er m f i scal pl anning (midiermexpentitare framéwork c a | pl al
midterm budgetary framework midterm performance frameworky a representative improvement of a fiscal

institution that has been implemented extensively from the beginning of 1990 (World Bank, 2013).

Correlation between accrual accounting adoption and metiumfiscal plan reform

(developed countries) 0.5457, (less developed countries) 0.2619.
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37 Conclusion

We investigate how thehift from cash accountingp accrual accounting affecfiscal policy
outcomesand find that while the adoption of accrual accounting contribtitediminishing déet and
deficits in the developedountries it increass debt anddeficits in the less developeduntries even
though the finding®f deficits are isignificantin some percentileS heseimply that the adoption ithe
developedcountries producs more information,strengthen the contros on debt and defict and
improves fiscal discipline. Howevelif increags the borrowing abilityby performing as a signal of better
fiscal managemenandhence expargidebt and deficitin the less developed countriés addition,the
adoptiondiminishes SFA and enhances fiscal transpareitythe developed countriagith a low fiscal

transparency level he adoption has no effect on SFAlwless developed countries.

Empirical literature on evaluations of the effects of accrual accounting adoptifical policy
outcomes in many countrigsas not been foundHence, this study is the firsuchattempt and also
provides objective grounds for judging the effectiveness ofjtivernmentahccounting reformit makes
implicationsto internationahgenciesor countries which recommend or consider changjogernmental

accounting system.

Still today, most governments ithe less developedcountries use cash accounting. As more
governmerg changetheir accounting system tahe accrual basis, more concrete estiions and

implicatiors will be made.

We find that accrual accountingeffectivefor fiscal discipline inthe developectountries Then
it is natural to wondewhat features of a country are needed the effectiveness and whetherthe
accounting gstem affect fiscal policies directly orthrough other institutions We expect that these

guestions will be answered in future studies as more countries implaoceen&laccounting.
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Chapter 3

Tables and Figures

Table 3.1 List of Countries according toAccounting System

Accounting Developed countrie&5) Less developed countri€gd)
(14 countries) (7 countries)
Australia CanadaDenmark Argentina, Chile, Estonia, Lithuania, Romania,
Accrual Finland France Iceland Japan Russia, Slovak
(21) Korea New ZealandSpain
SwedenSwitzerland United
Kingdom United States
Cash to (4 cogntries). (12 co.unties) . . . .
acerual Austria, Belgium, Israel Italy Bahrain, Brazil, Costa Rica, Latvia, Malta, Mexicc
Peru,Philippines, Poland, South Africa, Thailand,
(16)
Turkey
(7 countries) (55 countries)
Germany Greecelreland Albania, Algeria, Angola,Armenia, Azerbaijan,
LuxembourgNetherlands Bangladesh, BelaruBotswanaBulgarig
Norway, Portugal CameroonChina Congo, D.R.Croatig Cyprus
Czech Egypt, Ethiopig Gambia,GhanaHonduras
Hungary India, Indonesialran, JordanKenyg
Cash L . .
(62) Kuwait, Liberia, Malaysig Moldova, Mongolia,

MozambiqueNamibia NicaraguaNigeria, Oman,
PakistanParaguayQatar Serbia, Slovenigri
Lanka,Suriname Syria, TanzaniaTrinidad and
Tobagg Tunisig UgandaUkraing United Arab
Emirates Uruguay Vietnam Yemen,Zambig
Zimbabwe
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Table 3.2 Data andVariables

Variable Description Source
IMF, World
0 1
Debt General government gross debt (% of GDFH Economic Outlook
Dep. Balance General government net lending (% of GD IMF, Wo.rld
Var Economic Outlook
Stockflow (Do/lff;[eggi)of net increase of debt and defic IMF, World
. 0 .
adjustment : - Economic Outlook
) (i.e. =[(Debt 1 Debt.,)-Deficit/GDP*100)
Accrual accountin 0: cash accounting ,
. g 1: shift from cash to accrual, OECD, IMF, etc.
adoption .
2: accrual accounting
Measurement on risks of modification in
Contract reliabilit contracts in the form of cancellation or PRS, International
y outright expropriation Country Risk Guide
(range: O (least) ~ 6 (most reliable))
Measurement on how responsive the
Democratic governments to its people (not just whethe| PRS, International
accountability there are free and fair elections) Country Risk Guide
(range: O (least) ~ 6 (most accountable))
Indep. . .| Institutional strength and quality of the PRS, International
Var. Bureaucratic quality

bureaucracy (range: 0 (worst) ~ 4 (best))

Country Risk Guide

GDP per capita

Log of GDP per capita (2005 PPP)

World Bank, WDI

Openness

Trade(% of GDP)

World Bank, WDI

Inflation

Inflation, consumer prices (annual %)

World Bank, WDI

Economic stability

A means of assessing a country's current
economic strengths and weaknesses.
(range: Oleas) ~ 50 (moststablg)

PRS, International
Country Risk Guide

Population Log of population. World Bank, WDI
: : 0

Population Populat.lomverages 65 (% dffotal World Bank, WD

over age 65 population)
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Table 3.3 SummaryStatistics (Sample which isUsedfor Analysis ofDebt)

Both Accrual accounting Cash accounting
All Dev Less All Dev Less All Dev Less

# of countries 99 25 74 37 18 19 62 7 55
Debt 56.7 633 530 558 645 386 570 624 551
Balance -192 -2.08 -183 -2.00 -187 -226 -189 -224 -1.77
SFA 242 1.75 2.80 150 1.24 2.01 2.72 218 291
Contract rahbility 826 944 759 905 949 818 800 940 750
Democraticaccount | 4.54 5.7 3.86 5.58 5.83 5.09 419 5.68 3.67
Openness 839 769 879 744 655 919 870 86.2 873
Inflation 24.6 29 36.8 3.4 24 55 314 3.3 41.3
Economic stability 36.5 397 34.7 384 395 36.1 35.9 39.9 34.4
Population (million) | 67.5 38.0 84.4 477 462 50.8 736 315 88.9
Population over 65 9.7 145 6.9 133 14.8 102 8.5 143 6.5
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Figure 3.1 EventAnalysesof Individual Countries

a. Developed countries
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Figure 3.1(cont.)

< ltaly > < Sweden >
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< Japan > < Finland >
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