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Abstract

The evaluation of fiscal transparency impact on budget indicators performance is examined in the article
according to the grouping of countries by the following features: budget transparency, income per capita,
level of economic development and economic freedom. The main aim of the study is to determine the rela-
tionship between fiscal transparency indexes and indicators of countries’ development. As the result of eval-
uation it was determined that the main indicators of budget execution under the influence of its transparency
vary in different groups of countries. In particular, the studies have shown that the value of Open Budget
Index causes the reduction of public debt and the increase in the share of public expenditure, but in countries
with high and medium level of development the opposite effect of budget transparency on public debt is
characteristic, and the positive impact of budget transparency on the share of public expenditure is character-
istic only for countries with high economic freedom.
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Introduction

At the stage of development of democratic society the achievement of disclosure of the budget preparation
and execution is one of the factors of understanding between the government and public and stability in the
country. The need for objective and reliable information about the state of formation and use of budget funds
on state and local levels, as well as transparency of the authorities’ decisions become a prerequisite for the
integration of Ukraine into the European community. Besides, a mandatory condition for such integration is
to assess the activity of government and economic development, which is also possible through assessing the
impact of fiscal transparency on budget execution indicators.

In economic literature the essence of fiscal transparency was often considered in works of such domestic and
foreign scholars as N. Zachosova, D. Kutsenko, M. Hvesyk, A. Sunduk and O. Dobrianskyi, S. Kim,
N. Hryshchenko, H. Kopitts, D. Craig, M. Robinson, A. Krutov, A. Muhyna and many others. An important
contribution to the research on the relationship of fiscal transparency with a number of different kinds of
factors, including the stability of public debt, public debt belong to such scholars as J. Tilly [1], J. Alt and
D. Lassen [2]. Noteworthy are the developments of V. Cimpoeru [3] as for the impact of budget transparency
on the economy development and of G. Boldrik on the relationship of fiscal transparency and economic
growth of countries. The research on the relationship of budget transparency and economic increase of coun-
tries is also observed in the works by of Teig [4]. Most of the works reflect the relationships of budget trans-
parency and macroeconomic indicators, but in order to confirm the reliability of the correlation of budget
transparency indexes, country development indicators and efficiency of public administration there is a need
for research considering the level of countries development.

The research on the correlation authenticity of fiscal transparency and country development indicator should
be carried out on the basis of the grouping of countries, which will examine the relationship of groups and
budget transparency.
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Therefore, to determine such a relationship before the countries grouping, there is a need to identify the fea-
tures according to which it will be done. Such a grouping should take place in the context of the following
characteristics:

» the level of transparency of the budget — according to the methodology of calculating the index of econ-
omy transparency of the countries is distributed into five groups: wide level; substantial level; limited
level; minimal level; neglitible level or a lack of transparency. Of those countries with sufficient trans-
parency of the budget the countries with a broad and substantial level are determined; with insufficient -
countries with limited, minimal or negligible levels are determined;

» the level of income per capita — statistical base of assessments of budget transparency includes also such
an index as a group of countries by income — with a high level; the level is above average; with the be-
low average level; with a low level. According to calculations, to the group of high-income countries we
included data of the countries with high level and above average level of income, and to the countries
with low level — data of the countries with below average and low income level;

» the stage of economic development — the methodology for calculating the Global Competitiveness Index
also provides the evaluation of country development stage — oriented to inputs; focused on efficiency;
focused on innovation, as well as countries, occupying transitional positions between stages. For the cal-
culation the following groups of countries had been formed: with a low level of development — oriented
to inputs and transitive countries which are in transition to efficiency factors; with a medium level of de-
velopment — countries focused on efficiency and transitive countries in transition to innovation orienta-
tion; countries with a high level of development — oriented to innovation;

» the level of economic freedom — data for the Economic Freedom Index developed by The Heritage
Foundation, which include key indicators of the economic environment, controlled by the government,
as of 2015 contain information on 180 ranked countries. Accordingly, in the study the countries with the
position in the ranking of 1-90 were elected as the countries with high economic freedom, and countries
with low level of economic freedom — the position in the ranking of 91-180.

For practical calculations a sample of 36 countries was formed (Albania, Algeria, Azerbaijan, Bolivia, Bulgaria,
China, Croatia, the Czech Republic, Egypt, France, Georgia, Germany, Hungary, Italy, Kazakhstan, Kyrgyzstan,
Macedonia, New Zealand, Norway, Poland, Portugal, Romania, Russia, Serbia, Slovakia, Slovenia, the South
African Republic, Sudan, Spain, Sweden, Tajikistan, Ukraine, the United States, the United Kingdom, Venezuela,
Vietnam), the selection of which was made considering countries with different values of budget transparency and
various general level of development. Statistical research database covers the years when the calculations of Open
Budget Index in the period from 2006 to 2015 have occurred (2006, 2008, 2010, 2012, 2015). For the assessment
the instrument of panel regression modeling using software Stata 12 was chosen. As the result of the use of a pan-
el regression with random effects, we obtain the following results of evaluating the impact of fiscal transparency
on the dynamics of public debt (see Table 1).

Table 1. Results of the evaluation of the impact of Open Budget Index on the ratio of public debt to GDP for
different groups of countries

The f . Credit rating according to Th_e V\_/ald Prob >
group of countries Open Budget Index Standard & Poor’s agency criterion chi2
(Wald chi2)
t(iggsnggre; \é\gth insufficient budget %02528::)* (2196%)(;23; 576 0.0561
Countries with high income %004?81755)* (Zlgzzlgg 6.81 0.0333
Countries with low income (8??52585'}) X 1.45 0.2285
Crptis i i v o 2o o
Contis i edom el el | a2 o
g:yqugﬁgx?h el (82223411) (i%.g%)é) 0.10 0.9489
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Table 1 (cont.). Results of the evaluation of the impact of Open Budget Index on the ratio of public debt to
GDP for different groups of countries

N . The Wald
The group of countries Open Budget Index gtrEd't rating acc?rdlng to criterion Prot_) >
andard & Poor’s agency (Wald chi2) chi2
Countries with high level of economic 0.0396 -22.7300
freedom (0.2303) (15.7009) 212 0.3460
Countries with low level of economic -0.3695
freedom (0.3836) X 0.93 0.3354

Note: in parentheses the values of standard deviation are presented; ** — statistical significance at 95%; * — statistical significance at
90%; X — the variable is excluded from the model because of collinearity.

In the result of calculations we can note the presence of a general positive effect caused by the growth of
budget transparency for statistics of public debt, which is observed in the reduction of the debt burden on the
country’s GDP by increasing values of Open Budget Index. Herewith, quite interesting is the fact that quanti-
tative estimates for countries with different levels of budget transparency were identical, while the grouping
of countries on other grounds made it possible to obtain different results. Thus, for the countries with high
income the effect is inverse and statistically significant, while for low-income countries the level of adequa-
cy of the constructed model is insufficient for the interpretation of results. For countries with high and medi-
um level of development we received a statistically significant inverse relationship, the quantitative value of
which is higher in countries with high level of development, while for countries with low development sig-
nificant results were not obtained. The results obtained in the assessment of countries with different levels of
economic freedom were unsuitable for interpretation for both groups of the countries surveyed.

We should note that the calculations made to determine the effect of public debt transparency on its level,
presented in Table 2, showed that from 9 models built only regression for assessing the situation in countries
with medium level of development was adequate. Moreover, its calculations showed no statistically signifi-
cant effect of the studied factor on resulting symptoms, indicating the absence of significant role of the in-
formation transparency increase for public debt data in order to control its level.

Table 2. Results of the evaluation of the impact of public debt transparency on the ratio of public debt to
GDP for different groups of countries

The group of countries Public debt transparency gt;encg;::tg%,gg??srigne%g (J(\:/rrl;elt?:/r\iél?z) Pgﬁ?;
tcﬁgrl::pt);ireez \é\cth sufficient budget (8(2)8?1% (12$ jfzsf) 45 0.4851
budget transparensy (02001 s 145 | oasst
Countries with high income ((())204837(?) (125281332) 2.06 0.3562
Countries with low income (85283) X 0.89 0.3448
dovopment 04122) (29.815) 115 | oses
g::er;grl;s] e\/r\1/lth medium level of (8;)539())% 3(3; 5257,%;;«* 10.88 0.0043
e S
cconomic freecom 02303 (151009 212 | o030
cconomic freecom 0259) x 004 | osms

Note: in parentheses the values of standard deviation are presented; *** — statistical significance at 99%; X — the variable is excluded
from the model because of collinearity.
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The results of the evaluation of budget transparency impact on the dynamics of budget revenues received in
the next stage are reflected in Table 3.

Table 3. Results of the evaluation of the impact of Open Budget Index on the ratio of public revenue to GDP
for different groups of countries

The group of countries Opelr:] (I?et:(dget Humeelgtlil)r?(\j/g)l(op- Global C?r:r&p;)e(titiveness cri;?fﬂ%/;/(s/l\(ljal q P(r;g?;

Countries with sufficient (88??8;) ((())g?gyzgg) 132 0.5180
- o

budget transparency ( (())gggé)) 3;5%239) 4.85 0.0884

Countries with insuffi- (88??(?;) (8&?92;(?) 1.32 0.5180
- *

cient budget transparency : 8823875?) ?1'_66189999) Lo -
- R ox

Countries with high (8..(?????3) %6%;1119) 7.66 0.0217

income ((())gg?il) (171..7063467% 494 0.0844

Countries with low (ggggg) (32773215) 1.39 0.4989

- (gfgggé) é’éigg) 2.25 0.3250
- - -

Countries with high level (8(())4217(?) 7(5((33%6) 20.57 0.000

of development (ggfgg) N o8 e

ICou?tr]Ee; Wi:h medium (ggégéz‘r) (118174?3) 1.13 0.5677
= *%

evel of development ( (())(())315(% ?i.()602575) 6.07 0.0481

Cfogntriles with low level (888%(15) (2?124713) 0.43 0.8054

e (8:(1)832) é‘éii‘é) 0.70 0.7061

* -

Cfountries \_Ni':(h hié.;h level (06-00747509) (111(?6233 3.19 0.2028
- *kk

of economic freedom ( (())(())j)gg) 8(2%111838) 10,07 0.0001

Cfountries \_Ni}h Ioc\j/v level (882‘213) (fgﬂgz) 0.89 0.6421

of economic freedom (88451(7)% (5)2121512) 0.97 06164

Note: in parentheses the values of standard deviation are presented; ** — statistical significance at 95%; * — statistical significance at
90%; X — the variable is excluded from the model because of collinearity.

Due to the results of the evaluation, it was determined that the index of public revenue transparency stands a
determinant of fiscal revenues level only for the group of countries with high economic freedom, causing the
average growth of ratio of government revenue to GDP by 0.077% with an increase in Open Budget Index
value per unit. Herewith the analysis of the effect of control variables shows a significant role of the Human
Development Index in the formation of government revenue in countries with different levels of budget
transparency, countries with medium level of development, and countries with high economic freedom. At
the same time, for the countries with high income and high level of development the impact of the Global
Competitiveness Index on state revenue provision is significant. The analysis of changes in public revenue
under the influence of components that reflect the disclosure of information on public revenues, presented in
the Table 4, showed that 5 from 18 models built are adequate; their evaluation results reflect the important
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role of the group of countries in terms of budget transparency effects to impact effectiveness of budget per-
formance. Thus, for countries grouped by level of budget transparency we obtained the significant inverse
effect of public revenue transparency on their GDP dynamics — the growth of the component’s value per unit
determines the reduce of public revenue by an average of 0.04%. Herewith, the role of the Human Develop-
ment Index for these countries is statistically significant and positive in terms of growth in state revenue,
while the Global Competitiveness Index is not a crucial variable. At the same time, analyzing the impact of
control variables in econometric models with high adequacy and the lack of a statistically significant effect
of budget revenue transparency variable, we should note that the Human Development Index provides rais-
ing government revenue in countries with a medium level of development and countries with high economic
freedom while the Global Competitiveness Index, in contrast, causes a decrease in countries with high in-
come and high level of development.

Table 4. Results of the evaluation of the impact of budget revenue transparency on ratio of fiscal revenue to
GDP for different groups of countries

The group of countries Budget revenue Human Devel- Global Competitiveness critgr]iGOLN(?/I\(ljal q Prop >
transparency opment Index Index chi2) chi2
Countries with sufficient (ggfg??) (833?5?81) 3.89 0.1432
_ 1,k Kk
budget transparency ?Oogfgs) 3; 145221) 8.20 0.0166
Countries with insuffi- ((?gfgf?) (833?8881) 3.89 0.1432
_ %k Kk
cient budget transparency ?Oogfgs) 3; 145221) 8.20 0.0166
| _ Kk
Countries with high ((())(())2235?) %082?7933) 710 0.0287
00236) (7.5008) 42| 01099
Countries with low (882?411) (ggfff) 0.67 0.7160
e (818%22) (312382) 1.59 0.4514
| _ *kk
Countries with high level (8(())23‘?29) 7(fé%?’) 2365 0.0000
of development (882298; < 0.95 0.3308
ICou?tr]Ee; wi:h medium (882025) (85?787372) 119 05519
- **%
evel of development ( (())(())21;; ‘}238%4) 4.49 0.1058
Cfo(ljntri;es with low level (88367;2) (4%72(?;:) 024 08876
o fevelopmert (8:%?1421) (i:gggg) 1.08 0.5839
Cfountries \_/vigth hic?h level (882411‘21) (113372?19) 1.26 05332
- *kk
of economic freedom : 88213(?) 8(2%03316) 19.99 0.0001
Cfountries \_/vi}h Ioc\jN level (8:8222) (_21.fg§61) 0.27 0.8745
of economic freedom (8842133) (nggé 0.32 0.8527

Note: in parentheses the values of standard deviation are presented; *** — statistical significance at 99%; ** — statistical significance
at 95%; X — the variable is excluded from the model because of collinearity.
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Assessing the impact of budget transparency on the level of public expenditure allowed us to obtain the fol-
lowing results (see Table 5).

Table 5. Results of the evaluation of the impact of Open Budget Index on the ratio of public expenditure to
GDP for different groups of countries

The group of countries Opelr:] (I?et:(dget E;mggt?ﬁ(\;g)l(- Global C?r:r&p;)e(titiveness cri;?fﬂ%/;/(s/l\(ljal q P(r;g?;
*kk N
Countries with sufficient 0(3?054381) (ffégg) 7.712 0.0211
* * Ak
ey 2)690748393) 7&29560057) 16.40 0.0003
*kk N
Countries with insuffi- Ot(1).2054381) (52613305) 7.72 0.0211
* *Ahk
cient budget transparency (0690748393) 7&29560057) 16.40 0.0003
Countries with high (8282%) (55968651) 2.42 0.2985
*
- (818232) 1(3223:2;) 5.02 0.0813
Countries with low (8'.8223) (Séég‘g) 111 0.5754
- *hk
- (885}56% 7(2_4;6919) 14.67 0.0007
Countries with high level (82822) (3 725987{5) 2.46 0.2917
of development (88(1522) N o2 Jp—
Kk N
ICou?tr]Ee; Wi':h medium (200(7)281) (ffggg) 3.84 0.1469
*kk
evel of development (882471?1) 65.2711587) 20.34 0.0000
Cfogntriles with low level (88822) é;ggg) 0.34 0.8428
- *kk
e ((())(())5588) 8&%.7290739) 6.83 0.0328
*k*k
Cfountries \_Ni’:(h hi(?h level 0((1).1084509) (ggég) 10.99 0.0041
Kk *%
of economic freedom (Eoogggl) ‘t 143229) oo -
Kk _
Cfountries \_Ni}h Ioc\j/v level (20182?9) (2127860115) 4.25 0.1194
- F*kxk
of economic freedom ( (())(())llgg) 1(228%27) 0472 £.0000

Note: in parentheses the values of standard deviation are presented; *** — statistical significance at 99%; ** — statistical significance
at 95%; * — statistical significance at 90%; X — the variable is excluded from the model because of collinearity.

It should be noted that the impact of Open Budget Index on the dynamics of budget expenditures was posi-
tive, statistically significant and quantitatively identical for both countries with a sufficient level of budget
transparency and for the countries where it is insufficient. Herewith, Human Development Index is a catalyst
for growth of public expenditure in country’s GDP, and the Global Competitiveness Index does not play a
significant role. Next, it was statistically proven that Open Budget Index is not a determinant of budget ex-
penditure for countries with high and low levels of development, while for countries with medium level of
development it determines the growth of government spending, relative to GDP, by 0.0766% with an in-
crease in the index per unit. At the same time, we should note the fact that for countries with high economic
freedom a quantitative impact of Open Budget Index on the level of public spending is higher than for coun-
tries with low level of economic freedom, while for both groups of countries the received connection is di-
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rect and statistically significant. The evaluation conducted for groups of countries with different income lev-
els, did not allow us to obtain results suitable for interpretation in terms of the effect of the increase in budget
transparency on the level of public expenditure in relation to GDP.

The detailed study of the effect of budget transparency on the level of public expenditure, done by evaluation
the impact of the component describing the budget expenditure transparency on the resulting sign (see Table
6), showed the presence of variation of such an influence. The estimates for countries with different levels of
budget transparency were statistically significant and quantitatively identical, demonstrating the positive
impact of greater public expenditure transparency on their share in the GDP, whereby a catalyst of such an
exposure is Human Development Index. At the same time, in countries with high income we recorded the
presence of the positive impact of a budget transparency variable on the level of public expenditure in differ-
ent models, while for low-income countries we found an inverse statistically significant relationship between
budget expenditure transparency and the share of public spending, accompanied by a positive impact of Hu-
man Development Index on resulting sign.

Table 6. Results of the evaluation of the impact of budget expenditure transparency on ratio of public ex-
penditure to GDP for different groups of countries

Mo g otz | B9 S | Hanoony | Gl Carpiens | o G| %
Countries with sufficient (88233) (ggg%) 268 0-23%8
budget transparency (06.0053751’; 1(232}18; 6.20 0.0449
Countries with insuffi- (88238) (ggg%g) 28 0-2%8
cient budget transparency (06.0053751’; 1(222‘118; 6.20 0.0449
* -
Countries with high (06-00523715) (fégflz) e -1t
| G
.Countries with low (gggfg) (gg%% o0 0078
income (()Olé):gg)* 7(2.021535*6,;* 13.54 0.0011
Countries with high level (881%) (21?3?3?(% 2 02953
of development (88421,%1) X 0.22 0.6374
Countries with medium (882(1)?) (fgszs(% H10 00559
level of development (88%2) 5(24228;; 6.11 0.0472
Countries with low level (88;185‘% (ggggg) o oo
of development (()olg;s??g)* 98.727;1*5* 10.53 0.0052
Countries with high level (88%22) (iig% 237 03057
of economic freedom (88%5292) (21822) 3.67 0.1593
Countries \_/vith low level (882%) (2135;‘%52) 298 028
of economic freedom ((()) (())2253% (121.;1%58591) 21.95 0.0000

Note: in parentheses the values of standard deviation are presented; *** — statistical significance at 99%; ** — statistical significance
at 95%; * — statistical significance at 90%; X — the variable is excluded from the model because of collinearity.

45



.4 ARMEG PUBLISHING
Business Ethics and Leadership, Volume 1, Issue 2, 2017 “Thinking ahead”

Quite interesting is the fact that among the models constructed for countries with different levels of devel-
opment, adequate and statistically significant results were shown only by the regression of public expendi-
ture on budget expenditure transparency considering the Human Development Index for the countries with
low level of development; the results of calculation of this model show that there is an inverse relationship
between the transparency of expenditures and their level. Moreover, for countries with different levels of
economic freedom there were no statistically significant results for any of the groups.

Changing the key indicators of budget execution under the influence of its transparency varies in different
groups of countries as follows:

» in countries with both sufficient and insufficient transparency of the budget the growth of Open Budget
Index causes the reduction of public debt and the increase in the share of public expenditure, while the
disclosure of the way of formation has the opposite effect on the share of state revenues;

» reduction of public debt under the influence of fiscal transparency is observed only in countries with
high income per capita, and the disclosure of budget expenditure causes increasing share of budget ex-
penditures relative to GDP in the countries with high income and its reduce — in the countries with low
level of income;

» for countries with high and medium level of development the opposite effect of budget transparency on
public debt is characteristic, while the share of public expenditures in countries with medium level of de-
velopment is directly affected by the growth of Open Budget Index, and in countries with low level of
development an inverse impact of expenditure disclosure indicator is observed;

> the increase in the share of public spending under the influence of increasing fiscal transparency is ob-
served in countries with different levels of economic freedom, while the positive impact of budget trans-
parency on the share of public expenditure is characteristic only for countries with high economic freedom.

Conclusions

The study gives an idea of the impact of fiscal transparency on budget execution rates depending on the
grouping of the countries by such features as budget transparency, income per capita, level of economic de-
velopment and economic freedom. The summary of results of the analysis lead to the conclusion that there is
a need to improve the budget transparency in terms of incentives for increasing governance priority options
specific to individual countries.
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